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Side  Lines 


Funds  and  games 


You  might  think  that  writing  a 
long,  detailed  story  about  mutual 
funds  every  year  for  25  years  in  a 
row,  as  Forbes  has  done,  would  soon 
become  a  dull  task.  It  hasn't,  for  a  couple  of 
reasons.  First,  the  landscape  itself  is  con- 
stantly changing,  as  this  year's  feature, 
beginning  on  page  68,  will  quickly  attest. 
For  the  first  time  in  years,  the  common 
stock  funds — that  most  typical  of  the 
industry's  vehicles — are  beginning  to  sit 
up  and  take  nourishment — outperforming 
the  market  averages,  holding  their  re- 
demptions on  an  even  keel  and  finding  a 
whole  new  generation  of  customers.  One 
can  even  hear  the  cry  of  the  mutual  fund 
salesman  in  the  land,  contending  that  it  is 
worth  the  investor's  while  to  buy  a  "load" 
fund  with  a  sales  commission  of  8.5%. 
Gone  are  the  days,  not  long  ago,  when 
Forbes  refused  to  name  a  mutual  fund 
honor  roll,  because  the  industry  had  per- 
formed so  miserably  as  to  make  the  idea  of 
an  honor  roll  a  travesty. 

The  other  reason  why  the  survey  is 
challenge  rather  than  chore  is  that  fresh 
eyes  are  forever  viewing  the  scene,  in  this 
case  those  of  Staff  Writer  Carol  E.  Curtis, 
a  relatively  recent  (December  1979)  arri- 
val at  Forbes.  She  and  Reporter-Re- 
searcher Thomas  Baker  soon  learned 
what  Forbes  had  long  ago  established  to 
its  satisfaction  about  load  versus  no-load 
funds,  that  there  is  no  significant  or  con- 
sistent difference  in  performance.  But 
they  never  failed  to  be  intrigued  by  the 
Bamum-like  efforts  of  the  load  fund  sales- 
men to  push  their  case. 


Staff  Writer  Carol  E.  Curtis 

Curtis  brings  her  own  special  pel 
tive  to  business  reporting.  Her  firs 
she  says,  was  on  the  business  e: 
journalism — delivering  newspape: 
her  hometown  of  Pittsburgh  for 
week  (the  Christmas  tips  were 
though).  Curtis,  who  holds  an  M.A. 
Boston  University,  edited  a  coal  ne^ 
ter  in  Washington  before  doing  a 
year  stint  as  energy  editor  for  Bu 
Week.  A  cover  story  on  coal  led  t 
being  lured  to  Forbes,  where  sh 
been  engaged  in  considerably  more 
plex  financial  calculations  like 
around  the  mutual  fund  survey  (p.  c 
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Mutual  fund  management  isn't 
the  only  investing  that  has  had 
recent  close  study  at  Forbes.  In 
a  house  contest  named  the  "April  Fool's 
Day  Investathon"  (the  date  of  its  incep- 
tion), Forbes  staffers  set  up  their  "mutu- 
al funds" — six  of  them,  to  be  exact,  each 
investing  a  hypothetical  $10,000.  Two 
were  randomly  chosen  portfolios,  one 
from  the  NYSE  only  and  the  other  span- 
ning all  three  exchanges.  The  third  was 
"invested"  solely  in  the  ten  Up-And- 
Comer  companies  most  recently  re- 
viewed in  Forbes.  Finally,  there  were 
three  funds  picked  by  staffers:  the  Miles 
Method,  Odening  International  and  the 
RHG  Theory,  adhering  to  a  spread  of 
investment  philosophies  ranging  from 
classic  Graham  &  Dodd  to  bona  fide 
seat-of-the-pants. 

When  the  results  were  tabulated  after 
three  months  ended  June  30,  Forbes  is 
officially  proud  to  announce  that  the  Up- 


And-Comers  Fund  came  out  a  cleai 
ner,  up  32% .  Minnetonka  Corp.  (Fe 
was  the  top  gainer,  up  72%,  but 
wasn't  a  loser  in  the  bunch. 

But  two  of  the  staff-picked  funds 
close,  Odening  International  show 
gain  of  28.4%  and  Miles  Method,  c 
23.5%.  "Buying  Hamilton  Brother 
Moran  Brothers  let  me  ride  the  mid 
the  oil  speculation,"  commented  R« 
er-Researcher  Gerald  Odening,  ma 
of  Odening  International.  "That 
would  have  given  me  the  game  h 
the  U&C  Fund."  Added  Reporte 
searcher  Christine  Miles  of  the 
Method:  "I  thought  for  sure  that  b 
AT&T  at  the  bottom  and  playing 
takeovers,  McCormick  and  Interi 
cial,  would  be  a  winning  combin; 
But  if  it  were  real  money,  I  would: 
crying  over  a  23.5%  gain  in  one  qua: 

The  random  walkers?  They  endi 
out  in  left  field,  each  up  less  than  1 
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MAKE  THE  PHONE  YOUR 
"OFFICE"  IN  ANOTHER  CITY 

AND  IMPROVE 
YOUR  BOTTOM  LINE. 


Today  you  need  all  the  help  you  can  get  to 
mild  business  and  keep  operating  costs  down, 
^nd  that's  exactly  what  Remote  Call  Forwarding 
-RCF— does.  It  lets  you  open  up  a  local  office 
vithout  spending  a  cent  on  rent,  furnishings,  or 
)ersonnel.  And  that's  a  running  start  on 
mproving  your  bottom  line. 

3ow  RCF  Works.  The  Bell  System  assigns  you 
i  local  number  in  another  city  where  you  want  to 
io  business.  You'll  be  listed  in  both  the  White 
ind  Yellow  Pages  directories.  Your  customer 
ooks  you  up  in  the  local  phone  book  and  dials 
he  number.  No  waiting.  No  operator  assistance, 
rhat  means  to  your  customer  you're  only  a  local 
Dhone  call  away  from  potential  business. 

The  cost  or  RCF  is,  on  the  average,  $16.00  a 


HERE'S  MORE  HELP 

In  addition  to  RCF,  your 
Bell  business  expert  has  all 
these  other  ways  to  help  you 
manage  your  business  better. 
800  SERVICE.  Find  out  the 
many  ways  the  toll-free  800 
number  can  generate  more 
business. 

WATS  Lines.  Learn  the 
most  economical  ways  to  buy 
WATS— by  time,  by  area— 
and  what  it  can  do  for  you . . . 
whatever  size  business 
you're  in. 

Selling  Small  Accounts. 

Instead  of  visiting  distant 


accounts,  sell  by  Long 
Distance. 

Handling  Inquiries.  We 

can  teach  you  how  to  turn 
simple  mail  or  phone  inquir- 
ies into  bona  fide  sales. 

Opening  New  Accounts. 

Today  you  can  actually  tele- 
phone for  new  business  and 
get  it,  provided  you  use  the 
right  techniques. 

Improving  Credit 
Management.  Our  Bell 
experts  will  give  you  a  better 
handle  on  fiscal  control. 


month  (depending  upon  the  state  you're  in,  the  basic 
cost  ranges  from  $10  to  $21.30),  plus  the  low  direct 
dial  rate  for  each  incoming  call.  And  that  call  is 
faster  and  less  expensive  than  a  Long  Distance 
collect  call.  (If  you  already  have  an  800  number, 
you  can  hook  RCF  into  it  and  eliminate  the  dial 
rate.)  There's  also  a  one-time  service  charge  for 
the  connection  in  the  distant  city. 

What  RCF  Can  Do.  With  RCF  you  can  test  out 
new  markets,  improve  customer  service,  gain 
customer  loyalty,  and  so  build  business.  Get  in 
touch  with  your  Bell  business  expert.  He'Jl  tell 
you  the  many  ways  RCF  can  improve  your 
bottom  line. 

Call  Your  Bell  Business  Expert  Now.  It's  toll 
free  anywhere  in  the  contiguous  United  States. 

800-821-2121  Ext.  964. 

In  Missouri,  call  800-892-2121,  Ext.  964. 


A  BELL  BUSINESS  EXPERT  WILL  HAVE  A 
FRJENDLY  TALK  WITH  YOU.  He  or  she  will  ask 
questions,  like  the  ones  listed  below. 

Q.  What  is  your  product  or  service? 

Q.  How  many  locations  does  your  business  have? 

Q.  Do  you  accept  collect  calls? 

Q.  Are  you  currendy  using  services  other  than  your  local 
lines— such  as  WATS  or  Reverse  Charge? 

Q.  Does  your  business  have  plans  to  meet  specific  business 
objectives,  such  as  increasing  market  coverage 
or  increasing  market  share? 

Q.  How  do  you  currently  test  or  expand  market  areas? 
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Billy  and  the  IRS 


Jimmy  Carter's  brother  Billy,  already  in 
hock  to  the  Internal  Revenue  Service, 
could  find  himself  owing  additional  taxes 
on  that  $220,000  he  got  from  the  Libyan 
government.  If  the  loan,  as  Billy  insists  it 
is,  should  eventually  be  considered  pay- 
ment for  services,  which  the  Justice  De- 
partment insists  it  is,  then  it  is  taxable 
unless  repaid.  The  IRS  won't  talk  about 
Carter's  tax  liabilities  but  a  spokesman 
did  say  payment  for  services  is  usually 
taxed  regardless  of  what  it  is  called.  So  a 
"loan"  could  prove  taxable  even  if  forgiv- 
en by  the  lender.  "It  would  depend  on  the 
circumstances,"  the 
IRS  man  said,  add- 
ing that  if  an  em- 
ployer lends  money 
to  an  employee,  it 
can  be  considered 
payment  for  current 
or  future  services. 
Billy  says  he  agreed 
to  pay  10%  on  the 
Libyan  money  and 
nothing  on  the  prin- 
cipal for  two  years,  after  which  it  would 
be  renegotiated.  One  problem  is  that  Bil- 
ly has  no  documentation,  saying  it  was 
all  settled  with  a  handshake.  The  Presi- 
dent's brother,  who  states  he  has  no  sub- 
stantial income  and  a  pile  of  unpaid  bills, 
also  has  said  he  borrowed  the  $220,000 
from  the  Libyans  because  no  American 
bank  would  lend  it  to  him.  Meanwhile, 
he  has  filed  no  1979  income  tax  return, 
explaining  that  federal  investigators  are 
holding  some  of  the  records  he  needs  to 
prepare  it,  and  has  put  up  the  deed  to  58 
acres  in  Georgia  as  collateral  for  what  the 
IRS  claims  he  already  owes  it. 

Uncle  Sam's  gold 

Although  sales  have  been  slow  for  the 
new  U.S.  gold  medallions  that  went  on 
sale  in  mid-July,  the  Treasury  apparently 
will  stick  with  them.  It  has  already 
picked  the  Americans  who  will  be  hon- 
ored by  new  medals  over  the  next  four 
years.  This  year  it  was  contralto  Marian 
Anderson  and  painter  Grant  Wood.  For 
1981,  the  Mint  has  selected  authors 
Willa  Cather  and  Mark  Twain.  Architect 
Frank  Lloyd  Wright  and  trumpeter  Louis 
Armstrong  are  to  be  honored  in  1982; 
sculptor  Alexander  Calder  and  poet  Rob- 
ert Frost  in  1983;  writer  John  Steinbeck 
and  actress  Helen  Hayes  in  1984.  The 
medallions  (ordered  through  the  Post  Of- 
fice! sell  for  a  $12-an-ounce  premium 
over  the  current  gold  price,  which  has 
been  running  between  $600  and  S700  an 
ounce.  The  one-ounce  Gram  Wood  med- 
al has  been  moving  well;  tin  Sail  ounce 
rson  c>ne  more  slowh  reason 


advanced  for  the  lack  of  a  gold  rush  is 
that  the  medals  have  not  been  given  the 
big  advertising  promotions  that  coun- 
tries like  South  Africa  have  put  behind 
their  gold  coins.  (The  Treasury  is  now 
thinking  of  following  suit.)  Another  fac- 
tor could  be  that  the  U.S.  is  not  minting 
gold  coins  as  the  other  countries  do,  so 
that  its  medallions  tend  to  be  regarded 
more  as  mementos  than  as  money. 

Payoff  on  health 

Doctors  in  China,  according  to  legend, 
used  to  be  paid  only  when  their  patients 
stayed  well.  The  Mendocino  County 
school  system  in  northern  California  is 
trying  the  reverse  of  that  thinking  in  its 
health  insurance  program,  so  that  pa- 
tients make  money  by  staying  healthy.  A 
year  ago,  the  county  split  its  monthly 
$105-per-employee  major  medical  pre- 
mium, putting  $500  a  year  into  the 
schools'  credit  union,  the  rest  into  Blue 
Shield  coverage.  Claims  of  $1  to  $500 
were  paid  from  the  credit  union  money; 
those  above  that  went  to  Blue  Shield.  At 
the  end  of  the  year,  whatever  an  employ- 
ee had  not  drawn  down  from  the  $500 
fund  went  into  his  or  her  personal  ac- 
count. The  results  for  the  218  persons 
involved:  66  had  no  claims  at  all  and 
picked  up  $500  in  their  accounts;  38  went 
over  $500  and  the  Blue  Shield  took  over; 
the  rest  spent  less  than  $500  and  got  the 
difference  in  their  accounts.  The  Mendo- 
cino schools  wound  up  with  $40,000  in 
the  special  account  and  earned  about 
$2,000  in  interest,  which  the  county  will 
use  to  offset  future  premiums. 

Management 
on  the  air 


Emhart's  T  Mitchell  Ford 
And  now,  a  22-minute  message. 

Shareholders  who  give  the  15,000  annual 
corporate  reports  printed  each  year  no 
more  than  a  cursory  glance  (as  most  do) 
may  get  a  second  chance  to  hear  from 
their  managements,  via  cable  TV.  Em- 
hart  Corp.,  a  $1.5  billion  Connecticut- 
based  amalgam  (hardware,  machinery, 
electronics,  chemicals),  has  put  a  22- 
minute  version  of  its  annual  report  on  25 


cable  networks  as  a  test.  By  its  calci 
tions  the  show,  beamed  by  satellite 
100  communities  in  eight  states,  she 
have  reached  at  least  2,000  of  its  28,i 
stockholders  out  of  a  total  audienct 
1.1  million.  While  the  broadcast  was 
meant  as  a  replacement  for  a  prin 
report  (the  SEC  is  hardly  ready  for  tha 
carefully  followed  the  accepted  fori 
la — an  opening  review  and  closing  f< 
cast  by  Emhart's  chairman  and  pr 
dent,  T.  Mitchell  Ford,  animated  ch, 
for  ten  years  of  numbers  with  a  vo 
over  from  a  Deloitte,  Haskins  &  S 
partner,  the  outside  auditor,  and  pi; 
in-action  shots.  The  whole  tape  cost 
than  $10,000  and  the  cable  time  was  l 
from  the  networks,  ever  hungry  for 
able  material.  If  the  shareholder  react 
to  the  test  makes  it  seem  worthwh 
John  Budd  Jr.,  the  company's  commi 
cations  director,  says  he  may  try 
broadcast  the  entire  Emhart  anri 
meeting,  which  usually  runs  for  i 
hours,  via  cable  next  year. 

Lawyers  at  the  bar 

When  do  lawyers  dislike  lawsuits?  Wi 
they're  brought  against  lawyers,  th 
when.  Attorneys  are  paying  more  for  j 
fessional  liability  insurance  "and  h 
sometimes  had  difficulty  finding  an 
surer,"  the  American  Bar  Foundat 
complains.  On  a  more  lofty  plane, 
Foundation  argues  that  the  public's  in 
ests  are  also  affected  "since  more  cla: 
against  lawyers  are  bound  to  further  er 
that  confidence  in  the  legal  profess 
that  is  an  essential  part  of  our  systen 
justice."  Why  are  more  lawyers  fac 
suits?  Not  through  any  fault  of  theirs, 
Foundation  says,  but  because  of  "the 
creasing  complexity  of  our  economy 
the  general  trend  toward  more  vigor 
assertion  of  individual  rights  and  in 
ests."  A  committee  of  the  American 
Association  is  working  on  the  matter. 

Mother  knows  best 

Given  the  value  of  today's  dollar  rj 
seas,  a  telephone  call  home  can  becc 
an  item  to  reckon  with,  particul; 
when  a  hotel  operator  handles  it. 
charges  (which  AT&T  splits  with 
foreign  services)  were  set  in  1973,  w] 
a  dollar  meant  a  lot  more  in  pour 
pfennigs  and  pesetas.  An  innkeep 
surcharge,  moreover,  can  boost  the 
rate  for  a  three-minute  call  to  two 
three  times  that  amount.  So  Mother  1 
is  stepping  up  its  efforts  to  keep  fore 
traffic  humming  without  becomin] 
burden  on  the  expense  account  or 
travel  budget.  The  campaign  takes  t 
tacks.  AT&T  is  increasing  the  pror 
tion  budget  for  its  four-year-old  "Ti 
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AIG 

INTRODUCES 
THE  ONLY 

GLOBAL 
INSURANCE 

FOR 

DIRECTORS 

AND  OFFICERS 


In  the  past,  American  corporations 
could  protect  their  overseas  directors 
and  officers  from  litigation  arising  under 
U.S.  laws. 

But  they  never  could  be  absolutely 
sure  whether  they  were  directly  insured 
for  claims  filed  against  them  in  foreign 
countries. 

Not  any  more. 

Now,  for  the  first  time,  the  AIG 
companies  can  give  you  one  all-inclusive 
global  policy  that  covers  all  your  directors 
and  officers  in  virtually  every  country  in 
the  world. 


Nobody  else  in  the  world  is 
doing  this. 

Probably  because  nobody  else  has 
our  facilities  in  over  130  countries  and 
jurisdictions  around  the  world. 

So  if  you're  a  multinational  corpora- 
tion, get  in  touch  with  us  soon. 

That  way,  even  if  your  directors 
and  officers  are  Down  Under,  they  have  a 
chance  of  coming  out  on  top. 

THE  AIG  COMPANIES. 

Let  us  take  the  risks. 


For  more  information,  contact  American  International  Group.  Dept  A.  70  Pint  Street.  New  York.  N  V  10270 


'ENVIRONMENT/ 
PROTECTION 
OR 

environment 
perfection. 

there's  a  big 
difference:' 


David  M.  Roderick, 
Chairman, 
United  States  Steel 


At  a  time  when  our  nation 
L  faces  critical  challenges 
jroad  and  at  home,  we  cannot 
Tord  excessive  regulations 
iat  sap  our  industrial  and 
:onomic  strength,  even  in  the 
jme  of  environmental  ism. 

"America  has  made  great 
-ogress  in  the  area  of  environ- 
lental  protection  over  the  past 
scade  and  a  half.  For  instance, 
;  least  95%  of  our  pollutants 
e  now  under  control  or  will  be 
lien  facilities  now  under 
mstruction  are  completed. 

"We  continue  to  support 
asonable  requirements  where 
lere  is  a  clear  benefit  to 
jman  health. 

"However,  we  are  all  too 
'ten  faced  with  unreasonable 
quirements  which  provide 
ttle  or  no  improvement  in  the 
ivironment. 

"As  a  result,  vast  amounts 
'  money  are  being  diverted 
am  desperately  needed 
odernization  and  other  job- 
oducing  investments  in  an 
a  when  the  economy  is  suffer- 
g  from  a  severe  capital 
lortage. 


"If  we  are  to  rebuild  our 
industrial  base,  to  provide 
jobs,  help  curb  inflation  and 
improve  our  competitive 
position  in  the  world . . . 
if  we  are  to  come  to  grips 
successfully  with  our  energy 
supply  problems,  a  common 
sense  approach  to  the 
environmental  situation  is 
imperative.  Our  national 
security  and  economic 
health  depend  on  it. 

"That's  the  way  we  see  it— 
we'd  be  interested  to  know 
what  you  think." 


iniiMil 

Ik  - 


AVarnott  s  ESSEX  HOUSE 


In  Manhattan,  a  breath  of 
fresh  air  on  Central  Park. 


More  than  two  thirds  of  the 
businessmen  and  women  who 
stay  at  the  Essex  I  louse  have 
been  our  guests  before. 

They  come  back  for  our  loca- 
tion: near  Fifth  Avenue,  Lincoln 
Center,  Broadway,  and  the  fash- 
ion district.  Towering 42  stories 
over  the  Park. 

They  come  back  because  they 
don't  have  to  wait  for  breakfast 
in  our  parkside  restaurant.  They 
come  back  for  our  businesslike 
ambience  and  our  view. 


But  most  of  all,  they  return  for 
our  impeccable  service:  wake-up 
calls  that  come  on  time.  First- 
class  room  service. 

They  know  they  can  count  on 
Marriott  to  do  it  right. 

Write  for  a  brochure.  For  reser- 
vations, call  direct  (212)  247-0300, 
or  toll-free  800-228-9290.  Telex 
12-5205. 

Marriott's* 

ESSEX  HOUSE 

160  Central  Park  South,  New  York  10019 


fticheu'Jreeman 


Why  do  Hickey-Freeman  sport  coats  cost  more? 


The  creation  of  a  Hickey-Freeman  sport  coat  involves 
dozens  of  specialized  skills,  many  of  them  unique  to 
Hickey-Freeman  alone  and  all  designed  to 
afford  a  high  degree  of  pride  and  satisfaction 
to  men  of  discerning  taste. 

Premium-all  wool,  born-in-Britain  fabrics, 
in  a  tasteful  selection  of  vibrant  patterns 
and  rich  solids,  are  hand-cut,  hand-sewn 
and  hand-pressed  to  create  sport  coats  with 
a  grace  of  line  and  resilience  not  found  in 
lesser  garments.  Yes,  the  process  is  costly. 
But  the  long-lasting  rewards  of  fit,  comfort 
and  appenrance  that  you  receive  are 

i  
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Trends 


plan,"  under  which  participating 
agree  to  a  standard  percentage  as 
charge.  The  extra  bite  on  a  ten-rr 
collect  call  from  Portugal,  for  insi 
once  ran  close  to  $17;  under  Telep 
is  $2.  Most  hotels  in  Israel,  Irelan 
Portugal  and  many  in  Britain  are  i 
plan;  AT&T  is  working  on  others  at 
to  post  the  charges  in  the  rooms, 
may  still  find  them  inside  a  closet, 
ever.)  The  second  effort  is  aimed  at 
tors  in  nonplan  hotels,  and  Ma  Bell 
that  its  "survival  technique."  Becat 
is  still  $1  at  home,  one  recommt 
ploy  is  a  quickie  call  to  the  U.S.  a; 
for  a  ring  back.  Another  is  a  colle 
credit  card  call,  which  usually  can 
lower  surcharge.  Third  is  to  slip  o 
the  nearest  post  office  or  phone  1: 
and  pay  no  surcharge  at  all. 

The  bankers  object 

Bankers  are  up  in  arms  about  Pres 
Carter's  new  standby  gasoline  ratk 
plan.  "This  is  the  first  [White  b 
energy]  plan  we  have  opposed," 
American  Bankers  Association  proti 
to  Congress,  predicting  it  would  pre 
"unmitigated  chaos."  The  ABA  z< 
in  on  three  points.  First  it  said  i 
banks  to  pass  out  the  gas  coupons  v\ 
require  150,000  additional  tellers, 
second  and  third  objections  were 
aimed  at  the  idea  of  letting  comp; 
and  individuals  set  up  "checking 
counts"  for  ration  coupons.  That, 
ABA  said,  would  add  170  million  cl 
ing  accounts  to  the  100  million  ah 
on  the  books  and,  besides,  under  pn 
banking  law  it's  illegal  to  write  ch 
denominated  in  gallons  of  gasoline. 

Watching  the  water  bit 

Can  Uncle  Sam  cut  spending-  Yes,  bi 
not  easy.  Last  year  26  federal  agei 
were  ordered  to  stop  spending  mom 
water  their  office  plants.  The  Ge; 
Accounting  Office  has  just  made  a  c 
and  found  that  7  of  the  26  are  still  h 
out  more  than  $54,000  to  freshen  up 
greenery.  Senator  lames  Sasser,  the 
nessee  Democrat  who  has  made  this 
of  his  causes,  admits  that  "the  mom 
question  may  not  be  that  much  bi 
these  times  of  economic  severity  we 
to  prevent  the  federal  government 
wasting  a  single  dollar."  Sasser  notes 
from  1974  to  1977  the  government  s 
$8 16,000  to  water  its  plants.  The  s 
who  are  still  doing  it:  Internal  Revc 
Veterans  Administration,  Agricu 
Department,  Farm  Credit  Admini 
tion,  Transportation  Department,  Fi 
al  Election  Commission  and  the  M< 
tion  and  Conciliation  Service. 
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Our  leases  are  as  individual  as  you  are 


A  locally  owned  NationaLease  affiliate  is 
responsive  to  local  transportation  needs  and 
conditions.  This  can  mean  lower  rates 
for  you. 

And,  since  you're  dealing  with  top  man- 
agement—the owner/operator  of  his  own 
NationaLease  office— you  can  establish  a 
long-term  relationship  with  your  local  expert. 
He  won't  get  transferred  just  as  you  get 
to  know  him. 

Your  NationaLease  expert  will  suggest 
the  most  economic  equipment  for  the  job. 
He'll  write  you  a  lease  tailored  to  your 
specific,  individual  needs. 

And  of  course— advice  is  free. 

Watch  for  the  red,  white  and  blue 
NationaLease  emblem.  It's  the  symbol  of 
135  U.S.  and  Canadian  companies  in  the 
National  Truck  Leasing  System... and 
216  Service  Centers  you  can  depend 
on  and  trust  when  you  need  help. 


The  national  system  with  the  local 
authority. 

NATIONAL  TRUCK 
LEASING  SYSTEM 

One  North  Wacker  Drive 
Chicago,  III.  60606 
For  nearest  affiliate 
call  collect:  312-782-2991 


WHY  LEASE? 

For  your  free  information 
on  the  advantages  of  truck 
leasing  over  ownership, 
clip  and  mail  this  coupon 
to  National  Truck  Leasing 
System,  One  North  Wacker 
Drive,  Chicago,  III.  60606 

Name   

Company  

Address   


Zip- 


When  Goodyea 

you  com* 


Ahead  in  easier  cooking 

Now  you  can  take  meals  straight  from  your  grocers 
freezer  and  cook  them  in  any  oven— microwave  or 
conventional.  They  come  packed  in  paper  cooking 
trays  coated  with  Cleartuf.  a  special  polyester.  They 
resist  grease.  They  withstand  temperatures  over 
400T.  And  they  cook  evenly  in  microwave  ovens. 
Goodyear  helped  develop  the  resin  that  makes  this 
possible— and  we  make  more  of  it  than  anyone  else. 


Ahead  in  saving  weight 

By  winding  around  six  pulleys,  ail  in  line  with  each 
other,  this  Goodyear  Poly-V  belt  does  the  work  of 
three  regular  belts  and  saves  nearly  an  inch  of  engi 
space.  That  can  cut  a  car's  weight  by  as  much  as  1( 
pounds  for  better  gas  mileage  Goodyear  develop 
this  "serpentine"  drive  system  and  the  specially 
designed  high-strength  belt.  It's  thinner  than  regul 
V-belts  to  run  cooler,  last  longer. 


Wingfoot*  Cleartuf®— The  Goodyear  Tire  and  Rubber  Company 


noves  out  front, 
>ut  ahead 


Ahead  in  long  car-life 

>rrosion  and  vibration  are  two  of  your  car's  worst 
lemies.  Plastic  and  rubber  components  help  to 
iht  them— and  Goodyear  is  the  largest  supplier. 
>  a  big  market— an  average  car  contains  30  feet  of 
ise,  for  example.  And  it's  getting  bigger.  Because 
astic  components,  like  the  front  end  shown  above, 
ay  a  big  role  in  saving  weight  to  save  you  gas. 


Ahead  on  the  road 

More  people  ride  on  Goodyear  tires  than  any  other 
kind.  One  reason:  the  low-profile  Wingfoot  Radial. 
Its  short  sidewall,  with  a  natural  contour,  cuts  down 
reaction  time  in  cornering.  And  the  sidewall  contour 
also  contributes  to  riding  comfort.  Strong  Flexten 
belts  made  with  aramid  fiber  help  keepthe  tread  open 
and  squirm-free  for  good  traction  and  long  mileage. 


GOOD'fVEABi 
Out  front-  Pulling  away. 


Reis  of  Mew  Haven 
has  made  corporate 
ties  for  Peugeot, 
Budd,  Gates  Learjet, 
Republic  National  Bank, 
as  well  as  other  large 
and  smaller  companies 
and  associations. 

%  The  Corporate  Tie. 

X$  The  ties  are  custom- 

designed  and  woven 
t  with  your  company's  logo 

»  or  symbol.  Color  range  is 

^  virtually  limitless. 

Minimum  order:  1 5  dozen. 

Call  or  write  Pamela  Reis 
Dept.  F, 
at  Reis  of  New  Haven, 
5ft  York  Industrial  Center, 

West  Haven,  Conn.  06516 
203-932-2231  or  at 
Ten  Park  Avenue, 
New  York,  NY  10016 
212-683-0678 


Follow^Through 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $27.00  □  3  years 
$54.00  (the  equivalent  of  one  year  free). 
Canadian  orders,  add  $4  a  year. 
Pan-American  and  Caribbean  orders, 
add  $5  a  year;  other  foreign,  add  $15  a 
year. 

Subscription  Service  Manager 
Forbes.  60  Fifth  Avenue 
New  York,  N  Y.  10011 
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Name  (ple.ise  prini  i 
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New  man  in  the  tower 

The  goal  of  Scars,  Roebuck's  chairman, 
Edward  Telling,  he  told  Forbes  earlier 
this  year  (July  21),  was  to  convert  the 
Chicago-based  giant  from  a  synonym  for 
retailing  into  a  "multiprofit-center  com- 
pany." With  861  stores  and  sales  in  the 
billions,  it  would  obviously  remain  a  re- 
tailing power  but,  Forbes  predicted, 
"Sears  will  unquestionably  move  deeper 
into  financial  services." 

That  course  was  already  being  mapped 
by  events.  Sears'  insurance  business,  All- 
state, was  already  generating  more  in- 
come than  its  casb  registers  and  catalogs. 
For  the  past  two  years,  in  fact,  with  less 
than  a  third  of  its  parent's  revenues,  All- 
state had  contributed  more  than  half 
Sears'  earnings — $461  million  in  1979  on 
volume  of  $6  billion.  So  it  was  no  sur- 
prise last  month  that  when  Telling  want- 
ed another  new  face  in  his  top  manage- 
ment, he  reached  into  Allstate  for  55- 
year-old  Donald  Craib  Jr.  to  become  a 
Sears  vice  chairman  and  a  director.  The 
appointment,  the  company  said,  was  in- 
tended to  exploit  "growth  opportunities 
and  financial  services  operations." 

Craib,  who  had  spent  his  whole  career 
with  Allstate  (most  recently  as  vice 
chairman),  will  bring  with  him  an  estab- 
lished track  record  of  diversification  and 
expansion — into  nonretailing  areas.  A 
second-generation  Sears  executive  (his 
father  worked  in  Sears'  retail  division  for 
38  years),  he  headed  Allstate's  savings 
and  loan  operations  in  California  after 
the  insurance  company  moved  into  that 
field.  He  also  held  the  post  of  vice  presi- 
dent in  Allstate's  venture-capital  divi- 
sion. If  there  was  any  doubt  about 
Forbes'  expectation  that  Telling  intend- 
ed to  move  ever  deeper  into  financial 
services,  Craib's  arrival  in  his  Sears 
Tower  suite  should  put  it  to  rest. 

Which  business  magazine 
d'yaread? 

Investors  stood  at  a  crossroads  a  year 
ago — or  at  least  business  editors  thought 
tbey  did.  In  mid-August,  Business  Week's 
cover  sounded  the  death  knell  for  Wall 
Street,  proclaiming  "The  Death  of  Equi- 
ties: How  inflation  is  destroying  the 
stock  market."  A  month  later  Forbes 
(Sept.  17,  1979)  bannered  an  exactly  oppo- 
site prognosis  with  a  cover  reading 
"Back  From  the  Dead?"  and  a  story  tell- 
ing how  the  great  bull  market  of  1954- 
1969  "was  bom  in  an  atmosphere  of 
gloom  and  doom  differing  from  today's 
only  in  its  rationalizations,  not  its  inten- 
sity." During  those  late  summer  months, 
the  Dow  Jones  industrial  average  fluctu- 
ated between  846  and  887;  a  year  later  it 
was  in  the  950s,  loftiest  in  three  years. 


BACK 
FROM 
THE 
DEAD? 


Some  editors  have  taken  another  loo. 
the  1979  crossroads.  An  August  1 
Business  Week  cover  heralded  a  spe 
supplement.  It  was  headlined:  "Hov 
Get  Started  in  Stocks." 

No  wonder 

To  pharmaceutical  companies  and  in 
tors  who  buy  their  stock,  the  wor 
drug  is  the  stuff  of  dreams.  Sqi 
Corp.'s  dream  was  Capoten,  its  name 
captopril,  a  hypertension-control  d 
whose  potential  world  market  has  b 
estimated  all  the  way  up  to  $10  billic 
year.  Last  year,  after  Squibb  had  r: 
from  24  to  37  in  12  months,  it  suffer* 
relapse  following  reports  of  adverse  s 
effects  for  Capoten  (Forbes,  The  St? 
walker,  May  28,  1979).  Did  that  m 
good-bye?  Some  analysts,  noting  t 
without  captopril,  Squibb  was  a  not-i 
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resting  collection  of  drugs,  candy  and 
netics,  saw  the  drop  as  confirming 
r  bearish  views.  The  big  bull  on  the 
k,  David  Paisley  of  Merrill  Lynch, 
ained  unshaken  in  his  views  and 
1  lashed  out  at  his  dissenting  peers  as 
;e  who  "clearly  don't  know  what  oth- 
eople  know"  (an  outburst  for  which 
ater  apologized).  Forbes  edged  into 
ley's  corner,  commenting  that  "peo- 
who  played  IBM  and  Teledyne  and 
)x  for  the  short  moves  missed  out  on 
t  of  the  fun." 

ie  investors  who  hung  on  to  Squibb 
lot  do  too  badly.  By  this  summer  the 
k  had  climbed  back,  after  more  flur- 

to  39  and  Forbes  (June  9)  noted 
n  that  "Wall  Street  analysts  have 
i  all  aflutter  about  Capoten  for  over  a 

now."  Then  came  another  summer 
iderbolt. 

ie  cardiovascular  advisory  commit- 
or  the  Food  &  Drug  Administration 
mmended  that  Capoten  be  labeled  a 
ig  of  last  resort."  To  physicians  that 
ns  exactly  what  it  says,  that  in  the 
/s  view  (which,  of  course,  they  can 
re)  the  score  of  hypertension  drugs 
idy  on  the  market  should  be  used 
re  Squibb's.  The  matter  still  isn't 

but  this  label  was  an  option  the 
!s  own  staff  had  put  before  the  advi- 
group,  making  it  a  virtual  certainty 
the  FDA  itself  would  accept  it. 
ie  stock  market's  reaction  was  a  re- 
of  1979  with  Squibb  skidding  ten 
ts  before  leveling  off.  "We  can't  al- 
Durselves  to  be  mesmerized  by  Capo- 
'  Squibb  Chairman  Richard  Furlaud 
told  Forbes  in  June,  but  investors 
rently  were  banking  on  it.  This  time 

David  Paisley  muted  his  enthusi- 

but  he  did  not  abandon  it.  He  down- 
his  near-term  opinion  to  "neu- 

but  stuck  to  an  okay-to-buy  rating 
he  long  haul.  "The  news  is  being 
;ctly  interpreted  by  investors  as  neg- 
:  for  Squibb,"  he  said,  adding,  "we 
:ve  the  drug  can  yet  assume  a  major 
in  cardiovascular  medicine." 
ilson  Schneider  of  E.F.  Hutton,  who 

unenthusiastic  about  Squibb  even 
re  the  1979  flap, 'is  also  sticking  to 
riews.  (He  rates  the  stock  4-4  on  his 
:,  one  cut  above  his  5-5,  which  sig- 
disaster.)  Philosophically,  Schneider 

he  would  never  consider  a  drug  still 
ie  research  lab  as  a  reason  to  pay  a 
lium  for  a  company  whose  existing 
ations  didn't  make  it  an  outstanding 

And  Squibb,  aside  from  Capoten 
its  billion-dollar  potential,  has  not 
:k  him  as  an  exciting  prospect.  If  the 

makes  Squibb  put  a  drug-of-last- 
t  kind  of  label  on  its  hypertension 
,  Schneider  estimates  that  Capoten's 
lal  sales,  at  least  for  the  first  two 
5,  would  run  between  $10  million 
$15  million,  making  it  a  very  small 
der  indeed. 


HOW  TO  MOVE  YOUR 
COMPANY  TO  WASHINGTON 
WITHOUT  MAKING  A 
FEDERAL  CASE  OUT  OF  IT. 

Whether  your  company  deals  directly 
with  the  federal  government  or  not,  there 
are  enormous  benefits  to  locating  near 
Washington. 

Mail  us  this  coupon,  and  we'll  tell 
you  what  they  are  and  how  you  can 
take  advantage  of  them  by  moving 
to  Fairfax  County,  Virginia. 


Name. 


Title . 


Company. 
Address  _ 


. Phone . 


City. 


_  State. 


.Zip . 


Inquire  in  confidence  to:  Mr.  David  Edwards,  Executive  Director,  Fairfax  County  Economic  Development 
Authority,  8330  Old  Courthouse  Rd  .  Suite  800,  Tysons  Comer,  Vienna.Virginia  22180  Phone  (703)  790-0600. 


FAIRFAX  COUNTY,  VIRGINIA 


F-97 


Compare  yields: 


Call  free  1-800-638-5660* 

A  savings  account!  is  certainly 
dependable  for  everyday  emergencies. 
But  in  these  times  of  spiraling  infla- 
tion, it's  also  important  to  seek  maxi- 
mum return  on  your  money.  In  addition 
to  high  current  yields,  the  Rowe  Price 
Prime  Reserve  Fund  offers  these  attrac- 
tive advantages: 

□  Minimum  initial  investment,  just 
$1,000  (as  little  as  $100  thereafter). 
□  Immediate  liquidity  with  no  with- 
drawal penalty. 

□  Toll-Free     telephone  redemption/ 
transfer. 

□  Free  check  writing. 

□  No-Load.  No  sales  charge  or  redemption 
penalty. 

•In  Baltimore  547-2308.  Elsewhere  in  Md.- 1-  800-492-197(5. 


Rowe  Price  Prime  Reserve  Fund,  Inc. 

100  E.  Pratt  St.  Baltimore,  Maryland  21202 


A6 


Name  

Address. 
City  


.State- 


Zip. 


For  more  complete  information,  including  management  fee  and  other  charges  and  expenses, 
obtain  a  prospectus.  Read  it  carefully  before  you  invest  or  send  money. 
tYour  investment  in  a  savings  account  is  insured  by  a  government  agency  while  Fund  shares 
are  subject  to  market  fluctuations.  However,  your  savings  account  investment  is  limited  to  a 
fixed  return. 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


Items  of  interest  from  issues  of  Forbes  of 
60,  50  and  25  years  ago. 

Sixty  years  ago  in  Forbes 

Has  the  price  readjustment  process  al- 
most run  its  course  in  some  commod- 
ities? I  |Editor  B.C.  Forbes|  believe  it  has. 
Instead  of  indulging  in  generalities,  let  us 
briefly  analyze  different  classes  of  goods. 
Wheat  is  down  almost  a  dollar  a  bushel 
from  this  year's  maximum  quotation.  It 
may  go  a  little  lower,  but  is  unlikely  to 
tall  much  further.  Flour  is  down  fully  $3  a 
barrel,  but  may  possibly  go  appreciably 
lower.  Sugar  certainly  ought  to  tumble 
further,  following  its  iniquitous  manipu- 
lation to  Bolshevist-breeding  prices. 
Raws  have  already  fallen  nearly  ten  cents 
a  pound  from  the  year's  peak,  and  this 
should  bring  retail  prices  for  sugar  down 
towards  fifteen  cents  a  pound  in  the  very 
near  future,  with  prospects  of  further  re- 
ductions later.  Coffee  at  wholesale  has 
fallen  almost  50  per  cent  from  the  year's 
high  price,  being  now  quoted  around 
nine  cents  a  pound. 

A  strong  trend  towards  the  open  shop  is 
becoming  evident.  This  is  a  natural  reac- 
tion toll  owing  labor  developments  during 
the  war.  Radical  union  leaders  had  their 
inning.  And  they  went  pretty  far.  So  dire 
was  the  need  for  workers  that  the  Gov- 
ernment and  employers  alike  coddled 
them  and  humored  them  and  allowed 
them  to  lay  down  the  law  as  to  wages, 
hours,  over-time,  piece-rates,  etc.,  etc.  A 
change  is  coming,  has  come.  There  are 
now  more  men  than  jobs.  Instead  of 
much  overtime  throughout  the  whole 
country,  there  is  now  much  short-time 
and  not  a  few  closed  plants.  Employers 


are  no  longer  disposed  to  submit  to  arro- 
gant dictation  from  revolutionary  agita- 
tors who  are  misleading  their  followers. 

Paper  currency  in  Germany  today  is  be- 
tween 65  and  70  billion  marks,  compared 
with  a  pre-war  total  of  2.7  billions  and 
26.7  billions  at  the  end  of  the  war.  Dur- 
ing 1919  paper  money  increased  19  bil- 
lions. The  gold  basis  for  the  note  circula- 
tion at  the  end  of  1918  amounted  to  10.2 
per  cent.  At  the  end  of  1919  it  was  3.1 
per  cent,  while  today  it  is  estimated  at 
1  Vi  per  cent. 

Fifty  years  ago 

Construction  of  the  famous  Hudson  Riv- 
er (George  Washington]  bridge  from  New 
York  to  New  Jersey  is  making  good 
progress  and  around  the  middle  of  the 
past  month  the  last  steel  wire  of  the  four 
great  suspension  cables  was  spun.  Con- 
struction on  this  longest  suspension 
bridge  in  the  world  was  begun  in  October 
of  last  year.  Each  of  the  four  cables  is 
made  up  of  strands  of  430  wires  each. 
Each  cable  will  be  capable  of  supporting 
approximately  350,000  tons  or  about  four 
times  the  capacity  necessary. 

The  drought  was  a  Godsend.  So  was  the 
rain  that  followed  it.  The  prolonged  dry 
spell  brought  distress  to  hundreds  of 
thousands  of  families  and  has  hurt  busi- 
ness over  a  wide  area,  but  it  has  restored 
the  food  markets  of  the  nation  to  a  new 
basis  of  stability. 

For  nearly  a  year  food  prices  have  been 
sagging  and  in  recent  months  sped 
downward  most  rapidly  with  the  threat 
of  overproduction.  With  the  approach  of 
harvest  food  commodities  were  being  of- 


A  cartoon  in  the  Sept.  4.  1920  aw,.  ,  ,f  l-\min:s  criticized  L  V  indifference  to  immigrants 


fered  below  the  cost  of  production, 
extreme  decline  was  aggravated  by 
to-mouth  buying.  Packers  and  whol 
and  retail  distributors,  who  took  h 
losses  carrying  the  1929  products 
food  until  it  was  consumed  dunn> 
early  months  of  the  year,  would  not 
any  risks.  The  drought  seems  to 
removed  any  serious  threat  of  ove 
duction  of  cereals,  dairy  products,  f 
and  vegetables. 

Truly  majestic  are  the  figures  statinj 
country's  total  population — 122,69^ 
for  Continental  United  States  as  of  A 
1  last — and  indicating  growth  in  r 
bers  about  1 7,000,000  during  the  las 
years.  The  total  is  nearly  double  th  I 
Germany,  the  next  ranking  wholly  V 
ern  country.  It  shows  that  there  ai 
the  United  States  today  approxirm 
as  many  people  as  are  in  the  Ur 
Kingdom,  France,  Belgium,  Switzerl 
Holland  and  all  Scandinavia.  The 
years'  increase  alone  about  equals 
combined  populations  of  Canada, 
tralia  and  New  Zealand. 

Twenty  five  years  ago 

From  the  International  Conference  or 
Peaceful  Uses  of  Atomic  Energy  1 
emerged  some  predictions  of  thing 
come  that  challenge  the  capacities 
normal  imagination.  lules  Verne  at 
most  imaginative,  and  science  fiction 
in  their  wildest  writings  could  not  ra; 
some  of  the  calm  forecasts  made  by  me 
scientific  background.  .  .  .  Just  lister 
this:  "In  ten  years  we  shall  be  able  tc 
what  the  plant  does,  use  sunlight  to  s 
water  into  hydrogen  and  oxygen  and  t 
use  the  oxygen,  storing  the  sunlight, 
fuel  to  run  engines. "  And  this,  from  on 
the  most  eminent  atomic  scienti 
"There  is  no  longer  a  problem  of  our  ene 
supply.  The  real  problem  to  confroni 
will  be  what  to  do  with  the  energy  si 
the  supply  of  vital  materials  such  as  ii 
and  copper  is  still  limited." 

Owners  of  shares  in  the  nation's  mut 
funds  seemed  to  disagree  with  think 
of  traders  on  the  nation's  stock  excha 
es  in  July.  Both  prices  and  volume 
clined  on  the  exchanges.  But  investor! 
1 17  mutual  funds  were  more  inclinec 
hold  on  to  their  shares  than  were  , 
traders.  Mutual  fund  redemptions  in  J 
were  only  $32. 7  million,  down  fr 
S39.3  million  in  June.  New  purcha 
were  up  slightly  to  $96.7  million 
June's  $96.6  million.  Total  assets  of 
117  fund  members  of  the  National  As 
ciation  of  Investment  Companies  edj 
up  to  $7.2  billion,  a  new  high,  and  i 
million  higher  than  in  June. 
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WHAT  DOES  IT  COST 

TO  KEEP  A 
CUSTOMER  WAITING? 
IT  COULD  COST 
YOU  A  CUSTOMER 


A  leading  film  manufacturer 
learned  this  the  hard  way. 

When  badly  needed  X-ray  film 
was  late  in  arriving  at  a  number  of 
hospitals,  the  hospitals  turned  else- 
where, costing  the  film  manufacturer 
hundreds  of  thousands  of  dollars  in 
lost  business. 

Eventually,  the  manufacturer 
turned  to  Federal  Express.  And 
found  that  he  was  not  only  keep- 
ing his  customers,  but  that,  by  jfa 
telling  them  the  shipment 
had  "gone  Federal",  he 
was  able  to  calm  them  4 


■"iiteiA, 


down  even  before  it  arrived. 

Of  course,  losing  a  customer 
is  only  the  obvious  price  you  pay  for 
making  people  wait. 

The  hidden  costs  can  be  just 
as  great. 

Say  you  keep  executives  wait- 
ing for  information  they  need  in  order 
to  do  business. 

What's  the  cost? 

Say  you  keep  skilled  laborers 
waiting  for  the  spare  parts  and  com- 
ponents they  need  to  reactivate 
machines  and  computers. 

What's  the  cost? 


Altogether  too  much.  Particu- 
larly when  you  consider  that  for  as 
little  as  $19.00,  Federal  Express  will 
pick  up,  fly  and  deliver  a  part  or 
document  virtually  anywhere  in  the 
country  overnight.* 

In  short,  there  is  no  longer  any 
reason  for  you  to  lose  out  because  some- 
thing didn't  get  somewhere  soon  enough. 

Just  call  Federal  Express  toll- 
free  at  800-238-5355.  In  Tennessee, 
call  800-542-5171. 

And  instead  of  keeping  your 
customers  waiting,  we'll  help  make  sure 
you  keep  your  customers. 


'  Monday  through  Friday.  Saturday  delivery  by  special  request  at  an  additional  service  charge.  ©  1980  Federal  Express  Corporation^  All  services  are  subject 
to  the  current  Federal  Express  Corporation  Service  Guide. 

FEDERAL  EXPRESS 

WHY  WAIT  WHEN  YOU  DON'T  HAVE  TO? 

For  a  copy  of  our  latest  annual  report  please  write  to:  Mr.  Daniel  N.  ( !opp,  P.O.  Box  727,  Dept.  371,  Memphis.  TN  38194 


Readers  Say 


DO-IT-YOURSELF  ROOFING 
SAVES  COSTLY  CONTRACTORS 
Whether  your  roofs  merely  require  patching 
or  complete  resurfacing,  Randustrial®  Cor- 
poration of  Cleveland,  Ohio  offers  you  a  Do- 
It-Yourself  System. 

PATCHING— The  materials  are  supplied  in 
convenient  kit  form  which  includes  every- 
thing necessary  along  with  trowels  and 
brushes  for  application.  These  materials  may 
be  used  right  while  the  roof  is  wet  and  leaking 
which  can  be  a  great  help  when  roof  leaks 
interfere  with  production  or  create  fire  or  per- 
sonal injury  hazards.  Free  2  Gallon  Sample. 

R  E SURFACING— The  Randustrial®  Do-lt- 
Yourself  Roof  Spray  System  includes  jobsite 
instruction  and  use  of  one  of  the  company's 
$2,630.00  Roof  Spray  Kits  at  no  charge.  The 
system  is  engineered  to  the  point  where  it  is  so 
simple  that  unskilled  plant  laborers  achieve 
professional  results.  The  main  advantage  of 
the  system  is  that  it  represents  tremendous 
savings  over  the  cost  of  employing  outside 
roofing  contractors. 

For  full  details  and  a  free  copy  of  the  Randus- 
trial® 64  page  1980  Roofing  and  Maintenance 
Catalog,  inquire  to  Randustrial  9  Corpora- 
tion, 13306  Union  Ave.,  Cleveland,  Ohio 
44120.  Phone  (216)  283-0300. 


sensational 
golfing  vacations 

in  nearby  southern  Vermont. 

Combine  the  excitement  ol  playing  one  of  the  most 
beautiful  and  challenging  golf  courses  in  New 
England  with  the  comforts  of  a  100-room  luxury 
resort  hotel 
18  hole  Championship  Golf  Course 
Site  of  the  1979  PGA  New  England  Open 
Excellent  Cuisine  •  Cocktail  Lounge  •  Swimming 
Pool  •  Tennis  Courts  •  Disco  Night  Club  •  Mount 
Snow  Playhouse  •  New  England  Countryside  and 
cool  Green  Mountains 

(ftmtitrliO'iub 

and 


Weekend  and  midweek  packae.es  including  lodging 
meals  and  greens  fees,  per  person/double 
occupancy:  2-days  S72 

5-days:  $209 
Vacation  packages  without  greens  fees  also 
available. 

Toll  free  in  New  Eng  &  N  Y.:800-451-42'  1  or 
(802)  464-3333  Brochure:  Mount  Snow  334B 
Mtn.  Rd..  Mount  Snow,  VI.  053=/'; 


Defending  class  actions 

Sir:  "Getting  into  those  deep  poekets" 
(Aug.  4)  appears  to  denigrate  the  ratio  of 
large  attorneys'  fees  for  counsel  and 
small  recovery  by  individual  members  of 
the  class.  Class  actions  are  almost  by 
definition  brought  on  behalf  of  persons 
whose  individual  claims  are  too  small  to 
lustify  the  individual's  employment  of  an 
attorney.  Thus,  it  is  natural,  rather  than 
perverse,  that  attorneys'  fees  would  sur- 
pass individual  recoveries. 

Fees  not  only  reflect  the  risk  of  the 
instant  litigation,  but  also  the  facts  that 
lawyers  who  do  class  actions  spend 
many  unpaid  hours  reviewing  and  reject- 
ing possible  cases  and  litigating  cases  to 
unsuccessful  conclusions. 
—Roger  W  Kirby 
New  York,  N.Y. 

Sir:  Big  government  simply  does  not 
have  the  resources  to  vigorously  pros- 
ecute all  of  the  antitrust,  securities  and 
other  laws  which  protect  competitors, 
consumers  and  investors.  Congressional 
policy  has  been  to  encourage  private  en- 
forcement of  those  important  laws.  The 
class  action  is  the  only  effective  way  to 
encourage  private  lawyers  to  enforce 
those  laws. 
—/dines  H  Joseph 
Pittsburgh,  Penna. 

Sir:  You're  right.  The  class-action  law- 
suit is  a  growth  industry,  and  is  likely  to 
be  more  so  if  the  Department  of  Justice 
gets  its  federal  aid  program  through  the 
Congress. 

That  department  has  been  working  on 
legislation  to  facilitate  and  encourage 
class  suits.  For  one  thing,  class  suits 
could  go  on  without  direct  notice  to  all  of 
the  class  members.  Another  provision 
would  use  the  bounty  hunter  technique 
to  encourage  class-type  proceedings.  On 
top  of  expenses  and  damage  or  settle- 
ment awards,  people  bringing  class-type 
suits  could  collect  "incentive"  fees  of  up 
to  $10,000. 

lust  why  the  class-action  industry 
would  need  incentive  assistance  of  this 
kind  is  hard  to  see. 
— Fred  Byset 
Associate  Director, 
Government  &  Regulatory-  Affairs 
U.S.  Chamber  of  Commerce 
Washington,  D  C. 


Diet  fares 

Sir:  Re  TWA's  weight-trimming  pro- 
gram ("Slimming  the  jumbos,"  Trends, 
Aug.  4).  The  largest  fuel  savings  area  has 
not  been  addressed,  i.e.,  overweight  pas- 
sengers. Think  of  how  many  hundreds 


of  millions  of  dollars  of  fuel  a  year  cc) 
be  saved  if  a  surcharge  were  impc 
on    travelers   who   exceed  maxim 
weight  for  their  height.  When  a 
son's  excess  weight  starts  costing  th 
money,  we  might  have  a  slimmer 
healthier  American  people  and  all 
more  comfortable  in  those  narrow 
line  seats. 
— Albert  F.  Bryniarski 
Wright- Patterson  AFB,  Ohio 


Whose  planes  are  better 

Sir:  I  read  in  Fact  and  Comment  (May 
about  the  U.S.  Navy  losing  126  aire 
and  74  men.  I  am  considering  joining 
Navy  flight  officer  program  if  the  dl 
comes  back.  Do  you  think  the  Air  Fc 
or  the  Navy  has  better  planes? 
—Mark  Rosteel 
Houston,  Tex. 


Not-so-free  tax-frees 

Sir:  You're  right  that  industrial  revei 
bonds  are  not  hee(Aug.  4).  However,  i 
not  because  "feds  foot  the  bill  in  unc 
lected  taxes."  These  bonds  are  not  1 
because  they  distort  industrial  decisn 
and  capital  markets;  because  they  leac 
political,  rather  than  market  consu 
ations;  because  they  are  a  step  furt 
from  competitive  capitalism. 
—Richard  W  Wilcke 
President. 

Council  for  a  Competitive  Economy 
Washin0on,  D  C. 


Angry  Iraqi 

Sir:  Re  the  article  "Iraq:  The  oil,  c' 
moi"  (Aug.  18).  The  article  attribu 
Iraq's  power  only  to  oil.  But  the  rise 
Iraq  to  international  prominence  er 
nates  from  the  energies  of  our  people  i 
the  wisdom  of  our  leadership.  .  .  . 

As  for  President  Saddam  Hussein, 
rules  through  a  system  based  on  coll 
tive  leadership  that  is  based  on  the  Ba; 
Party.  The  Baath  reflects  entirely  the  v 
of  the  people,  who  were  fed  up  w 
interparty  squabbles  over  power,  1 
over  development.  We  have  looked 
one  single  example  in  the  article  of  i 
major  decision  adopted  entirely  by  Pre 
dent  Hussein  in  order  to  justify  l 
charge  of  one-man  rule.  We  could  i 
find  any. 

The  article  places  erroneous  stress 
the  way  President  Hussein's  pictures  a 
posters  appear  profusely  in  Iraq.  The 
finity  between  Saddam  Hussein  and 
people  is  in  part  reflected  in  those  poj 
lar  and  visual  manifestations.  ...  A 
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It's  going  to  take  a  mutual  effort  to 
Dok  after  their  business.  A  Liberty  Mutual  effort, 


Fortune  500  or  Mom-and-Pop  opera- 
tion, insurance  is  an  important  part  of 
doing  business. 

Recognizing  the  need  for  comprehen- 
sive business  property  coverage,  Liberty 
Mutual  offers  the  Special  Multi-Peril  policy. 
It  combines  the  protection  today's  busi- 
nesses, large  or  small,  need  on  both 
property  and  liability. 

What's  more,  Liberty's  policy  renewal 
program  can  now  automatically  adjust  your 
business  protection  against  the  devastating 
effects  of  inflation. 


We  put  a  lot  of  effort  into  protecting  busi- 
ness property.  Mutual  effort  made  possible  by 
the  more  than  18,000  employees  and  over 
one  m  i  1 1  ion  pol  icyholders  who  together  make 
up  Liberty  Mutual. 

Feeling  safe. 

Feeling  secure. 

It's  a  mutual  feeling. 

LIBERTY 
MUTUAL 

Liberty  Mutual  Insurance  Company,  Liberty  Mutual  Fire  Insurance  Company, 
Liberty  Life  Assurance  Company  of  Boston.  Home  Office:  Boston.  ©1980. 


Hilti,  world  leader  in  construction  fastening  systems,  chose  to  build 
its  future  in  Tulsa.  A  $30  million  Western  Hemisphere/USA 
Headquarters  and  manufacturing  plant  are  under  construction  now! 

Hilti  is  growing  in  "America's  Most  Beautiful  City" ...  a  city  that's 
growing  through  careful  planning,  and  one  that  offers  an  uncrowded 
life-style  in  a  pleasant  climate. 

For  growth  and  liability  —  here  are  some  of  the  many  reasons  Hilti 
chose  Tulsa: 

•  Readily  available  energy 

•  Favorable  tax  structure 

•  Large  labor  force  excellent  state 
training  programs 

•  Total  transportation  network/including 
an  ice-free  inland  seaport 

•  Plentiful  industrial  water/7  nearby 
lakes  for  recreation 

•  World  famous  art  museums,  an  opera  company, 
civic  ballet,  symphony  orchestra,  &  community 
theatre 

Tulsa  provides  firms  operating  on  a  national/international  basis 
maximum  efficiency  and  profit  in  today's  competitive  marketplace 
. . .  and  a  beautiful  place  to  live. 

Find  out  if  Tulsa  is  the  right  choice  for  your  company!  Write  or  call: 


John  Degitz,  Manager  —  Marketing 
Economic  Development  Division 
Metropolitan  Tulsa  Chamber  of  Commerce 
616  South  Boston  Avenue 
Tulsa,  Oklahoma  741 19,  U.S.A. 
(918)/585-1201 


Readers  Say 


Iraqi  can  telephone  President  Sad< 
Hussein  directly  to  convey  a  sentirr 
or  to  raise  a  problem. 

Our  system  of  government  truly 
fleets  our  history,  traditions,  struj 
and  our  societal  relationships.  Iraq 
civilized  society.  Your  article  poir 
that  up. 

— Salah  Mmukhtar 
Press  Counselor, 

Permanent  Mission  of  Iraq  to  the  U.N. 
New  York,  NY. 


No  nukes 

Sir:  "If  Anybody  Should  Have  Nuc. 
Plant  Neurosis"  (Fact  and  Comment  J 
^)  pointed  out  that  Japan  is  increasing 
19  the  number  of  atomic  energy  plai 
which  leads  to  the  question,  "Is  any* 
in  energy-short  America  listening?" 

The  day  I  read  this,  the  Democi 
announced  that  they  planned  a  phas 
out  of  nuclear  power  to  be  a  part  of  til 
platform.  The  Democrats  certaii 
aren't  listening. 
— Mark  E.  Peneguy 
New  Orleans,  la. 

Sir:  Did  any  of  your  informed  sour 
tell  you  just  what  the  Japanese  do  wi 
their  radioactive-  spent  nuclear  fu 
They  are  much  too  smart  to  let  it  stay 
Japan  and  cause  numerous  problems  sn 
as  birth  defects  and  nuclear  accidei 
etc.  The  highly  intelligent  people  of 
pan  send  all  of  their  spent  nuclear  int. 
France. 

— Carole  Rosenthal 
Highland  Park.  Ill 

Sir:  Since  you  are  definitely  enveloj 
by  the  security  of  glass  cases  for  nucl 
waste  disposal  ("Waste  Disposal:  A 
No-issue  Issue,"  Fact  and  Comment,  J 
21),  we've  got  an  impermeable  sup 
greased  glass  suppository  for  you  to  t 
for  us.  It's  packed  with  a  full  gram 
plutomum.  If  your  intestinal  walls  . 
anywhere  as  tough  and  thick  as  your  gi 
matter,  one  quick  bend  over  .  .  .  and  y 
just  might  Crack  us  a  smile. 
— Citizens  for  Intelligent  Business  Practict 
New  York,  N ) 


Well-read  reviews 

Sir:  Re  your  review  of  What?  A  Ridi 
Book  (Fact  and  Comment,  Aug.  4).  M<j 
friends  and  relatives  noted  the  review 
Forbes  than  had  noticed  any  previo 
reviews. 
—Jane  Sarnoff 
New  York,  NY. 
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^  gentle  giant,  our  JD850  plows  down  telephone  cable  at  rates  of 
lore  than  3  miles  per  day.  The  smooth  pulling  power  of  hydrostatic 
Irive  is  just  what's  needed  to  install  cable  undamaged  and  tension- 
ee.  No  clutching  or  gear  shifting,  an  infinite  range  of  speeds,  and  up 
3  32  tons  of  pull  help  to  speed  stormproof  service  to  the  countryside, 
bur  inquiries  about  our  product  line  and  company  are  welcome, 
ohn  Deere,  Moline,  Illinois  61265 


Beech, with  its  colorful  past  and  bright  future,  is  now  part  of  Raythec 


These  two  airplanes— one  old,  one  new— 
characterize  better  than  anything  else  a  company 
that  holds  a  unique  position  in  American  avia- 
tion ... .  Beech  Aircraft  Corporation. 

The  classic  Beechcraft  Staggerwing  biplane, 
initially  produced  in  1932,  was  the  company's  first 
aircraft.  It  remained  in  production  for  14  years, 
winning  a  reputation  for  speed,  dependability, 
and  a  touch  of  elegance— qualities  that  have 
characterized  Beech  aircraft  ever  since.  More 
than  200  Staggerwings  are  still  in  existence- 
handsome  and  durable  reminders  of  a  proud  past. 


Today,  Beech  produces  23  aircraft  mode 
serving  the  entire  general  aviation  market, 
ranging  from  light,  single-engine  trainers  to  t 
King  Air  series  of  business  aircraft. 

The  Beechcraft  Super  King  Air  200  (sho 
in  the  background  above),  with  its  fuel-saving 
turboprop  engines,  is  truly  an  airplane  for  the 
times.  It  has,  in  fact,  outsold  all  other  compet 
tive  turbine -powered  aircraft  for  the  fourth 
straight  year. 

Current  production  of  the  Super  King  A 
continues  at  a  record  rate. 


As  the  cost  of  fuel  increases,  and  com- 
•cial  airlines  continue  to  reduce  service  to  all 
the  major  cities,  efficient  business  and  corn- 
ier aircraft  will  play  an  ever-increasing  role 
ir  travel.  Beech  is  in  a  strong  position  to 
/e  this  growing  market,  not  only  with  the 
g  Air  series  but  with  the  Commuter  99,  soon 
nter  production,  and  the  new  Model  1900, 
passenger,  pressurized  commuter  currently 
nil-scale  development. 

Now  Beech  is  part  of  Raytheon,  adding 
mportant  new  dimension  to  our  size, 


diversity,  and  potential  for  growth. 

Raytheon... a  company  with  expected  1980 
sales  of  $4.9  billion  in  electronics,  aviation,  appli- 
ances, energy,  construction,  and  publishing.  For 
copies  of  our  latest  financial  reports,  please  write 
Raytheon  Company,  Public  Relations,  141  Spring 
Street,  Lexington,  Massachusetts  02173. 


The  forms  source. 

Burroughs  Forms  Management  Service.  An  affordable, 
dependable  plan  that  offers  maximum  efficiency  for  purchasing 
and  managing  today's  business  forms. 


You  could  be  unknowingly  wasting  time,  money  and 
valuable  floor  space  coping  with  business  forms. 
Even  if  you're  ordering  at  predetermined  restocking 
points  on  the  lowest  bid  basis. 

Burroughs  Forms  Management  Service  can  show 
you  a  more  productive  way. 

First  we'll  survey  what  you're  doing  now.  Then 
we'll  make  specific  recommendations  designed  to 
increase  efficiency,  lower  costs.  We'll  make  sure  your 
forms  not  only  fit  your  printers  but  your  programs,  too. 

We'll  show  you  ways  to  keep  costs  in  line  and 
reduce  overall  costs  by  forecasting  needs  for  years 
at  a  time.  And  our  deferred  payment  plans  let  you 
pay  for  your  forms  as  you  use  them,  freeing  up 
your  capital. 

We'll  handle  your  forms  inventory  for  you.  You 
won't  have  to  make  inventory  checks,  ask  for  quotes, 
interview  salesmen,  write  multiple  purchase  orders. 
Your  receiving  procedures  and  accounts  payable  are 
streamlined.  And  since  you'll  only  have  to  keep 
current  supplies  on  hand,  you'll  increase  valuable 
warehouse  space  in  the  process. 


We  supply  everything  from  bank  processing 
documents  and  loan  coupons  to  checks  (including 
the  only  one  with  three  built-in  safeguards  against 
color  copier  fraud).  Continuous  forms,  stock  tab 
forms,  snap-apart  forms,  food  and  lodging  forms, 
pegboard  systems  —  you  name  it.  Plus  all  the  forms 
equipment  you  need.  Disbursement  systems, 
bursters,  decollators. 

And  remember,  every  Burroughs  system  fulfills 
the  need  that  counts  most  in  your  business: 
increased  productivity.  Burroughs  has  understood 
this  for  over  90  years. 

That's  why  we  provide  total  capability  in 
information  management.  Computers,  word 
processing  systems,  facsimile  communications, 
system  software,  application  programs,  customer 
training,  maintenance,  plus  business  forms  and 
supplies.  We  call  it  Total  System  Support.  And  it's 
there  to  help  you  improve  your  productivity. 

For  additional  information,  call  your  local 
Burroughs  Office.  Or  write  Burroughs  Business 
Forms,  Dept.  FRB-6,  Rochester,  New  York  14603. 
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"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


PARTY  PLATFORMS  ARE  ANACHRONISTIC  EXERCISES  IN  FUTILITY 

Have  you  ever  met  the  voter  who  read  one? 

Or  known  of  a  President  who  paid  the  slightest  heed  to  one  after  his  election? 
Invariably,  it's  a  good  thing,  too. 

WHEN  THE  STOCK  MARKET  WAS  BOILING  TO  NEW  HIGHS 


lmost  13  points  on  a  62-million-share  day,  I  happened  to 
our  Dow  Jones  news  ticker  while  Forbes'  astute  Director 
pecial  Situation  Survey,  Ray  Yavneh,  was  poring  over  the 
k-closings  printout. 

Vhy,"  I  asked  him,  "this  sizable  jump  and  near  frenzied 
1-hour  spurt?" 

is  reply  to  my  "why"  said  it  all — with  pith,  wit  and 
lorn: 

rhe  market  is  way  up  today  because  it  didn't  go  down. " 
Eter  four  months  of  climbing  from  763  to  a  3  Vi -year  high  of 
950  without  any  serious  setbacks,  a  drop  in  stock  prices 
to  be  expected  for  multiple  technical,  psychological  and 
e  real  reasons.  When  it  didn't  happen,  stored-up  invest- 
t  cash  came  flooding  in,  principally  from  institutions  but 
from  numerous  other  investors. 


At  long  last  there  is  a  gradually  growing  awareness  that  the 
only  bargain  left  after  a  decade  of  inflation  is  ownership  of 
American  businesses.  The  prices  of  what  our  businesses  make 
and/or  the  services  they  perform  reflect  inflation,  but  the 
businesses  themselves — which  are  the  woof,  weave  and  es- 
sence of  America's  power  and  pelf — are  still  on  the  bargain 
counter.  This  truth  is  demonstrated  with  increasing  frequen- 
cy, as  companies  under  inside  insight  or  outside  attack 
discover  when  they  spin  off  some  of  their  parts  and  often  get 
more  per  share  income  than  their  stock  is  selling  for  on  the 
stock  market. 

The  market's  rise  is  not  a  bubble,  not  full  of  air. 

It's  the  belated  realization  that  most  common  stocks  are 
appallingly,  or,  if  you  prefer,  appealingly,  underpriced.  Greatly 
underpriced. 


RIOTING  PRO-KHOMEINI  IRANIANS  FIGHT 

iically,  legally  and  viciously  to  stay  in  the  U.S.  while  the    Iranians  who  are  here  illegally  or  behave  illegally,  especially 
thing  the  American  hostages  in  Iran  want  is  to  leave  that    those  who've  stoned  and  mobbed  in  Washington,  D.C.,  Bever- 
ltry.  Why  we've  dawdled  these  many  months  in  deporting    ly  Hills  and  on  numerous  college  campuses,  is  inexplicable. 

THE  SUPREME  COURT  IS  RIGHT  TO  THROTTLE  FREE  PRESS 


:ts — rarely  made  and  more  rarely  successful — to  scoop 
rt  decisions  before  they're  formally  rendered.  Defending, 
:r  mind  initiating,  such  scoops  is  irresponsible  journalism 
le  first  degree. 

ich  press  actions  are  nearly — but  not  quite — as  indefensible 
ome  of  the  Supreme  Court  decisions  that  strike  at  the 
lar  of  a  healthy  free  press.  To  date,  a  majority  of  this  Nixon 
icy  Court  has  jeopardized  press  protection  of  confidential 
ces;  virtually  opened  press  files  to  fishing  expeditions  by 
"arm  of  the  law";  and  allowed  all  editors,  reporters  and 
ers  involved  in  any  news  media  to  be  subjected  to  endless 


inquisition  about  what,  when,  how,  who  motivated  any  story, 
any  editorial  judgment.  In  Boise,  Idaho,  police  seized  unedited 
videotapes — the  equivalent  of  a  reporter's  notes — of  a  prison 
uprising  from  television  station  KBCI. 

It's  one  thing  for  Chief  Justice  Burger  to  regard  the  press  as 
anathema,  but  it's  a  wicked  thing  for  a  transitory  Court  major- 
ity to  aid  and  abet  such  a  vendetta — Messrs.  Woodward  and 
Armstrong's  The  Brethren  notwithstanding. 

Gentlemen  of  the  Supreme  Court,  in  every  way  that  you  can, 
curb  your  leaks.  But  stop  leaking  the  strength  of  the  Fourth 
Amendment. 
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START  COLLEGE 
TWO  YEARS  OLDER. 
TWO  YEARS  WISER, 
AND  S7.400  RICHER. 


IF  ANT  ADVERTISEMENT 
DESERVES  COUNTLESS  AWARDS 

it  has  to  be  this  one.  There's  no  better  proof  that  volu; 
army  recruiting  isn't  working  than  the  fact  that  a  mcssa 
compclhngly  effective  as  this  one  still  can't  produce  anyi 
like  the  numbers  and  caliber  of  people  needed. 


HOW  NADER  HOOKED  THE  U  AW -CIO 

to  join  him  in  his  anti-Big  Business  castigations  while  Ford  continuing  to  lose  their  jobs  because  car  sales  have  plumiTH 

and  Chrysler  (and  even  GM)  are  in  near-disastrous  straits  is  Perhaps  these  Naderite  abhorrers  of  profit  and  free  enter 

beyond  my  comprehension.  will  provide  jobs  for  the  workers  who  have  lost  theirs.  M 

And  it's  probably  beyond  the  comprehension  of  the  tens  of  they  can  get  the  government  to  start  a  Federal  Automobih 

thousands  of  their  union  members  who  have  lost  and  are  with  a  Ralph-and-Jane  "public  interest"  board  of  director* 

WINE  SNOBS  ARE  FEW 

and  are  regarded  more  with  amusement  than  disdain  by  those       One  man  who  is  both  knowledgeable  and  witty  on 

with  an  extensive  knowledge  of  this  happy  subject.  Even  the  Alfred  Knopf,  made  an  observation  that  sounded  snobby 

resl  dI  us  who  simply  enjoy  some  wines  mure  than  others  are  pointed  up  a  truth.  Asked  by  a  proud  host  what  he  thoughi 

no  longer  intimidated  by  such  remarks  as  a  Californian  made  touted  rare  wine  being  served,  Mr.  Knopf  replied,  "How 

to  me  there  one  evening:  "Imagine  being  so  gauche  as  to  serve  you  judge  wine  when  it's  served  in  glasses  like  these?" 
a  Gallo  wine  with  this  otherwise  good  dinner."  Appealing  packaging  impacts  all  our  five  senses. 

IS  THERE  ANT  COLLEGE 


that  puts  a  premium  on  good  teaching?  Is  there  any  university 
that  rewards  -in  pay  and  promotion — outstanding  teachers? 

Always  and  everywhere  in  academia,  recognition,  promo- 
tion, tenure  depend  on  what  a  faculty  member  publishes.  The 
bigger  the  pile  of  books,  the  more  the  pounds  of  periodical 
print,  the  greater  the  staffer's  security  and  future.  "Original 
research"  is  what  counts,  no  matter  what  degree  of  triviality, 
no  matter  what  inflation  of  scholarly  minutiae  is  involved. 


Teaching?  Exciting  the  minds  of  undergraduates?  Tur 
them  on  to  learning? 

Weighing  pounds  of  print  the  way  butchers  weigh 
faculty  fathers  more  often  butcher  those  who  show  bnlli. 
in  lecturing  or  in  the  classroom.  Popularity  among  the  ur 
graduate  serfs,  for  whom  the  college  kingdom  ostensibly 
ists,  is  a  sure  way  to  be  put  off  the  campus.  Publish  or  peril 
an  option.  Teach  well  and  perish  is  for  sure. 


mm 

DOCTOR  FISCHER 

0FGE1NEVAI0RTHE 

*J1L 


BOOKS 

Doctor  Fischer  of  Geneva  or  The  Bomb  The  World  of  Oz 
Party — by  Graham  Greene  (Simon  & 
Schuster,  $9.95).  If  you're  a  Greene  fan, 
waive  this  one.  Having  wasted  his  time 
in  writing  this,  only  greed  could  have 
led  Graham  Greene  and  his  publisher  to 
publish  it. 


Excerpt:  "But  surely  you  at  least  know 
Monsieur  Belmont — Monsieur  Henri 
Belmont!  He'll  solve  any  tax  problem. " 
"I  have  no  tax  problems,"  I  admitted. 
As  I  sat  on  the  second  sofa  under  the  great  crystal  chande- 
lier, I  realized  it  was  almost  as  though  I  had  told  her  that  1 
dropped  my  h's.  Mrs.  Montgomery  had  looked  away  from  me 
in  obvious  embarrassment 


by  Osborn  Elliott  (Vi- 
king Press,  $14.95).  Sprightly  reminis- 
cences by  Elliott,  who  made  his  mark 
with  and  on  Newsweek  in  his  21  years 
there,  the  last  15  as  editor.  As  present 
Dean,  he  should  bring  to  Columbia  Uni- 
versity's School  of  Journalism  the  kind  of 
qualifications  and  experience  that  deans 
usually  pride  themselves  on  not  having. 

Excerpt:  Even  though  I  was  only  in  my  mid-thirties  wh\\ 
became  editor  of  Newsweek,  /  had  already  spent  a  numbe< 
years  working  for  a  lot  of  bosses.  What  had  I  learned!  Wh' 
hope  /  learned  was:  The  importance  of  kindness.  The  idiod 
arrogance.  The  virtues  of  boldness.  The  pettiness  of  emit 
The  need  for  self-assurance.  And,  above  all,  the  uses  of  hurl 
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THIS  SHY  MAN  PUT 

iere's  a  fascinating  bit  of  insight  into  one  of  America's 
>st  extraordinarily  successful  corporate  founders.  George 
>tman  developed  (if  you'll  pardon  the  pun)  the  product  and 
company  that  has  grown  greater  with  every  ensuing 
;ade — unique  in  corporate  annals.  Shown  here  are  his 


US  ALL  IN  PICTURES 

responses  to  some  queries  from  my  father- 


EASTMAN  KODAK  COMPANY 

ROCHESTER.  N  Y. 

October  14th,  1919. 

r.  B.C.  Forbes, 

New  York  City, 
;ar  Mr.  Forbes: — 

In  accordance  with  your  request  I  am  sending  you  a  recent  photograph. 
In  considering  a  man  for  employment  the  question  whether  he  is  thrifty 
almost  always  an  important  one,  no  matter  what  the  job  is.  If  he  cannot 
ke  care  of  his  own  affairs  it  is  presumptive  evidence  that  he  will  be  weak 
the  conduct  of  others'  It  takes  a  mighty  good  excuse  to  explain  why  a 
an  is  in  debt.  I  was  brought  up  to  fear  debt  and  as  a  matter  of  fact  in  the 
rly  years  I  always  saved  something  every  year  no  matter  what  my  salary 
is.  Having  formed  the  habit  I  have  managed  to  conduct  my  business  so 
at  we  have  never  had  to  borrow  any  money  but  that  is  not  always 
acticable  or  perhaps  wise.  If  a  man  is  really  thrifty  and  needs  to  borrow 
oney  his  reputation  for  thrift  is  his  greatest  asset  next  to  honesty. 
I  never  made  any  talk  on  thrift,  or  for  that  matter  on  anything  else,  and  as 
iu  know,  like  to  keep  out  of  the  limelight.  ^ 

Yours  very  truly,  -^?  7)^6  oUcc±^^ 


CASTMAN  KODAK  COMPANY 

ROCHESTER.  N  Y 


1916. 


December  27th, 
Mr.  B.C.  Forbes, 

New  York  City, 
Dear  Sir: — 

In  looking  up  the  dates  that  I  gave  you  I  find  they  are  as  follows: 

I  began  the  manufacture  of  dry  plates  in  September,  1880. 

Formed  a  partnership  with  Mr.  Henry  A.  Strong  January  1,  1881. 

The  Eastman  Dry  Plate  &  Film  Co.  was  incorporated  October  1, 
1884.  Capital  $200,000.  Increased  to  $300,000  May  25,  1885.  This 
additional  capital  was  used  to  buy  the  European  patents  from  Strong, 
Eastman  and  Walker. 

The  first  roll  holders  with  paper  film  were  put  out  in  April,  1885. 
Stripping  film  October,  1887;  the  first  Kodak  in  June,  1888;  transparent 
films  in  August,  1889;  daylight  films  in  December,  1894;  motion  picture 
film,  1895;  the  developing  machine  August,  1902;  non-curling  film,  1904; 
autographic  Kodaks  June,  1914. 

Under  another  cover  I  am  sending  you  a  picture  of  the  Martin  building,  in 
the  upper  stories  of  which  the  business  of  the  Kodak  Company  had  its 
origin;  a  general  view  of  the  Kodak  Park  Works,  taken  from  a  kite  early  in 
1909  (the  floor  space  of  this  plant  has  been  doubled  since  this  picture  was 
taken);  and  a  picture  of  the  general  offices.  Perhaps  this  latter  picture  would 
be  better  to  contrast  with  that  of  the  Martin  building  than  the  kite  picture. 


Yours  very  truly, 


ecu 


SMOOTHING  ROUGH  SPOTS  ONE  WHO'S  THREADBARE 

sometimes  requires  abrasives.  bears  all. 


WHITHER  INTEREST  RATES? 


By  M.S.  Forbes  Jr. 

Why  have  interest  rates  been  going 
up  again? 

Primarily  because  they  fell  so  far  so 
quickly.  The  psychological  impact  of 
credit  controls  last  March  was  enor- 
mous and  immediate.  Borrowers 
pulled  in  their  horns.  Lenders  ceased 
extending  credit  to  consumers,  farm- 
ers and  small  businessmen. 

At  the  same  time,  the  Federal  Re- 
serve, frightened  by  the  potential  im- 
pact of  possible  failures  by  the  Hunt 
brothers,  Chrysler  and  the  First  Penn- 
sylvania Bank,  eased  up  on  the  mone- 
tary brakes  {see  this  column,  Aug.  4), 
an  easing  that  lasted  until  early  July. 

Combine  increased  supply  with 
suppressed  demand  and  it  is  no  won- 
der— in  retrospect — that  short-term 
interest  rates  underwent  their  sharp- 
est, fastest  drop  in  history. 

Now  the  Federal  Reserve  is  tighten- 
ing up  again.  Demand  by  nongovern- 
ment borrowers  has  shown  flickers  of 
new  life.  More  important,  Washing- 
ton is  borrowing  in  a  big  way  to  fi- 
nance its  ballooning  deficit.  So  rates 
will  go  up  some  more,  though  that 
hardly  means  we're  headed  back  to  a 
20%  prime. 

Where  interest  rates — long  term 
and  short — will  be  at  year-end  de- 


pends upon  Paul  Volcker  and  the 
presidential  election.  The  central 
bank  chairman  isn't  likely  to  flood  the 
markets  with  printed  money.  Mix 
that  with  the  psychological  impact  of 
a  major  Reagan  victory  and  a  more 
conservative  Congress,  and  the  cost 
of  money  should  be  headed  down. 

The  prime  should  be  in  single  digits 
by  the  time  Reagan  takes  his  oath  of 
office  in  January,  and  long  rates  (close 
to  12%  for  high-grade  corporates)  will 
be  in  single  digits  by  the  end  of  1981. 

DON'T  GO  THE 
NEGATIVE  ROUTE 

Peter  Dailey,  the  top  adman  in  the 
Reagan  camp,  recently  outlined  his 
advertising  strategy  for  the  fall  presi- 
dential campaign.  The  $15  million 
program  will  have  two  thrusts.:  One 
will  blast  the  Carter  record;  the  sec- 
ond will  emphasize  Reagan's  "tre- 
mendous record  of  performance  in 
California." 

Now  if  the  Reaganites  are  not  care- 
ful, the  first  part  of  this  "game  plan" 
could  boomerang. 

Everyone  is  well  aware  of  Jimmy 
Carter's  shortcomings.  What  voters 
want  to  know  are  the  themes  of  the 
Reagan  campaign — why  he  will  make 
a  better  President  in  tackling  the 
problems  of  the  economy  and  our 


lack  of  military  preparedness.  Hard- 
hitting attacks  from  the  Reagan 
camp  will  hurt  the  former  California 
governor  more  than  the  President. 
They  could  create  sympathy  for  Car- 
ter; more  important,  they  could  end 
up  portraying  Reagan  as  a  man  who 
has  little  positive  of  his  own  to  offer. 
Much  of  the  public  still  has  vague 
misgivings  about  Reagan's  old  image. 
These  advertising  assaults  might  well 
reinforce  them. 

Reagan's  performance  as  governor 
of  California  was,  by  most  objective 
standards,  a  pretty  good  one.  Most 
people,  naturally,  are  not  very  familiar 
with  the  specifics  of  his  tenure — 
which  is  why  the  Carterites  plan  to 
attack  it.  If  Reagan  presents  the  rec- 
ord clearly  and  fairly,  such  broadsides 
won't  do  him  much  harm. 

So  long  as  Reagan  pursues  the  posi- 
tive themes  outlined  in  his  accep- 
tance speech,  themes  that  stress  why 
he  and  the  GOP  would  be  better  for 
restoring  economic  growth  and  op- 
portunity— or  as  George  Bush  puts  it, 
"Jobs,  jobs,  jobs" — he'll  be  on  firmer 
ground. 

The  GOP  candidate  should  instruct 
adman  Dailey  to  read  the  Reagan  ac- 
ceptance speech — as  well  as  the  one 
to  the  Urban  League — and  proceed 
from  there. 
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Other  Comments 

Often  comments  f>y  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  's  mind.  -MSF 


It's  All  in  the  Price 

At  Yellowstone  National  Park  the  num- 
ber of  visitors  arriving  by  bus  is  up  32%, 
and  those  coming  by  bicycle,  motorcycle 
and  on  foot  have  increased  117%.  The 
reason,  of  course,  is  the  price  of  gasoline. 
Years  of  government  exhortations  to  con- 
serve precious  gasoline  by  switching  to 
public  transit,  doubling  up  in  car  pools 
and  even  simply  not  driving  did  little  to 
reduce  fuel  consumption.  But  expensive 
gas  is  having  a  stunning  impact.  The 
average  national  price  for  unleaded  gaso- 
line this  summer  is  $  1 .26  per  gallon,  a  39- 
cent  increase  over  last  year.  Total  gas 
consumption  fell  7%  in  the  first  6Vz 
months  of  this  year,  while  imports  of 
foreign  oil  declined  a  strong  13.6%.  Oil- 
company  reserves  two  weeks  ago  stood  at 
an  alltime  high  for  the  season.  Energy 
experts  say  that  gas  should  remain  plenti- 
ful through  the  summer  and  that  there 
will  be  ample  fuel  oil  this  fall. 

— Time 

Kudos  for  Karats 

Recently  Forbes  magazine  published 
an  editorial  by  Malcolm  S.  Forbes  Jr., 
entitled  "A  Golden  Solution."  He  pro- 
poses that  the  Treasury  Department  is- 
sue gold  clause  bonds.  ...  It  is  interest- 
ing to  see  more  and  more  individuals 
take  an  interest  in  the  relationship  of 
gold  to  money.  I  know  from  reading  his 
editorials  that  Malcolm  Forbes  Sr.  has 
little  tolerance  for  the  "barbaric  relic," 
but  he  may  be  wise  to  take  a  lesson  from 
his  son. 

— Senator  Jesse  Helms  (R-N.C), 
Congressional  Record 

"Dumb . . .  Hapless" 

Billy  Carter  is  a  pathetic  character 
who  has  no  influence  on  his  older  broth- 
er. Everyone  knows  that.  .  .  .  What  the 
Billy  business  does  point  to  is  the  stu- 
pidity of  Jimmy  Carter's  government. 
Zbigniew  Brzezinski  had  Billy  Carter  ar- 
range a  meeting  for  him  with  a  Libyan 
official,  to  talk  about  the  possibility  of 
Libyan  help  on  the  Iranian  hostage  prob- 
lem. Just  think  of  it:  The  President's 
assistant  for  national  security  considers 
involving  the  farthest-out  terrorist  gov- 
ernment on  earth,  and  gets  Billy  Carter 
to  help  him. 

The  fact  that  Zbigniew  Brzezinski  is  a 
fool  is  not  news.  He  is  the  same  fellow 
who  had  himself  photographed  with  a 
gun  in  the  Khyber  Pass,  who  after  the 
unsuccessful  attempt  to  rescue  the  hos- 
tages prattled  about  the  show  of  Ameri- 


can power,  who  played  such  games  with 
U.S. -Soviet  relations.  .  .  . 

It  is  a  dumb,  a  hapless  Administra- 
tion— in  not  just  the  follies  of  Brzezinski, 
of  course,  but  a  whole  range  of  economic 
and  other  policies. 

— Anthony  Lewis, 
New  York  Times 

The  Key  Is  Age? 

An  attractive,  40-ish  divorcee  explains 
that  age  was  cruelly  brought  home  to  her 
recently.  She  attended  a  social  function 
with  her  teenage  daughter.  She  talked  for 
a  while  with  a  handsome  man  and 
paused  to  speak  with  him  again  when 
she  was  leaving.  As  she  said  goodbye,  he 
handed  her  the  key  to  his  hotel  room. 
"Give  this  to  your  daughter,"  he  said. 

— John  E.  Cooney, 
Wall  Street  Journal 

Park  Queue  Ahead? 

Everybody  has  a  right  to  see  Yosem- 
ite.  But  if  you  want  to  go  to  an  opera 
and  the  opera  house  is  sold  out,  you 
have  to  wait  for  another  performance. 
Well,  often  nowadays  there  are  no  seats 
left  in  Yosemite. 

— Ansel  Adams, 
famed  photographer-conservationist 

Soviets  Believe 
in  "American  Dream" 

There  exists  insatiable  Soviet  curiosity 
about  the  U.S.,  which  represents  to  them 
an  exotic  forbidden  fruit — hard  to  visit 
and  surrounded  by  mythology.  "If  any- 


thing, Soviet  citizens  tend  to  err  o 
side  of  assuming  even  greater  weak 
ease  in  the  West  than  in  fact  exist, 
those  who  are  hostile  to  the  U.S.  see 
their  standard  of  comparison."  Iro) 
ly,  it  appears  that,  "if  the  Ame 
dream  is  still  believed  anywhere,  it 
the  Soviet  Union." 

— from  a  U.S.  Internat 
Communications  Agency  s 
International  Herald  Tri 


A  reformer  is  a  guy  who  n 
through  a  sewer  in  a  glass- 
tomed  boat. 

—Jimmy  Walker,  former  NYC  o 


Draftless  Navy  Drift 

Norfolk,  Va. — The  aircraft  c; 
John  F.  Kennedy  had  to  borrow  & 
50  sailors  from  other  ships  to  fill 
positions  before  leaving  for  a  Mei 
ranean  cruise,  Navy  officials  say 
though  the  extra  personnel  repres» 
small  percentage  of  the  ship's  pe 
nel,  Navy  sources,  who  did  not 
to  be  identified,  said  the  borrowed 
ors  were  in  such  key  positions 
performance  would  have  been  mar 
without  them. 

— Associated 

Compatriots 

When  the  talented  Southerner,  E 
Trippett,  came  into  my  [Newsweel 
fice  for  the  official  "welcome  aboai 
got  up  from  my  desk,  stuck  out 
hand  and,  by  way  of  introduction, 
"Oz  Elliott."  "Ah's  Trippett,"  F 
drawled. 

— Osborn  El 
The  World  c 
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'Well,  we  finally  got  away  from  it  all.  " 

Clem  Scalzitti  ©  1980  The  New  York  Times  Co  Reprinted  by  pert 
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lruth  in  advertism 


WE'VE  MATCHED 
OUR  STRENGTHS  TO 
YOUR  NEEDS. 


Bankers  Trust  has  four  core  busi- 
nesses, now  in  place,  each  of  which 
reflects  one  of  the  four  principal 
requirements  of  corporate,  govern- 
mental or  institutional  financial  offi- 
cers. These  core  businesses  represent 
our  special  strengths.  They  are  whole- 
sale commercial  banking,  money  and 
securities  markets,  corporate  finance 
and  fiduciary. 

Wholesale  commercial  banking,  our 
major  business,  is  now  organized  into 
departments  that  match  the  markets 
on  which  we  concentrate:  World 
Corporate  serves  the  worldwide  needs 
of  both  U.S.  and  foreign  multinationals, 
as  well  as  certain  specialized  industries 
such  as  energy,  commodities,  shipping, 
and  airline  companies.  United  States 
focuses  on  large  and  middle  market 
domestic  corporations,  financial  insti- 
tutions and  government-related  busi- 
ness. International  concentrates  on 
foreign  governments  and  their  agen- 
cies, and  on  foreign  financial  institu- 
tions and  corporations. 

Our  new  structure  has  accomplished 
two  things.  It  allows  us  to  respond 
more  directly  and  more  selectively  to 
the  growing  needs  of  our  customers. 
And  it  has  placed  us  squarely  in  posi- 
tion to  help  our  customers  solve  the 
financial  problems  of  the  future.  Start- 
ing today.  ■■ 

BankersTrust 
Company 

Worldwide 

International  Banking  Subsidiaries  in  the  United  States:  Chicago,  Houston,  Los  Angeles  and  Miami.  Overseas  Branches: 
LONDON,  BIRMINGHAM,  MILAN,  PARIS, TOKYO,  SEOUL,  SINGAPORE,  BAHRAIN,  NASSAU  and  PANAMA  CITY. 
An  International  Banking  Network  of  branches,  subsidiaries,  affiliates  and  representative  offices  in  over  30  countries  on  6  continents. 

Member  Federal  Deposit  Insurance  Corporation  ©  BankersTrust  Company. 


Instead  of  taking  off  for  home 
when  your  Mexico  meetings  are 
over,  spend  a  few  extra  days 
discovering  Mexico's  incredible 
variety  and  beauty.  And  make  it  a 
real  vacation,  with  your  family 
helping  you  share  all  the  good 
times. 

Relax  and  unwind  at  one  of 
our  luxurious  resorts  lining  our 
Pacific  and  Caribbean  shores. 
Explore  the  cobblestone  streets 
and  craft-filled  marketplaces  of 
our  colonial  towns.  Revel  in  the 
thrill  of  spectacle  as  you  climb  a 
pyramid  rising  out  of  the  jungle. 


Sure,  you  could  go  home  right 
away.  But  look  what  you'd  be 

missing! 


When  business  is  oyer, 
Mexico  just  begins. 


Forbes 


w  that  Bob  Abboud  has  become  president 
Accidental  Petroleum,  he  can  tell  his  side  of 
|  story  at  First  Chicago.  It's  a  chilling  tale. 


A  question 
of  loyalty 


By  Geoffrey  Smith 


othing  so  became  A.  Robert  Ab- 
boud in  his  life  at  First  Chicago 
Corp.  as  his  leaving  it.  The  same 
tors  who  on  Apr.  28  fired  him  as 
executive  asked  him  to  stay  on 
they  could  find  a  replacement. 
?er  have  I  seen  a  man  behave  with 
er  grace  or  courage  under  fire,"  says 
ngton  Northern  Chairman  and  First 
ago  board  member  Louis  Menk.  For 
:  long  months  Abboud  worked  to 
fears  of  bank  customers,  employees 
the  rest  of  the  banking  community 
the  true  condition  of  the  nation's 
h-largest   bank   holding  company, 
once  in  that  time  did  Abboud  utter  a 
in  his  own  defense  despite  repeat- 
ighly  personal  criticism  in  the  press 
ribing  him  as  a  martinet  whose 
isive"  manner  caused  ruinous  dis- 
on   among   subordinates,  leading 
tually  to  loss  of  control. 

that  was  yesterday.  On  Saturday 
ling,  Aug.  2,  Abboud  signed  on  with 
time  friend  Dr.  Armand  Hammer  as 
dent  and  chief  operating  officer  of 
dental  Petroleum.  He  replaced  the 
rful  Zoltan  Merszei,  who  stepped 
1  to  become,  as  one  Wall  Streeter  put 
:xecutive  vice  president  in  charge  of 
Canal,"  a  snide  reference  to  Oxy's 
kguercd  Hooker  Chemical  subsid- 
Merszei,  former  head  of  Dow 
mical  Co.,  who  was  brought  in  with 


much  fanfare  less  than  one-and-a-half 
years  ago  as  Hammer's  successor,  is  now 
charged  with  turning  Hooker  around. 

But  even  as  he  took  a  brief  vacation  in 
Florida  in  early  August  prior  to  getting  on 
with  his  new  job  at  Occidental,  Abboud 
was  not  quite  ready  to  close  the  door  on 
what  he  had  been  through  at  First  Chica- 
go. Free  to  answer  his  critics,  and  taking 
his  ease  in  St.  Augustine,  Fla.  at  the 


modest  shorefront  home  of  Ted  Kalam, 
the  retired  social  worker  and  sculptor 
who  is  his  uncle,  Abboud  spoke  with 
candor  but  without  bitterness  of  what  it 
was  like  in  1975  when  he  became  top 
man  at  First  Chicago,  inheriting  an  ap- 
pallingly risky  loan  portfolio  including 
$850  million  worth  of  bad  REIT  loans. 
Did  he  let  the  bank  slip  far  behind  archri- 
val Continental  Illinois  through  exces- 
sive conservatism  as  Business  Week 
charged  in  a  sharply  critical  cover  story 
on  Aug.  4?  Did  he  get  caught  with  low- 
rate,  long-term  loans  funded  by  far  more 
expensive  short-term  borrowings?  Did 
he  lose  badly  in  reckless  foreign  ex- 
change speculation? 

Bob  Abboud's  answer,  as  he  sat  with 
open-neck  shirt  staring  thoughtfully  at 
the  blue  Atlantic,  was  that  First  Chicago 
was  in  such  desperate  shape  for  so  many 
years  that  such  questions  were  almost 
academic. 

The  numbers  speak  for  themselves. 
Former  senior  First  Chicago  officers  con- 
firm that  when  federal  examiners  went 
over  the  bank's  books  in  1976  they  con- 
cluded that  classified  loans  were  191%  of 
capital.  In  effect,  if  50%  of  the  doubtful 
loans  and  25%  of  the  substandard  loans 
were  written  off,  First  Chicago  would 


First  Chicago  's  ex-Chairman  Bob  Abboud  relaxing  in  St.  Augustine 

"If  you  had  let  this  news  out  it  would  have  busted  the  financial  system. 
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have  had  virtually  no  capital.  "Did  I  keep 
the  brakes  on  too  long?"  asks  Abboud 
rhetorically.  "When  I  made  a  full  presen- 
tation of  our  condition  to  the  board  in 
1976  they  were  quaking  in  their  boots. 
And  I  said,  'Okay,  we're  going  to  work 
our  way  out  of  this  thing  over  the  next 
five  years,  but  we  can't  afford  to  create  a 
new  generation  of  bad  loans  because  if 
we  do  we're  going  to  lose  the  franchise — 
the  Feds  will  put  us  out  of  business.'  And 
I  tell  you  it  was  not  until  this  year  that  we 
brought  our  classified  loans  below  capital 
(down  to  72%  of  capital,  in  fact,  still 
considerably  above  the  national  average 
for  banks,  which  is  about  55%  of  capital]. 
You  say  we  kept  the  brakes  on  too  long?  I 
don't  think  they're  ready  to  ease  up  on 
them  yet." 

Why,  then,  didn't  the  Comptroller  of 
the  Currency  force  First  Chicago  out  of 
business  as  he  did  Franklin  National  or 
arrange  a  bailout  as  with  Bank  of  the 
Commonwealth  and,  more  recently, 
First  Pennsylvania? 


"Harvey  gave  me  an  ultima- 
tum: 'We'll  let  you  remain 
chief  executive,  but  I'll  run  the 
bank,'  he  said.  So  I  said,  'Har- 
vey, that's  out  of  the  question. 
You're  through.'  " 


"Because  we  were  too  big,"  says  Ab- 
boud. "If  you  had  let  this  news  out,  it 
would  have  busted  the  financial  system. 
Look,  this  is  the  biggest  turnaround  in 
banking  history!"  Abboud  is  by  no 
means  exaggerating. 

The  special  hell  of  it  was,  Abboud 
couldn't  breathe  a  word  of  this  even  to 
First  Chicago  executives.  "With  the  ex- 
ception of  one  or  two  of  my  senior  offi- 
cers," Abboud  says,  "I  couldn't  discuss 
this  with  anyone.  I  mean,  you  couldn't 
get  down  there  and  tell  your  loan  officers. 
It  would  be  all  over  the  street.  You'd 
scare  the  depositors.  You'd  start  a  world- 
wide financial  panic." 

Looking  back,  it  seems  controls  all  but 
vanished  at  First  Chicago  during  the  go- 
go  years  from  1971  to  1974  when  Gay- 
lord  Freeman  took  the  bank  from  $8  bil- 
lion in  assets  to  $17  billion  in  assets. 
"We  began  uncovering  the  fact  that  there 
were  no  records  on  many  of  these  loans," 
says  Abboud,  who  was  deputy  chairman 
under  Freeman  in  1974.  "Every  senior 
officer  had  been  operating  as  an  indepen- 
dent contractor.  We  had  no  way  of 
knowing  what  the  commitments  of  the 
bank  were  as  a  whole." 

Imagine,  then,  the  terror  in  the  sum- 
mer and  fall  of  1974  as  Abboud  and  Free- 
man began  learning  of  those  commit- 
ments the  hard  way.  "There  was  a  seri- 
ous question  as  to  whether  we  were 
going  to  meet  the  clearings  overseas," 
Abboud  recalls.  "WTe  were  raising  money 


in  any  conceivable  way  we  could.  One  of 
the  ways  was  in  foreign  exchange  swaps 
where,  if  we  had  to  have  marks  in  Ger- 
many, we  would  sell  dollars  forward  and 
buy  marks  spot  so  we  would  have  it  in 
the  Bundesbank  to  meet  the  clearings. 
We'd  do  the  same  thing  in  London  and 
so  forth.  We  weren't  trying  to  make  a 
profit,  as  some  thought  was  our  objective 
at  the  time.  We  were  just  attempting  to 
get  enough  money  in  the  central  banks 
around  the  world  so  that  when  people 
presented  our  foreign  exchange  notes 
there  was  money  in  the  account  to  pay 
them.  It  was  that  desperate. 

"Every  time  we'd  turn  around  a  new 
commitment  would  come  in  and  we'd  be 
overdrawn.  So  the  only  way  you  could  do 
this  was  for  me  to  go  down  to  the  money 
desk  myself  without  discussing  it  with 
the  traders  and  call  my  counterparts  in 
the  major  banks  in  Germany  and  say 
'Look,  as  a  favor  to  Bob  Abboud,  please 
increase  our  limit  so  we  can  get  this 
thing  done.'  Stories  began  circulating 
about  how  much  I  was  intruding  and  so 
forth.  It  was  a  straight  salvage  operation, 
that's  all." 

Abboud's  eyes  flash  angrily  when 
asked  why  so  many  loan  officers  re- 
signed during  his  tenure.  "We  weren't 
out  of  sync  with  other  banks  except  in 
our  commercial  department,"  he  says, 
"and  that's  because  we  were  cleaning 
house.  Some  of  the  relationships  be- 
tween our  officers  and  customers  had 
become  quite  improper.  Some  of  them 
were  just  straight-out  deals  where  real 
estate  developers  would  give  them  spe- 
cial benefits,  cases  of  whiskey  at  Christ- 
mas time.  I  mean  trucks  were  backing  up 
to  the  houses  of  some  of  these  guys  and 
unloading  stuff!  So  I  put  in  a  rule:  no 
more  gifts  from  anybody.  This  caused 
great  demoralization. 

"Some  of  the  deals  were  quite  a  bit 
worse,"  he  goes  on.  "We  lost  money  in 
many  cases  because  loan  officers  were  not 
getting  the  proper  documentation  and 
allowing  customers  to  alter  the  standard 
terms  of  notes,  letting  customers  scratch 
out  things  put  in  there  by  our  legal  depart- 
ment. So  when  we  got  to  court  we  found 
out  we  were  junior  to  everybody  else  and 
couldn't  recover."  There  was  more  than 
one  occasion  on  which  Abboud  suspected 
that  one  of  his  bank  officers  might  be 
involved  with  organized  crime. 

Trying  to  solve  problems  like  these 
inevitably  means  losing  some  long- 
standing bank  customers.  But  Abboud 
found  himself  forced  to  risk  the  loss  of 
the  bank's  largest  single  customer:  Chi- 
cago's powerful  Pritzker  family,  owners 
of  the  Hyatt  Hotel  chain  and  the  $2 
billion  (sales)  Marmon  Group,  among 
other  things.  Says  Abboud,  "I  just  didn't 
like  the  nature  of  some  of  the  businesses 
[the  Pritzkersj  were  in."  So  Bob  Abboud 
has  no  greater  enemy  in  Chicago  than 
the  Pritzkers,  who  were  infuriated  by  his 


insistence  that  they  dramatically  I 
their  borrowings  in  First  Chicajil 
cause  the  bank's  overall  exposil: 
Pritzker  interest  was  far  over  its 
dent"  lending  limit  with  one  cusl 
The  Pritzkers  took  much  of  their 
ness  to  Continental  Illinois. 

Abboud  admits  he  made  mi: 
along  the  way.  He  now  says  that 
outspoken  Harvey  Kapnick,  forme: 
ner  in  charge  of  Big  Eight  CPA 
Arthur  Andersen,  as  chief  operatin 
cer  of  First  Chicago  was  one  of 
"No  question  about  it,"  says  Ah 
"We  wanted  a  tough  person  who  h, 
respect  of  the  organization  to  be 
operating  officer.  Now  in  a  bank  tm 
another  position — chief  operation! 
cer — which  is  a  much  more  lowl 
check-clearing,  back-room  stuff.  So 
the  other  officers  got  to  Harvey's  e 
that.  He  would  come  in  and  say,  'I 
to  get  into  the  banking  side.'  And  I' 
'Harvey,  you  don't  have  the  backg 
in  that  area.'  That's  when  the  1 
question  about  the  Hunts  came  u 
had  approved  a  very  substantial  in» 
in  our  exposure  about  a  week  befo 
silver  bubble  broke.  Fortunately, 
vetoed  that  increase.  Harvey  was  fi 
about  that.  But  the  point  is  you 
take  in  somebody  who's  been  an  ai 
and  have  him  play  that  high  stakes 
game  of  being  a  top  lending  officer 
off  the  bat.  He  just  doesn't  hav 
experience." 

Kapnick  didn't  understand  the  ro. 
money  center  bank,  says  Abbou 
found  out  later  he'd  been  going  t 
board  and  saying,  'We  have  a  bi; 
position.  We're  mismatched  in  our : 
rate  assets  versus  fixed-rate  liabiliti 
$1  billion  where  we  have  to  buy  $ 
lion  of  short-term  money  on  a  dail 
sis.'  Well,  for  God's  sake  we've  a 
been  in  the  Fed  funds  market  fc 
billion  to  $1.8  billion.  We  always 
overnight  money  in  sterling  or  deu 
marks.  I  mean,  every  day  the  bank 
more  than  $3  billion  of  short-term 
ey.  If  you  compared  us  to  Morgi 
Citibank,  our  positions  were  at 
nominal  end  of  the  scale." 

Naturally,  First  Chicago  directors 
deeply  disturbed  by  this.  After  all, 
was  the  former  head  of  Arthur  And 
telling  of  problems  involving  bill 
"One  of  the  directors  came  to  . 
and  said,  'Jesus,  Bob,  you  know  rl. 
scared  us  to  death  .  .  .  until  we  foun 
he  didn't  know  what  he  was  ta 
about.'  " 

In  fact,  First  Chicago  did  have  a  9 
funding  problem,  but  for  slightly  d 
ent  reasons.  About  two  years  ago, 
ings  deposits  began  falling  as  sj 
pulled  money  out  to  put  into  hi; 
yielding  instruments.  That  meant  i 
huge  volumes  of  bad  loans  had  t 
funded  more  and  more  with  short- 
money.  And  fixed-rate  loan  volume 
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led  to  grow.  Result:  In  1979  First  Chi- 
3  found  itself  funding  $1  billion  in 
d-rate  loans  with  increasing  amounts 
short-term  money  just  as  interest 
s  took  off.  But  when  Edwin  Yeo,  then 
trman  of  First  Chicago's  assets  and 
ilities  management  committee,  tried 
ilow  down  lending,  the  lending  de- 
ment balked. 

ays  Abboud:  "There's  no  question  we 
le  funding  mistakes  that  hit  us  in  the 
th  quarter  of  1979.  We  really  had 
ssed  the  interest  rates  right,  but  there 

a  problem  of  execution.  The  lending 
s  were  fighting  with  Yeo.  Yeo  was 
.ng  them  to  go  in  one  direction  and 
i/  were  trying  to  prove  him  wrong.  So 

directions  being  given  just  weren't 
lg  carried  out  and  we  woke  up  and 
id  we  were  short  funded  at  a  time 
:n  interest  rates  were  going  through 
roof."  Yeo  resigned  in  January, 
aortly  after  that,  Kapnick  made  his 
/e.  "I'll  never  forget  that  meeting," 
;  Abboud.  "My  father  had  died  in 
friary  and  after  the  annual  meeting  I 
it  on  vacation.  Then  Harvey  came 

to  the  house  and  gave  me  an  ultima - 
I  'We'll  let  you  remain  chief  execu- 
I  but  I'll  run  the  bank,'  he  said.  'I've 
[two  or  three  key  officers  who  are 
ling  up  with  me.'  They  knew  what 

going  on,  of  course,  but  there  was 
ution  there. 

So  I  said,  'Harvey,  that's  out  of  the 
stion!  You're  through.'  "  Abboud 
tinues.  "So  he  said,  'Aaah,  you 
jldn't  really  do  that.  You'd  ruin  your 
itation.'  I  said,  'Harvey,  this  is  a  mat- 
of  principle,  of  propriety.'  Shortly 
'eafter,  the  board  fired  him,  but  I  was 
tally  wounded  in  that  encounter.  It 
i  at  that  meeting  that  Ben  Heineman 
led  to  me  and  said,  'We've  agreed 
re  going  to  have  a  search  committee 
Ind  a  new  chief  executive.'  " 
hrough  all  of  this,  Occidental  Petrole- 
is  Armand  Hammer,  82,  was  watch- 
iwith  growing  dismay  what  was  hap- 
ing  to  the  friend  he'd  been  talking  to 
%he  telephone  every  other  week  for 
I  years.  Finally,  several  weeks  ago,  he 
;d  Zoltan  Merszei  to  step  down  to 
room  for  Abboud  as  chief  operat- 
officer  of  Occidental  Petroleum, 
ibboud,  who  has  known  Merszei  for 
ts,  sees  it  differently:  "What  do  you 
m  'Step  down'?  Zoltan  is  a  great  indus- 
1  field  commander.  He  really  is.  Would 
ng  over  Hooker  be  stepping  down  ?  Dr. 
timer  didn't  promise  me  the  chief 
:utive's  title.  If  and  when  the  day 
les  that  a  new  chief  executive  is  need- 
God  forbid,  you  will  have  subtracted 
i  this  organization  a  veritable  genius, 
it's  then  going  to  take  several  people  to 
|this  far-flung  diverse  company." 
'hat  lesson  does  Bob  Abboud  draw 
n  all  this  as  he  sets  out  on  his  second 
:er  at  the  age  of  51?  Abboud  sup- 
ises  a  weary  sigh.  Maybe  he  underes- 


timated the  degree  to  which  First  Chica- 
go had  been  politicized  by  the  long  three- 
way  contest  for  succession  promoted  by 
Gaylord  Freeman  in  1974.  "Once  loyalty 
is  not  booked  at  the  top  of  the  agenda  in 
the  organization,  you're  not  going  to  be 
able  to  achieve  anything  because  no  mat- 
ter what  direction  you  want  to  go  in,  the 
other  political  factions  are  going  to  un- 
dermine you.  I  was  unable  to  syndicate 
my  own  conviction  that  loyalty  is  para- 
mount. Maybe  I  was  naive  in  believing 
others  shared  the  same  convictions. 
Maybe  I  was  just  too  doggone  busy." 


How  will  he  apply  that  lesson  at  Occi- 
dental? "There's  a  great  mutuality  of  re- 
spect, I  think,"  Abboud  replies.  "Dr. 
Hammer  knows  me  to  be  a  very  straight- 
forward person.  He  knows  I'm  going  to 
say  my  piece.  He  also  knows  that  once 
the  decision  is  made,  the  conversation 
that  preceded  it  stays  in  that  office.  And 
that  I  know  there  can  only  be  one  boss." 

How  long  does  Abboud  think  he'll  last 
at  Occidental?  "The  rest  of  my  life!"  he 
shoots  back  with  a  big  grin.  "The  one 
thing  I  love  about  this  company  is  that 
there's  no  ceiling  on  age!"  ■ 


In  the  rush  to  turn  77  million  television 
households  into  movie  houses  through  discs 
and  tapes,  some  hard  lessons  are  being  lost. 


Video  fever 


By  Kathleen  K.  Wiegner 


Alan  Alda  showed  up.  So  did  Ed 
Asner,  Telly  Savalas  and  a  hopeful 
starlet  in  a  see-through  blouse. 
No,  it  wasn't  an  August  premiere,  but  a 
star-studded  picket  line  in  front  of  Twen- 
tieth Century-Fox'  Los  Angeles  head- 
quarters. While  signing  autographs  the 
actors  walked  the  line,  in  part  over  just 
how  much  money  they'll  get  from  perfor- 
mances that  wind  up  being  sold  on  a 
videotape  or  a  videodisc,  designed  for 
playing  in  the  privacy  of  someone's  liv- 
ing room. 

No  wonder  the  actors  are  fighting  for 
their  share.  Hollywood  studios  are  drool- 
ing over  the  possibilities  of  this  home 
market.  There  are  77  million  television 
households  in  the  U.S.,  and  if  a  goodly 
number  buy  a  videotape  or  videodisc 
player  to  hook  up  to  their  TV  sets,  they 
would  comprise  a  dynamic  movie  mar- 
ket. So,  at  least,  the  actors  and  movie 
moguls  think. 

Look  at  the  multimillion  dollar  deals 
closed  this  summer  in  anticipation  of 
this  home-entertainment  bonanza: 

•  Fox  subsidiary  Magnetic  Video 
Corp.,  far  and  away  the  leader  in  provid- 
ing programs  for  the  home,  signed  a  $44 
million  deal  with  United  Artists  to  re- 
cord and  market  up  to  250  UA  pictures. 
The  ink  was  barely  dry  on  that  deal  be- 


Ed  Asner  picketing  at  20th  Century-Fox 
But  will  home  video  be  a  bonanza? 

fore  Fox  acquired  rights  from  ABC  Video 
Enterprises  for  the  right  to  do  the  same 
with  88  of  ABC's. 

•  Metro-Goldwyn-Mayer  Film  formed 
a  joint  venture  with  CBS  allowing  CBS 
to  market  MGM's  film  library  on  tape 
and  disc.  That  deal  not  only  gives  CBS 
what  may  be  the  most  valuable  film  col- 
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lection  in  show  biz,  but  also  includes  a 
burgeoning  schedule  of  future  MGM  fea- 
ture films. 

•  MCA  recently  began  its  own  mail- 
order business  to  sell  MCA  tapes  and 
discs.  It  already  has  rights  to  market 
parts  of  Warner,  Walt  Disney  and  Para- 
mount's  film  libraries. 

•  Disney  itself,  beginning  this  month, 
will  start  selling  (and  renting)  ten  feature 
films  and  three  cartoon  packages  in  retail 
stores. 

Perhaps  the  most  interesting  deal 
among  them  is  that  of  United  Artists, 
which  chose  to  license  rights  to  its  film 
library  instead  of  taking  the  risk  itself  by 
leaping  into  videotape  or  disc  production 
and  marketing.  It's  letting  several  com- 
panies, including  Fox,  assume  that  risk. 

Why?  "It  has  yet  to  be  seen  whether 
this  will  be  a  major  market,"  says  Na- 
thaniel Kwit  fr.,  head  of  UA's  video  divi- 
sion. "If  it  does  take  off,  we  will  do  well 
with  royalties.  If  it  grows  slowly,  we  will 
have  royalties  plus  guarantees."  Trans- 
lated, that  means  UA  isn't  so  sure  this 
ballyhooed  market  is  really  going  to  take 
off,  and  it  isn't  taking  any  chances  on  a 
fizzle. 

UA's  caution  is  certainly  not  epidemic 
in  Hollywood.  "I'm  going  to  talk  in  hy- 
perbole, because  I  think  the  market  is 
tremendous,"  says  Frank  Rosenfelt, 
chairman  of  MGM  Film.  "I  see  every  kid 
in  the  world  with  his  own  Tom  and  Jerry 
cartoons  on  videodisc."  Echoes  Ben 
Tenn,  director  of  home  video  at  Disney, 
"Fifty  dollars  for  a  movie  on  tape  isn't 
that  expensive  when  you  consider  you 
can  spend  that  much  on  an  evening  out. 
Instead  you  can  watch  Davy  Crockett  at 
home  with  your  family." 

Rosenfelt  and  Tenn  are  betting  that 
these  videotapes  and  videodiscs  will  rev- 
olutionize our  habits  as  radio  did  in  the 
Thirties,  television  during  the  Fifties  and 
cable  TV  already  is  doing  in  the  Eighties. 
But  is  that  really  likely?  How  many  peo- 
ple are  going  to  waltz  out  and  spend  $75 
for  their  own  copy  of  Patton  or  $55  for  a 
tape  of  Butch  Cassidy  (both  prices  from  a 
recent  catalog)?  Recall  last  year  when  the 
list  price  of  33  Vs  records  broke  above 
$7.98  an  album?  Sales  slumped  and  the 
record  business  sank  into  a  hole  it  hasn't 
crawled  out  of  yet. 

The  home-video  market  has  not  devel- 
oped as  rapidly  as  anyone  was  predicting 
two  years  ago.  Last  year  there  were  at 
most  about  a  million  videotape  players  in 
U.S.  homes.  This  year  an  estimated 
750,000  may  be  sold  at  about  $1,000  per 
machine.  At  most,  that's  one  machine 
for  every  45  U.S.  households  with  a  tele- 
vision set. 

Now  look  at  sales  of  prerecorded  mov- 
ie tapes  and  discs.  Excluding  pornograph- 
ic films,  last  year  tape  cassette  sales  ran 
somewhere  around  1  million  units,  or  at 
best  one  tape  for  each  existing  video 
machine.  (Discs  are  not  in  wide  use  yet.) 
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On  the  other  hand,  6  million  blank  tapes 
were  sold  at  $9  to  $14  each. 

Those  blank  tapes  don't  make  a  penny 
for  the  moviemakers.  But  they  enable 
viewers  to  avoid  buying  a  $75  prerecord- 
ed movie  tape — by  the  simple  expedient 
of  taping  movies  from  television  broad- 
casts. That's  one  "piracy"  the  movie  in- 
dustry can  so  far  do  nothing  about.  In  Los 
Angeles,  for  instance,  one  cable  system 
shows  movies  by  the  major  Academy 
Award  film  nominees  of  the  year  each 
January — just  the  sort  of  film  fare  that 
home  viewers  want.  Tape  rentals,  which 
are  running  way  ahead  of  sales,  are  an- 
other way  an  imaginative  home  viewer 
can  add  to  his  home  library.  With  access 
to  a  second  videotape  machine  he  can 
duplicate  the  tape  at  home  before  return- 
ing it  to  the  store. 

That's  the  consumer  end  of  this  pie-in- 
the-sky  business  at  the  moment.  Now 
consider  the  production  end.  Unlike  cal- 
culators and  digital  watches,  those  $75 
prerecorded  movies  aren't  likely  to  get 
much  cheaper  with  today's  technology. 
Unlike  phonograph  records,  tapes  can't 
be  stamped  out  like  cookies:  It  takes  two 
full  hours  to  duplicate  a  two-hour  movie. 
Even  discs,  which  sell  for  around  $20  to 
$30  a  copy,  have  had  production  prob- 
lems. MCA's  discs  are  made  from  two 


three-layered  plates  bonded  togethe 
process  that  so  far  has  proved  expen 
and  troublesome. 

Now  for  the  kicker.  Next  year  t 
may  be  five  incompatible  tape  mach 
and  perhaps  three  incompatible  disc  p 
ers.  Imagine  if,  in  the  early  Fifties,  t| 
had  been  eight  different  types  of  TV 
each  requiring  a  different  broadcast 
nal.  "This  proliferation  of  different 
mats  stifles  market  growth,"  expljj 
Merrill  Lynch  entertainment  and 
Harold  Vogel.  "The  consumer  is  b 
asked  to  make  an  investment  of  seAJ 
thousand  dollars,  and  then  his  in\ 
ment  may  be  obsolete.  You'd  have  t 
crazy  to  do  that." 

How  can  all  these  movie  mogul: 
wrong,  as  they  gear  up  impressive 
duction  schedules  to  meet  demand 
cable  television  and  home-video  pi; 
markets?  For  the  same  reason  that  se 
al  major  movie  companies,  inclui 
MGM  and  Fox,  nearly  went  down 
tube  ten  years  ago  after  big-budget  di 
ters  like  Cleopatra.  They  pulled  th 
selves  together  by  limiting  produc 
and  keeping  a  sharp  eye  on  budgets.  Is 
that  lesson  is  being  forgotten.  No  one 
to  teach  the  movie  companies  hov 
chase  shooting  stars  that  shine  bri« 
then  fade  away  into  the  night.  ■ 


Bogged  down  in  the  trenches,  the  major  a\ 
lines  are  fighting  a  war  of  attrition.  Rout 
two  was  a  draw.  Round  three  is  coming  up. 


Fare  wars 


By  Harold  Seneker 


FOR  MOST  OF  THIS  SUMMER  it  has 
cost  $129  to  fly  from  New  York  to 
Los  Angeles  or  San  Francisco, 
about  40%  of  what  it  cost  early  in 
March.  Can  any  of  the  seven  airlines 
flying  these  transcontinental  routes 
make  money  at  those  prices?  How  can 
they?  Then  why  do  they  all  do  it? 

Because  they  can't  afford  not  to,  that's 
why.  These  transcontinental  runs  are  the 
biggest  prizes  up  for  grabs  in  the  war 
breaking  out  among  the  nation's  trunk 
airlines  as  a  result  of  deregulation  and  the 
gradual  demise  of  the  Civil  Aeronautics 
Board.  They're  the  big  prizes  but  not  the 
only  ones:  Chicago-Los  Angeles  is  a  bat- 


tleground, too.  So  is  the  Florida  mar 
Little  (roughly  $300  million  reveni 
Texas  International,  which  won  h 
competing — unsuccessfully — with  g: 
Pan  Am  to  acquire  National  Airlines, 
requested  landing  slots  at  New  Yo 
LaGuardia  and  Washington's  Natio 
possibly  to  compete  with  Eastern's  lu 
tive  shuttles  to  Boston  and  Washing 
(Forbes,  July  21). 

Skirmishes  began  in  1977  but 
war  became  serious  with  the  half- 
coupons  brought  out  by  American 
lines  (and  others)  in  1979  in  retaliat 
for  the  coupons  United  Air  Lines  u 
to  make  a  fast  comeback  after  a  58-1 
strike  and  a  38-day  grounding  of 
DC- 10s.  "It  was  our  analysis  that 
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aid  lose  more  if  we  did  not  match 
|ited  than  if  we  did,"  explains  Thomas 
Plaskett,  new  senior  vice  president  for 
irketing  at  American.  Then  last  win- 
|  TWA,  United  and  Delta  ganged  up  on 
j  tern's  Florida  markets  with  a  $99  fare 
I  at  TWA,  some  free  rides  for  kids. 
Item,   historically  a  predominantly 
ith-south  airline  depending  heavily  on 
( winter  months,  struck  back  this  sum- 
I  r  by  invading  the  New  York-California 
»rket.  Round  two. 
>We  have  a  bunch  of  big  [Lock- 
d]  1011s,"  explains  Russell  L. 
r  Jr.,  Eastern's  senior  vice  presi- 
t  of  marketing.  "The  transcon 
;  an  excellent  way  to  redeploy  for 
summer  months."  Eastern  intro- 
ed  four  round-trip  runs  to  Los 
;eles,  three  to  San  Francisco.  Ray 
s  it  helped  significantly.  Says  he: 
ar  June  quarter  would  have  been 
he  black  [the  deficit  was  a  com- 
atively  modest  $16  million)  as  a 
lit  of  that,  if  it  hadn't  been  for  the 
ke  we  had  in  Mexico." 
ut  three  other  airlines  were  also 
ing  after  those  transcon  runs  tra- 
onally   dominated   by  United, 
A  and  American.  Capitol  Inter- 
ional  Airways,  an  ambitious  Ten- 
see-based  carrier,  needed  a  feeder 
its  transatlantic  flights.  World 
ways,  a  small,  formerly  all-char- 
pd  outfit  desperately  trying  to 
ke  it  as  a  long-haul  scheduled  car- 
\  wanted  the  business  too.  Cap- 
introduced  a  round-trip  daily 
ht  to  Los  Angeles,  while  World 
one  on  to  Los  Angeles  and  one  to 
kland-San  Francisco.  Pan  Am  has 
|)  such  flights  in  its  schedule,  picking 
I  traffic  on  its  international  routes. 
I  rid  led  the  battle  with  a  $70  fare  in 
|y.  Eastern  cut  the  one-way  price  to 
'  first  for  one  night  flight,  later  for  all 
hts  in  the  month  of  June.  After  it 
lired,  Eastern  instituted  a  $129  fare  on 
i its  transcon  flights, 
umerican  was  not  going  to  take  this 
iig  down.  Recalls  Tom  Plaskett:  "We 
k  a  look  at  the  schedule  and  found 
t  the  first  $99  flight  would  have  a 
pino  effect  on  the  flights  close  to  it 
.  would  quickly  erode  the  entire  flight 
.icture.  So  we  decided  to  send  them  a 


message  that  this  was  not  a  good  idea." 
The  message:  American  matched  the 
prices  on  all  16  of  its  daily  flights.  Unit- 
ed, using  its  massive  size  to  advantage 
(at  $4.3  billion,  its  revenues  are  $1  billion 
more  than  Eastern's),  met  the  price  and 
also  added  two  daily  round-trip  flights  to 
its  schedule.  By  August  seven  airlines 
were  running  40  nonstop  flights  from 


United  announces 
the  most  widebodies 

American  to  LosAn^  ^Jfe& 


MM  I      #  - 

mLu  j 


TWA's 
California. 
129 

But  money  isn't  everything. 


$120 


TO  DIG  SUR  WITH  LOVE. 
ONLYM2S 


EASTERN'S  TRANS-CON 
TO  CALIFORNIA 


New  York  to  Los  Angeles  each  way. 

Round  two  should  wind  down  as  post- 
Labor  Day  demand  fades.  Transcon 
coach  fares  have  hit  $195  for  flights  be- 
ginning Sept.  15.  Then  will  come  round 
three — Florida  again.  Eastern  plans  at 
least  as  many  flights  this  winter  as  last, 
recession  or  no,  and  the  predominantly 
east-west  lines  like  TWA  and  United 
have  season-balancing  problems  in  the 
winter  similar  to  Eastern's  in  the  early 
spring  and  fall.  There  are  already  1 1 
airlines  that  serve  the  Orlando-Disney 
World  market.  Inevitably  as  the  sea- 
sons, will  come  round  four,  next  year, 


on  the  New  York-California  run  again. 

How  long  can  this  go  on?  Maybe  for 
quite  a  while.  The  fact  is  the  airlines 
have  too  many  planes.  According  to  the 
Air  Transport  Association,  passenger 
traffic  is  down  1%  for  the  first  six 
months  of  1980  (7%  for  domestic  trunk 
lines  in  July),  courtesy  of  the  recession, 
after  years  of  double-digit  growth. 
"There  is  probably  15%  to  20% 
overcapacity  of  available  seat-miles 
among  our  competitors  right  now," 
says  Neil  Effman,  TWA's  vice  presi- 
dent of  airplane  planning.  That's 
after  some  reductions  in  less  attrac- 
tive markets;  TWA  itself  has  cut  its 
network  1 7%  this  summer. 

What  does  it  mean  to  have  too 
many  planes?  A  $60  million  747  de- 
preciates in  value  at  an  estimated 
$330,000  a  month,  plus  interest 
cost,  whether  flying  or  not.  Last 
year,  it  cost  between  $3,600  and 
$4,512  an  hour  to  fly  it  (less  for  a 
Lockheed  1011).  But  you  could  cover 
that  operating  cost  on  a  transconti- 
nental route  with  perhaps  155  cus- 
tomers paying  $129  each,  and  then 
contribute  to  overhead  with  only  a 
few  more  customers.  If  a  competi- 
tive-spirited operator  looked  at  it 
only  on  a  cash  basis,  the  red  ink  his 
company  reports  because  of  the 
enormous  depreciation  on  its  equip- 
ment would  seem  tolerable.  Better 
to  fly  planes  on  that  basis  than  take 
them  out  of  service,  and  let  the  me- 
ter tick  away. 

The  catch  is  that  eventually  you  have 
to  replace  them.  Says  John  Zeeman,  vice 
president  of  passenger  marketing  for 
United  Air  Lines:  "You  can  get  trapped 
into  doing  everything  for  the  short  term, 
just  carrying  your  costs,  until  one  day 
you  have  to  come  up  with  hundreds  of 
millions  of  dollars  to  replace  your  fleet." 

So  what  this  game  is  really  about  is: 
Who  will  have  to  draw  back  from  the 
brink  first — who  will  have  to  choose  first 
between  "owning"  the  routes  and  own- 
ing the  more  fuel-efficient  planes  the  air- 
lines must  have  in  the  future?  It  is  a 
trench  war  whose  Verdun  is  New  York- 
California.  If  it  long  continues  without 
some  sort  of  de  facto  truce,  even  "win- 
ners" may  be  bled  white.  ■ 


Transcontinental  bloodletting 


First-half 

First-half 

First-half 

First-half 

First-half 

1980 

operating 

First-half 

1980 

First-half 

1980 

1980 

break- 

revenues 

net  income 

cash 

1980  depre- 
ciation5 

interest 

load 

even 

(billions) 

(millions) 

flow 

expense4'5 

factor 

point 

\irline 

1979  1980 

1979 

1980 

(millions) 

(millions) 

(millions) 

(%) 

(%) 

eastern 

$1.39  $1.70 

$39.3 

$-12.5 

$85.4 

$97.9 

$53.9 

64.3% 

64.8% 

rwA 

1.38  1.58 

-1.23 

-52.93 

69.6 

83.9" 

39.9 

59.8 

63.0 

\merican 

1.54  1.75 

88.4 

-76.7 

35.4 

112.2 

39.8 

59.7 

65.1 

Jnited 

1.18  2.11 

-58.5 

-30.2 

135.8 

139.3 

46.7 

57.0 

60.72 

?an  American1 

1.10  1.67 

28.2 

-141.2 

-28.2 

113.0 

60.5 

58.7 

66.7 

1980  includes  National  Airlines.  2  First  quarter  only. 
Donaldson,  Lufkin  &.  fenrette.    6  Estimate. 


Pretax.    4  Excludes  capitalized  interest  and  interest  income.    5  Airlines  only;  figures  from 
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The  cheapest,  most  efficient  place  in  the  world 
to  make  blue  jeans  is  no  longer  Taipei,  Seoul 
or  Hong  Kong.  It's  El  Paso,  Tex. 


Renaissance 

on  the 
Rio  Grande 


By  Phyllis  Be r man 
with  Toni  Mack 


Gloria  Steinem  would  hate  Jim- 
my Viola.  "Let's  face  it,"  he  says, 
"this  is  a  monotonous  job — sit- 
ting behind  a  sewing  machine  and  doing 
the  same  thing  a  thousand  times.  But 
these  women  are  very  good  with  their 
hands.  Down  in  Mexico  they've  been 
making  those  baskets  for  generations. 
They've  just  got  a  natural  dexterity." 

Viola,  43,  employs  1,200  of  those  "nat- 
urally dextrous"  people — 90%  of  them 
women  and  90%  of  them  Mexican- 
American — to  turn  out  four  million  pairs 
of  jeans  each  year  in  his  four  jeans  fac- 
tories in  El  Paso,  Tex.  Dozens  of  plants 
like  his  are  scattered  along  the  889-mile 
course  of  the  Rio  Grande  and  the  Mexi- 
can-American border  from  El  Paso  to 
Brownsville.  Because  of  them,  Texas  is 
now  the  third-largest  apparel  manufac- 
turing region  in  the  country,  behind  the 
East  and  West  coasts,  and  by  far  the 
fastest  growing.  In  most  other  places,  in 
fact,  the  industry  is  in  trouble.  Over  the 
last  decade,  apparel  employment  nation- 
wide has  shrunk  4%;  but  in  the  same 
period  those  stolid  Chicano  women  sit- 
ting behind  sewing  machines  in  Texas 
have  increased  in  number  by  40%,  to 
about  90,000  people,  and  apparel  in  Tex- 
as has  become  a  $2  billion  industry. 

Texas  doesn't  go  back  in  the  needle 
trades  as  far  as  Seventh  Avenue,  al- 
though the  Finesilver  Manufacturing  Co. 
in  San  Antonio  has  been  producing  work 
clothes  there  since  1897.  Farah  opened 
its  first  plant  in  El  Paso  in  1922.  But  it's 
only  in  the  past  decade  that  the  Texas 
apparel  business  has  exploded. 

Ask  any  plant  manager  why  apparel  is 
booming  in  Texas  and  he'll  talk  of  the 
"large  supply"  of  labor — a  Texas  euphe- 
mism for  cheap  labor.  Everyone  dances 


around  the  question  of  just  who  sits  be- 
hind those  sewing  machines.  Are  they 
Mexican  citizens  with  green  cards,  the 
laminated  cards  that  give  them  a  right  to 
work  in  the  U.S.?  Are  they  American 
citizens  of  Mexican  descent?  Or — at 
least  in  part — are  they  illegal  aliens?  No- 
body, it  seems,  employs  illegals.  "We 
would  never  hire  illegals,"  says  fimmy 
Viola  emphatically.  "We  check  their  pa- 
pers." Of  course,  forged  cards  and  papers 
can  be  bought  in  places  like  Juarez'  Plaza 
de  Armas  for  $25  and  up. 

Legal  or  illegal,  these  hardworking 
Hispanics  are  the  reason  for  the  renais- 
sance on  the  Rio  Grande.  They  are  the 
1980s  equivalent  of  the  Russian- Jewish 
immigrants  who  slaved  in  the  garment 
district  sweatshops  of  New  York  a  cen- 
tury ago.  The  two  groups  have  at  least 
one  thing  in  common — need.  Says  Rob- 
ert Prather,  manager  of  the  three  fac- 
tories that  Schoenfeld  Industries  has 
built  to  produce  its  Brittania  jeans  do- 
mestically: "These  women  don't  come 
to  work  here  because  they  want  to  be  at 
Brittania.  They  corne  to  work  because 
they  have  to  make  money.  They  have  to 
be  there  sewing  those  seams  together. 
And  that's  a  healthy  situation  for  us." 

Why  women?  "At  least  in  the  South- 
west, the  Mexican- American  male  has  to 
preserve  his  macho  image,  and  sitting 
behind  a  sewing  machine  doesn't  do 
much  for  it,"  explains  Jack  Morris,  ex- 
ecutive director  of  the  El  Paso  Chamber 
of  Commerce.  "But  she  hands  him  the 
check  on  payday." 

The  apparel  industry  in  Texas  is  four- 
tiered.  First,  there  are  traditional  Texas 
"name  brand"  companies  like  Dallas' 
Haggar  (see  box,  p.  40)  and  El  Paso's 
Farah — two  comparative  giants  in  a  frag- 
mented, easy-entry  business.  Then  there 
are  the  outsiders  like  Levi  Strauss,  which 
is  headquartered  in  San  Francisco  but 


I 


One  of  Texas'  90,000  apparel  workers, 
"When  you  have  to  work,  you  get  a 

produces  27%  of  its  jeans  in  23 
plants  in  towns  like  Brownsville,  Ha 
gen,  San  Benito,  McAllen,  Laredo 
San  Antonio. 

The  third  and  fourth  tiers,  the  fas 
growing,  are  the  clusters  of  indepen 
contractors    and  subcontractors 
work  on  gossamer  margins  to  proi 
the  creations  designed  by  names 
Calvin  Klein,  Geoffrey  Beene  and  C 
de  la  Renta.  They  are  fast  making  El 
the  jeans  capital  of  the  world.  Says 
tania's  Prather:  "You  couldn't  do  i 
Chicago.  You  couldn't  do  it  in  L.fi 
even  in  New  York.  There's  no  other 
city  of  this  size  today  where  you  ci 
get  so  many  people  who  are  willin 
work  in  the  sewing  business."  Jin 
Viola  contracted  to  produce  40%  of 
3.8  million  pairs  of  status  jeans  sol* 
Sasson  Jeans  Inc.  last  year.  "El  Paso  is 
most  efficient  place  in  the  world  to  n 
jeans,"  says  Paul  Guez,  president  of 
son.  "The  prices  are  as  good  as  any  p 
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inic,  mostly  women,  seated  behind  the  ever-present  sewing  machine 
where,  doing  anything." 


lie  Far  East.  Let's  say  you  buy  a  jean 
,ong  Kong  at  $7 — that  covers  the  cost 
enim  and  the  basic  labor  without 
iroidery.  If  you  put  any  embroidery 
he  pockets  you  will  pay  about  30% 
I  so  that's  another  $2.10.  You  add  $1 
3  for  the  quota*  and  25  cents  for 
Hit,  and  now  you're  talking  at  least 
1 35  landed.  At  that  rate  you  end  up 
ng  a  better  price  here." 
that  "better  price"  exploitation? 
to  the  women  in  the  factories — like 
I  Diaz,  who  at  age  20  has  already 
iked  for  Sun  Apparel  in  El  Paso  for 
years.  She  stands  behind  a  waist- 
table  from  6:45  a.m.  to  5:10  p.m. 
days  a  week  inspecting  jeans  for 
s.  "There  are  a  lot  worse  jobs  than 

V  S  and  Far  Eastern  governments  negotiate  yearly 
E  that  dictate  how  many  garments  can  be  imported 
pe  U.S  The  quotas  are  then  allocated  among  im- 
5.  If  a  company  wants  to  import  more  garments 
lit  has  quota  for,  it  must  buy  extra  quota  from 
Kt  company  According  to  Guez.  the  going  price 
!  is  about  S3  per  pair  of  Jeans 
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this,"  she  says.  "This  is  good,  steady 
work."  Adds  Juanita  Macias,  a  42-year- 
old  divorcee  who  sews  pockets  on  jeans 
at  Brittania:  "It's  easy  work."  More  to 
the  point,  it's  steady.  Macias  explains 
that  her  husband  left  her  with  five  chil- 
dren eight  years  ago:  "I  have  raised  those 
children  myself  making  $4  an  hour. 
When  you  have  to  work,  you  get  a  job 
anywhere,  doing  anything." 

The  trick  to  contracting  is  to  get  long 
enough  runs  of  production — particularly 
if  the  garments  are  high  value-added 
jeans  with  decorative  bows  and  ties.  The 
more  intricate  the  design,  of  course,  the 
more  expensive  to  produce.  Says  Orlando 
Segura,  vice  president  of  Sun  Apparel: 
"When  we  bid  on  a  contract  we  have  to 
make  sure  that  we  get  those  long  runs. 
Sure  we  get  squeezed  by  the  manufactur- 
er, but  that's  the  name  of  the  game.  This 
is  a  tough  business." 

This  is  where  the  subcontractor  comes 
in.  He  does  the  dirtiest  work — the  short 


runs  of  trendy,  elaborately  decorated 
jeans— for  the  least  profit.  Naturally,  if 
the  manufacturer  squeezes  his  contrac- 
tor, and  the  contractor  squeezes  his  sub- 
contractor, they  both,  in  turn,  must  put 
pressure  on  their  employees.  Says  one 
manufacturer  bluntly:  "Our  manufactur- 
ing system  is  strictly  piece-rate.  Piece- 
rate  is  a  necessary  part  of  the  game." 
How  much  does  the  typical  operator  take 
home  at  one  of  Brittania's  El  Paso  fac- 
tories, for  example?  It  depends  on  the 
operation.  If  a  worker  is  a  side-seam- 
stress who  must  patiently  sew  the  out- 
side seams  of  both  legs  of  the  jeans,  a 
slow  and  arduous  process,  she  can  do 
only  650  or  700  side-seams  a  day  for 
which  she's  paid  4.6  cents  apiece.  Those 
who  work  as  sergers — sewing  fabric 
edges  so  they  won't  unravel — might  do 
as  many  as  11,000  operations  a  day  for 
which  they  receive  three-tenths  of  a 
cent  each. 

Even  for  the  superindustrious  like 
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Building  on  a  rock 


Founder  J.M.  Haggar  with  his  sons  and  grandchildren  in  the  business 


For  a  vintage  example  of  the  self-made  American,  consider  J.M.  Haggar, 
the  87-year-old  founder  of  the  $300  million  (sales)  family-owned  mens- 
wear  business  that  bears  his  name.  Born  Maroun  Hajjar  (the  name  means 
stonemason  in  Arabic)  in  1892  in  a  little  farm  village  of  Jazzin  in  Lebanon,  at  13 
he  left  his  family's  one-room  home  to  join  a  married  sister  in  Mexico.  He 
emigrated  to  the  U.S.  three  years  later,  in  1908,  by  the  simple  expedient  of 
walking  across  the  border  at  Laredo  and  paying  a  $2  head  tax.  Spotting  a  group 
of  Mexican  railroad  workers,  he  joined  in — his  first  job  in  America.  Later  he 
worked  as  a  cotton  grader,  dishwasher  and  window  washer,  then  for  five  years 
peddled  thread  and  work  clothes  in  backwater  towns  across  the  Southwest. 
Along  the  way  he  became  known  as  Haggar,  saved  his  money,  and  in  1926,  at 
age  34,  was  able  to  establish  his  own  menswear  business  in  a  Dallas  factory. 
Having  come  up  the  hard  way,  he  doesn't  weep  for  people  who  have  to  do  the 
same.  "America  is  spoiling  its  people  these  days,"  he  says. 

He  ran  his  business  the  hard  way,  too — traveling  to  New  York  to  buy  textiles, 
overseeing  production  and  shipping  on  the  factory  floor,  hawking  his  plant's 
output  to  small-town  merchants.  The  turning  point  came  in  1938  when  his 
Notre  Dame-educated  son  Ed  joined  the  business.  It  was  Ed  who  conceived  the 
idea  of  building  a  brand  name,  first  by  advertising  in  such  magazines  as  Life  and 
Saturday  Evening  Post,  later  by  being  one  of  the  first  sponsors  of  network  TV 
shows  like  Sugarfoot ,  Bronco  and  Naked  City. 

"What  we  wanted  was  that  middle  60%,"  says  Ed  Haggar,  "not  the  upper 
20%  of  the  market,  not  the  bottom  20%."  (Its  big  retail  customers  insist  that 
Haggar's  unofficial  slogan  was  "We  cover  the  asses  of  the  masses.")  It  succeed- 
ed well  enough  to  make  Haggar  the  world's  largest  maker  of  dress  slacks  and  a 
giant  in  an  apparel  industry  made  up  largely  of  pygmies. 

Once  the  brand  was  established,  the  quality  had  to  be  carefully  controlled — 
which  is  why  Haggar  never  sought  low-wage  labor  abroad.  Fortunately,  its 
market  share  generated  long  production  runs.  But  Haggar  was  careful  to  split 
the  production  among  many  small  plants  in  small  Texas  communities  where 
they  would  be  the  largest  employers,  rather  than  concentrating  output  in  one  or 
two  large  plants.  "Haggar  closed  its  Dallas  plant  after  years  of  union  picketing," 
says  Marvin  Segal  of  the  Southwest  Apparel  Manufacturers  Association. 
"That's  why  they've  got  16  small  plants  spread  across  Texas  from  Weslaco  to 
Greenville.  All  they  do  in  Dallas  is  design,  ship  and  book  orders."  However, 
only  four  of  Haggar's  plants  are  in  the  Rio  Grande  valley  and  therefore 
predominantly  Mexican-American. 

Old  J.M.  Haggar  still  comes  into  his  modest  Dallas  office  regularly,  but  it 
really  isn't  necessary:  His  2  sons  and  4  of  his  13  grandchildren  would  still  run 
the  business  just  as  it  has  been  run  for  the  last  54  years.  "Sure  my  dad  is  tough," 
says  Ed  Haggar.  "But  you  can't  be  in  business  and  be  a  pushover. "-P.B. 


Esperanza  Gibson,  who  serges  both  i 
of  1 ,200  pairs  of  jeans  a  day  at  one  of  Li 
five  El  Paso  factories  at  a  rate  of  215' 
quota,  that  means  hourly  pay  of 
$7.48 — double  her  base  but  well  below 
$10.25  an  average  auto  worker  gets. 

There  are  worse  places  in  town  i 
the  factories  that  Forbes  visited — ni 
worse.  If  the  most  visible  firms  are 
ing  the  federal  minimum  wage  of  $} 
per  hour,  or  close  to  it,  many  other  sn 
er,  all  but  invisible  outfits  are  pa 
much  less,  as  little  as  $  1  per  hour.  "T 
are  places  that  you  cannot  find," 
Rafael  Ruiz,  an  organizer  for  the  Ami 
mated  Clothing  &  Textile  Wor 
Union.  "You  might  be  walking  in  f 
of  them  and  not  even  know  that  the) 
there.  It's  108  degrees  today  and  woi 
will  be  working  in  these  little  out-of- 
way  holes  in  the  wall."  Adds  a  1 
manufacturer  with  disdain:  "Of  coi 
there  are  factories  with  50  or  75  pe 
that  use  people  from  across  the  bo 
and  pay  them  a  buck  or  two  an  h 
under  the  worst  conditions  you  c< 
find."  And  yet  Sunday  nights  along 
border  at  El  Paso  are  busier  than  eve 
women  return  to  their  jobs  at  these 
tories  after  spending  weekends  at  hi 
across  the  border. 

If  conditions  seem  tough  and  w; 
low  even  in  the  best-lit  and  most  c 
fortable  factories,  remember  that  th 
an  industry  that  works  on  reed-slim  r 
gins.  "Take  a  garment  that  will  retai 
$100  and  wholesale  for  $50.  We  m 
get  $8  for  producing  that  garment,"  : 
Chairman  Tom  Prendergast  of  Billy 
Kid,  who  contracts  Oscar  de  la  Ri 
jeans.  "Of  that  $8,  we'll  spend  $6.5C 
labor  and  trim,  leaving  us  only  $1.5 
gross  margin.  After  we  deduct  our  o 
ating  expenses,  we  might  make  25  c 
on  a  pair  of  jeans." 

Now  that  times  are  tough,  will  app 
manufacturers  leave  Texas  again — tr 
to  get  a  cheaper  product  in  the  Far  E 
Probably  not.  In  fact,  some  manufac 
ers  who  believe  the  recession  will  lea 
a  shakeout  in  the  $1  billion  fashion 
business  think  just  the  opposite  m 
occur.  "The  prices  are  equivalent,"  ! 
Billy  the  Kid's  Prendergast,  "but  it  U 
eight  weeks  longer  to  get  jeans  f: 
Hong  Kong.  In  fashion  jeans,  you've 
to  .have  the  fresh  new  look."  Rece: 
Warren  Hirsh,  who  made  Murjani's  ( 
ria  Vanderbilt  jeans  number  one, 
wooed  away  by  Puritan  Fashions  to 
and  do  the  same  thing  with  its  Ca. 
Klein  line.  Murjani  manufactures 
Hong  Kong,  Puritan  in  Texas. 

That's  good  news  for  Esperanza  ( 
son  and  Juanita  Macias  and  thousand 
others  who  sit  behind  sewing  machi 
in  Texas.  It  may  be  hard  to  imagine 
part  of  the  U.S.  garment  mdustry- 
any  U.S.  industry — as  the  world's  low! 
cost  producer.  But  that's  the  way  i 
along  the  Rio  Grande.  ■ 
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"Docs  work  pile  up 
at  the  office  when 
you're  traveling?" 


"Do  you  forget 
good  ideas  from 
one  day  to  the  next?" 


"Do  you  scribble 
notes  that  nobody 
can  read?" 


Stop  playing  catch-up  and  start  getting  ahead 
with  Lanier's  Vest  Pocket  Secretary" 


—Arnold  Palmer 

When  you're  traveling,  Lanier's  Vest 
Pocket  Secretary  travels  with  you.  Letters, 
memos,  reports  and  instructions  for  your 
secretary  get  done  on  the  plane,  in  the  car, 
in  a  hotel  room.  So  work  doesn't  stop  when 
you're  on  the  go. 

To  remember  ideas,  the  Vest  Pocket 
Secretary  is  perfect.  Small  enough  to  fit  in 
the  palm  of  your  hand,  it  works  with  one 
button.  You  can  get  ideas  down  as  fast  as 
you  get  them. 

When  you  need  to  take  notes,  the  Vest 
Pocket  Secretary  is  faster  and  easier  than 
writing  things  down.  Clearer,  too.  You  don't 
have  to  figure  out  what  your  notes  mean. 
Your  secretary  doesn't  have  to  read  your 
handwriting. 

Start  getting  ahead  of  paperwork  right 
now.  Mail  in  the  postpaid  card.  Or  call 
Jennifer  Scott  toll-free  at  (800)  241-1706. 
In  Georgia,  call  (404)  321-1244,  collect. 


Get  a  lot  more  done  in  a  lot  less  time, 

nternational  offices  in:  Australia*  Belgium •  Canada* Denmark 
England* Finland*  France •  Germany  •  Mexico* Netherlands 
New  Zealand*  Norway  •  South  Africa* Spain  •  Sweden  'Switzerland 


Last  Novembers  Iranian  asset  freeze,  they  say, 
shook  up  the  international  financial  system. 
Maybe  so,  but  it  certainly  didn't  scare  OPEC 
away  from  the  U.S.  or  the  dollar. 


The  dollar  gets 
stronger 


By  Thomas  C.  O'Donnell 
with  Anne  Bagamery 


When  the  Carter  Administra- 
tion imposed  its  freeze  on  Iran- 
ian bank  deposits  last  Novem- 
ber, the  international  financial  system 
was  shaken  to  its  foundations.  Fears  sud- 
denly cropped  up  that  other  members  of 
the  Organization  of  Petroleum  Exporting 
Countries  would  soon  shift  funds  out  of 
U.S.  banks — and  out  of  the  dollar — to 
avoid  the  possibility  of  similar  crack- 
downs. Fortunately,  the  fears  have  so  far 
proved  groundless. 

"Our  numbers  show  that  OPEC  in- 
vestment here  is  rising  by  $1  billion  a 


month,"  says  Everard  Munsey,  deputy 
assistant  secretary  of  the  Treasury  De- 
partment. "It's  rising  faster  than  it  did  a 
year  ago.  The  impact  of  the  freeze  has 
been  nonexistent." 

This  is  very  good  news  for  the  U.S. 
since  OPEC,  through  its  surplus  of  $300 
billion,  can  control  the  fate  of  any  of  the 
world's  currencies.  If  OPEC  massively 
diversified  out  of  the  dollar,  the  result 
would  be  international  monetary  chaos 
and  a  currency  so  weak  it  would  send  the 
U.S.  inflation  rate  through  the  roof — 
which  would,  of  course,  only  weaken  the 
dollar  even  more.  An  OPEC-ravaged  dol- 
lar would  also  make  the  cost  of  imports 
prohibitively  expensive  as  well  as  make 


it  very  hard  for  U.S.  businesses  to  \ 
pete  in  overseas  markets. 

At  the  moment  there  is  no  reasc 
worry  about  such  a  scenario.  hu 
OPEC's  love  affair  with  the  dollar  sh 
heat  up  in  coming  months  as  the  re 
the  world  sinks  into  a  recession 
which  the  U.S.  is  now  emerging. 
Arabs  always  park  their  dough  v. 
rates  are  highest,"  points  out  Lawr 
A.  Kudlow,  an  economist  with 
Stearns  &  Co.,  "and  for  now  at  least, 
means  here." 

Because  of  this  fact,  the  major  id 
trialized  countries — especially  West 
many,  Switzerland  and  Japan — are 
complaining  about  the  dollar's  strei 
Ironically,  their  big  complaint  unt: 
cently  was  that  the  Carter  Admini 
tion  had  let  the  dollar  slide.  For  1 
countries,  which  pay  for  oil  and  c 
imports  in  dollars,  a  strong  U.S.  d 
means  higher  oil  bills. 

Earlier  in  the  year  the  three  nai 
did  more  than  complain.  Accordir 
recently  released  U.S.  Treasury  fig 
OPEC  inflows  into  the  U.S.  fell  to 
billion  during  the  first  quarter,  d 
more  than  50%,  from  $6.7  billion  it 
fourth  quarter  of  1979.  The  slowd 
was  largely  the  result  of  an  unprecec 
ed  antidollar  campaign  by  Switzer] 
West  Germany  and  Japan. 

As  part  of  that  campaign,  those  « 
central  banks  did  an  about-face  on  oi 
their  longest-standing  economic 
cies:  opposition  to  their  money  bet 
ing  international  reserve  currencies 
though  still  fearful  that  such  a  n 


Who's  afraid  of  Uncle  Sam? 


The  U.S.  government's  freeze  on  Iranian  deposits  in  U.S. 
banks  last  November  was  said  to  be  keeping  OPEC 
money  out  of  dollar-denominated  assets  here.  Not  quite. 


OPEC  purchases  of  treasury  and  other  bonds  are  way  up 
since  the  freeze.  Dollar  deposits  have  dropped,  but  that 
has  more  to  do  with  interest  rates  than  with  politics. 
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ght  loosen  the  central  banks'  hold  on 
nestic  money  supplies,  the  three  na- 
jns   began  promoting  the  German 
.rk,  Swiss  franc  and  Japanese  yen  as 
j:ential  reserve  currencies. 
|The  Japanese  government,  for  exam- 
,  eased  the  interest  rate  ceilings  on  so- 
iled "free  yen"  deposits  (yen  deposits 
it  can  be  converted  to  other  currencies 
ely).  Suddenly,  Japanese  banks  were 
e  to  pay  extremely  high  Euromarket 
es — up  to  8%  higher  than  domestic 
es — on  foreign  bank  deposits,  and  the 
ults  were  dramatic.  Since  March, 
Ughly  one-third  the  OPEC  surplus  has 
iortedly  flooded  into  the  yen. 
fhe  OPEC  cartel's  search  for  high- 
lding  short-term  investments  at  least 
daily  explains  the  dollar's  weakness 
lier  in  the  year.  "OPEC  is  diversifying 
t  of  the  dollar  just  as  any  prudent  hold- 
of  great  wealth  would  diversify  his 
ets,"  thinks  one  New  York  foreign 
:hange    specialist.    But  "prudence" 
:se  days  means  more  than  diversifica- 
n.  Says  Homer  Byington,  a  senior  vice 
sident  of  Bankers  Trust  Co.:  "Histori- 
ly,  major  Arab  depositors  have  gone 
|  short-term  gains.  But  now  they're 
|o  looking  at  risks.  And  in  an  unsettled 
Irld,  America  and  the  dollar  look  like 
hf  safe  bets." 

it  should  look  even  safer  in  coming 
inths.  In  1980  the  U.S.  is  expected  to 
l>t  a  $7  billion  surplus  in  its  current 
:ount.  Energy  conservation  measures 
ji  finally  beginning  to  bite.  And  the 
leral  Reserve  is  keeping  a  tight  rein  on 
t  growth  of  the  money  supply, 
vloreover,  the  U.S.  economy  is  cycli- 
ly  ahead  of  its  European  counterparts, 
e  U.S.  entered  a  recession  in  March 
it  international  economists  think  may 
ending.  The  economies  of  Europe  and 
an,  by  contrast,  are  just  beginning  to 
w  down.  Over  the  near-term  this  is 
ind  to  help  the  dollar  and  lure  back 
EC  money. 

because  of  recessionary  pressures,  the 
rman  and  Japanese  governments  have 
indoned  immediate  plans  to  promote 
:  mark  and  yen  as  international  re- 
ve  currencies.  Indeed,  central  banks  in 
:h  nations  would  already  have  slashed 
erest  rates  except  for  the  fact  that 
y  monetary  policies  would  send  their 
xencies  plunging  and  kick  up  the  in- 
:ion  rate. 

n  short,  there  is  a  growing  feeling  that 
idamental  economic  indicators  are 
>ving  in  the  dollar's  favor  for  the  first 
le  in  many  years.  Says  Byington  of 
ikers  Trust:  "Over  the  near  term, 
EC  money  will  be  driven  away  only  if 
'  foreign  policy  is  irrational  or  hyster- 
1,  if  our  economy  careens  out  of  con- 
1  or  if  inflation  goes  through  the  roof, 
nay  seem  that  these  things  are  hap- 
ling,  but  everything  is  relative.  There 
countries  that  are  much  worse  off 
m  we  are."  ■ 


Its  crystal-dear. 
Its  a  bit  more  expensive,  but  for  a  flawless,  cool  Torn  Collins, 
the  world  conies  to  Gordon  sf 
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The  "ammunition  shortage"  is  a  multibillion- 
dollar  problem — and  a  problem  that's  a  good 
deal  more  complicated  than  it  looks. 


For  want  of 


a  nail 


•  •  • 


By  Beth  Brophy 


When  the  U.S.S.  Eisenhower  re- 
placed the  U.S.S.  Nimitz  in  the 
Persian  Gulf  last  May,  the  two 
nuclear  supercarriers  had  to  rendezvous 
at  sea  first.  Why?  To  transfer  the  Nimitz' 
Phoenix  air-to-air  missiles  to  the  Eisen- 
hower— "trading  bows  and  ar- 
rows," as  a  Senate  Armed  Ser- 
vices staff  aide  put  it  acidly. 

At  least  they  were  real  mis- 
siles. Many  American  soldiers 
these  days  use  plastic  bullets  in 
training,  allowing  what  the  Pen- 
tagon calls  "the  flavor  of  shoot- 
ing" if  not  the  reality.  And 
those  $25  million  airplanes  the 
Air  Force  flies  carry  missiles  so 
expensive  that  their  pilots 
aren't  allowed  to  fire  more  than 
one  every  five  years. 

Ammunition  isn't  two-for-a- 
penny  bullets  anymore.  At  near- 
ly a  million  dollars  a  copy,  each 
of  the  Phoenix  missiles  the 
Nimitz  handed  over  to  the  Ei- 
senhower would  have  paid  for  a 
month's  supply  of  ammunition 
for  a  World  War  II  infantry  regi- 
ment. Every  time  the  Army 
fires  an  antitank  missile,  it 
blows  away  $5,500.  And  de- 
pending on  who's  doing  the 
analysis,  there  are  far  fewer  of 
those  expensive  items  than 
needed;  the  U.S.  armed  forces 
have  an  ammunition  shortage — 
bullets  to  rockets — that  could 
require  up  to  $20  billion  and  five 
years'  time  to  correct. 

Reports  a  bipartisan  study  done  by  30 
congressional  staffers  who  work  on  na- 
tional security  and  foreign  policy: 

•  Some  U.S.  tactical  air  forces  have 
less  than  14  days'  supply  of  munitions. 
Some  squadrons  don't  even  have  the  ba- 
sic combat  loads  for  an  initial  sortie. 

•  The  Navy's  current  inventory  of 
Mark-48  torpedoes  is  33%  below  require- 
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ments,  and  the  admirals  will  also  have  to 
add  1,700  Sparrow  air-to-air  missiles  by 
1986  in  order  to  come  up  to  80%  of  their 
needs.  The  Navy  is  short  700  Phoenix 
missiles,  as  well  as  thousands  of  medi- 
um-range, surface-to-air  Harpoon  anti- 
shipping  and  advanced  air-to-ground 
missiles,-  similar  shortages  exist  in  the 


Early  stage  in  production  of  105mm  howitzer  shells 
A  shooting  war  is  rso  time  to  trade  bows  and  arrows. 

Army  and  Marine  Corps. 

There  is  far  from  universal  agreement 
on  this  gloomy  picture,  though.  The  fact 
is,  the  ammunition  shortage  is  much 
more  complicated  than  it  looks.  It  is 
both  a  debate  between  hawks  and  doves 
and  a  debate  over  government  spending 
and  what  constitutes  "waste" — is  it 
wasting  the  taxpayers'  money  to  fire  off 
millions  of  dollars'  worth  of  missiles  in 


order  to  keep  pilots  in  training? 

The  Pentagon  concedes  there  is  an 
munition  shortage,  but  says  a  five-]| 
procurement  program  should  make 
any  shortfalls  by  1986.  Other  things 
worse,  say  the  generals — particularly 
problem  of  retaining  skilled  personnel 
No  one  is  accusing  the  military  of  n 
managing  funds.  In  fact,  that  may  be  j 
of  the  problem.  Without  enough  mo: 
to  meet  all  its  goals,  some  programs  hi 
to  be  starved.  "Given  a  choice  betwee 
tank  or  tank  ammunition,  military  pi 
ners  will  say  get  the  tanks  first,"  saj 
Senate  Armed  Services  staffer.  In  fact, 
concedes,  under  the  circumstani 
"those  priorities  are  probably  right." 

So  it's  not  surprising  that  even 
Pentagon's  planners  admit  the  ammn 
tion  "account"  is  often  used  as  a  sli 
fund,  dipped  into  to  finance  higher  pr: 
ity  items  such  as  fuel  or  planes  or  jec 
"Ammunition  rounds  are  just  a  line  it 
in  the  appropriations  bill.  They  are  fui 
ble,"  says  a  Senate  aide.  Adds  Larry  Kc 
defense  analyst  at  the  American  En 
prise  Institute:  "Bombs,  bullets  and  b 
dages  don't  have  high  visibility.  Tl 
have  no  constituency  in  Congress,  so  tl 
get  cut.  Manufacturers  are  jj 
ting  out  of  the  business  beca 
no  one  wants  to  buy  them.' 

But  skimping  on  ammunit: 
means  skimping  on  traini 
Even  some  line  combat  uj 
planned  for  deployment  wit 
a  few  days  of  a  mobilization 
rated  C-4 — "not  ready" — s> 
the  congressional  study, 
cause  of  equipment  shortaj 
And  reserve  units,  lower  yet 
the  pecking  order,  are  in  wc 
shape.  They  get  so  little  amr 
nition  that  "we  don't  gel 
chance  to  be  proficient  or  ccj 
fortable  with  the  weapon,"  s. 
Colonel  George  Dodenhoff 
the  Marine  Corps  Reserve  O 
cers  Association. 

"In  a  come-as-you-are  w£ 
sums  up  William  Schneider 
defense  consultant  at  the  H 
son  Institute  and  staff  mem 
of  the   House  Appropriate 
Committee,  "we  can't  sust; 
battle  for  very  long  and  w 
have  an  early  loss  of  air  sup< 
ority.  Ever  since  1942  we 
ways  had  an  air  umbrella  o 
our  forces.   Now,  our  trot 
would  have  very  little  stand 
between  them  and  heavy  doses  of  Sov 
air  attack."  That's  not  counting 
needs  of  our  NATO  allies,  who  are  sh 
on  bombs  and  artillery  shells  and  woi 
depend  on  us  for  supply  in  a  war. 

Whatever  happened  to  the  arsenal; 
democracy?  Once  again  the  U.S.  is  lea 
ing  that  security  has  an  unavoida 
price — but  it  may  be  as  high  as  the  pr 
to  be  paid  for  the  want  of  a  nail.  ■ 
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ADVERTISEMENT 


ASIA'S  LAND  OF  OPPORTUNITY 


above  all . . .  the  people ...  in 

his  first  few  moments  in  Malaysia,  even 
the  casual  visitor  notices  it,  feels  it.  A 
tempo  of  development,  effective, 
substantial,  throbbing  envelops  the  nation. 
Progress,  achievement,  personal  and 
national  diligence  seem  to  grip  this  nation 
of  13  million  people. 

Malaysians  have  done  well. 

Item:  Beginning  in  the  1870s,  natural 
rubber  was  introduced;  today,  Malaysia  is 
the  world's  largest  producer  accounting 
for  47%.  Her  scientists,  in  30  years,  have  increased  the 
productivity  of  the  Malaysian  rubber  tree  300% — and  they 
aren't  quitting  yet. 

Item:  Beginning  in  the  1960s,  concomitantly  increasing  her 
rubber  production,  Malaysia  emerged  as  the  world's  largest 
producer  of  palm  oil,  producing  46%  of  world  consumption. 
Surpassing  this  achievement — more  than  half  of  the  palm  is 
grown  by  farmers  who  own  less  than  50  acres. 

Item:  Beginning  in  the  1970s,  to  further  diversify  her  econ- 
omy, Malaysia  initiated  a  program  to  attract  electronic  com- 
panies to  sop  up  large  segments  of  the  country's  unemployed. 
Result?  Today,  more  than  a  hundred  electronic  companies, 
upwards  of  50%  from  the  U.S.,  have  helped  make  Malaysia 
one  of  the  largest  exporters  of  electronic  components.  Manu- 
facturing, her  fastest  growing  sector,  now  accounts  for  19% 
of  her  GDP 

Item:  Gaining  independence  in  1957,  Malaysians  opted  for 
Parliamentary  democracy.  Today,  she  is  one  of  the  most 
successful  and  stable  democracies  in  the  developing  world. 

Item:  Her  rich  tropical  forests  are  by  no  means  the  region's 
largest:  she  has  emerged,  nevertheless,  as  the  world's  largest 
producer  of  tropical  hardwoods,  accounting  for  37%  of  total 
world  production. 

Item:  The  Malaysian  ringgit  is  one  of  the  strongest  currencies 
in  the  world,  her  rate  of  inflation  the  lowest,  she  borrows  at 
rates  that  depress  international  bankers  .  .  .  the  list  goes  on. 

The  question  thrusts  itself:  What  factors  in  Malaysia  explain 
these  achievements?  Do  they  not  operate  in  other  developing 
countries?  The  reasons  are  multifaceted  and  varied.  Above  all 


else,  the  people  of  Malaysia  have  used  well  what  Nature  has 
endowed  them  with. 

Beginning  in  the  latter  part  of  the  last  century,  and  really  nev- 
er ceasing,  waves  of  traders,  workers,  immigrants  have  sought 
economic  hospitality  within  her  shores;  the  Chinese  came  to 
work  the  tin-mines  and  to  engage  in  commerce  and  stayed. 
The  Indians  came  to  work  on  the  rubber  plantations  and  in- 
dulge in  trading,  most  stayed.  Earlier  the  Portuguese,  the 
Dutch,  the  English  came — and  many  stayed. 

Today,  700  international  corporations  from  Japan,  United 
States,  United  Kingdom,  Germany  and  27  other  nations  help 
make  Malaysia  one  of  the  fastest  growing  countries  in  Asia. 

Each  minority  group.  |  the  indigenous  Malays  still  account  for 
45%  of  the  racial  mix),  brings  and  adds  to  this  "Asian  United 
Nations"  its  beneficial  characteristics,  its  good  points.  Of  the 
three  main  races,  the  Malays,  Chinese,  and  Indians,  one  has  to 
conclude  that  it  would  be  difficult  to  find  three  more  diverse 
cultures.  Sharing  little  of  religion,  language,  social  customs,  even 
color — their  common  denominator  is  an  historical  adoption  and 
sharing  of  a  country.  Yet,  these  races  have  lived  in  remarkable 
harmony  and  successful  cooperation  for  more  than  80  years. 

The  task  of  nation  building,  the  telescoping  of  time  and  of 
the  normal  processes  of  the  forging  of  a  nation,  necessarily 
creates  fractures  through  which  seep  some  communal  dissatis- 
faction. Most  Malaysians  know  that  this  is  temporary,  a 
small  price  to  pay  for  the  success  that  Malaysia  is  today. 

For  the  foreign  investor,  to  focus  on  these  stresses  and  strains 
is  to  miss  out  on  one  of  the  most  dynamic,  profitable,  successful 
and  hospitable  business  environments  in  the  region. 
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ASIA'S  LAND  OF 
OPPORTUNITY 


Have  Project . . .  Will  Joint  Venture 


Malaysians  take  industrial  investment 
promotion  seriously.  From  the  highest 
government  official  in  the  land  to  the 
smallest  private  sector  entity,  foreign 
investors  can  expect  an  enthusiastic  but 
businesslike  consideration  of  most 
proposed  projects. 

It  is  not  that  the  country  needs  the 
capital  inflow:  the  situation  has  been 
summarized  as  too  much  money  seeking 
too  few  projects.  Malaysian  banks, 
including  foreign-owned  ones, 
aggressively  seek  and  promote  industrial 
projects. 

The  selection  can  be  intriguing. 
Possible  partners  include: 
government-sponsored  bodies, 
semi-government  statutory  bodies,  large 
Malaysian  multinational  corporations, 
extremely  successful  family 
entrepreneurs,  wealthy  individuals,  and 
even  foreign-owned  corporations  already 
operating  in  the  country. 


The  1980s  will  be  the  decade  of 
commodities  for  Malaysia — processing 
the  commodities  it  produces. 

Only  2%  of  Malaysian  rubber  is 
processed  in  the  country.  Justifiably 
dissatisfied,  the  government  actively 
encourages  rubber-based  projects.  U.S., 
German,  Japanese.  French.  Italian 
corporations  are  producing  surgical 
gloves,  catheters,  thin-walled  latex 
products,  tires,  rubber  automotive 
components,  etc.  at  comparative  cost 
advantages  of  up  to  35%. 

Other  projects  needing  foreign  partners 
include:  dipped  rubber  products,  rubber 
tubing  and  hoses,  radiator,  transmission 
and  conveyor-V  belts,  rubberized  fabrics, 
rubber  sporting  goods,  inflatable  rubber 
items,  etc. 

Timber-based  projects 

There  are  2,500  species  of  wood  in 
the  Malaysian  forest.  Seventy  per  cent  of 


the  fibre  output  of  the  Malaysian  forest  is 
presently  not  commercially  utilized. 
Eighty  per  cent  of  the  tropical  hardwood 
exported  is  not  processed. 

Projects  needing  partners  here  are: 
large  integrated  timber  complexes, 
reforestation  with  faster  growing  softwood 
trees,  particle  board,  knock-down 
furniture,  pre-finished  plywood,  block- 
board,  moldings,  prefabricated  timber 
houses  and  components,  toys,  etc. 

Other  miscellaneous 
projects  include: 

Processing  of  tin  and  tin  products, 
palm  oil  refining  and  processing  of  palm 
oil  products,  cocoa  processing, 
manufacture  of  oleoresins  of  pepper. 

Manufacture  of  small  engines, 
instrumentation,  hand  tools,  surgical 
instruments,  automotive  parts,  pleasure 
craft,  etc. 


Fly  the  Golden  Skies  of  MAS. 
Across  the  largest  network  of  destinations  in  the  Orient 


From  London  and  from  Tokyo  the  airline  of  Malaysia  flies  you  on  super 
spacious  jets  to  its  Golden  Gateway  city,  Kuala  Lumpur. 

With  convenient  weekly  connections  to  all  of  the  major  cities  in  Asia  and 
Australia,  as  well  as  to  36  destinations  throughout  Malaysia. 


•  Seoul 


Hong  Kong 


Kola  Kmabalu 
B  S.  Beg  a  wan 


Perth 


Fly  the  GoldenWorldof  MAS 

malaysian  airline  systei 


Sydney  ^^fl 


BATES*MH/12A 


In  the  relatively  short  time  since  Malayan  Banking 
began,  it  has  grown  from  strength  to  strength. 

From  one  branch  when  it  first  began  to  the  present  149 
branches  spread  throughout  Malaysia,  Singapore,  Brunei, 
London  and  Hong  Kong,  as  well  as  a  representative  office  in 
Hamburg.  From  a  few  small  dollars  to  over  M$7  billion. 
From  a  handful  of  accounts  to  over  one  million 
account  holders.  From  international  corpora- 
tions, to  the  man  in  the  street.  From  a  bank,  into 
a  group  that  covers  all  aspects  of  modem  finance 
including  Merchant  Banking  and  Insurance. 

The  Malayan  Banking  Group  is  now 
an  orgcmisation  that,  by  token  of  its  size, 
can  claim  to  be  closer  to  the  financial  and 
economic  jungle  of  Malaysia. 

Once  a  cub  with  no  stripes, 
now  king  of  the  jungle. 


MALAYAN 
BANKING 
BERHAD 


UUODi 

How 

wewpn 

cnir  stripes 


Head  Office:  92  Jalan  Bandar,  Kuala  Lumpur  01-20.  P.O.  Box  2010.  Telex:  30438.  Tel:  207522. 

Singapore  *  Hong  Kong  *  London  *  Hamburg 
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NAS:Refle<ting 
a  changing  Malaysia. 


The  "Wayang  Kulit",  ancient  Malay  art  of  shadow  play, 
retelling  tales  and  legends  of  old. 

Pernas,  Malaysia's  National  Corporation,  reflecting  in  its 
steady  growth  the  new  story  of  a  fast  developing  nation. 

Malaysia  is  the  country  where  your  investment  can,  and  will 
grow.  And  as  a  joint  venture  partner  to  promote  that  growth 
Pernas  has  no  equal  in  Malaysia. 

Years  of  experience  in  joint  venture  partnerships  with 
names  like  Goodyear,  Sime  Darby,  Plessey  and  Nippon  Steel 
Corporation  have  given  us  all  the  expertise  you  could  need. 

Expertise  in  such  fields  as  Import  and  Export,  Trading, 
Insurance,  Banking,  Construction,  Steel  Manufacturing, 
Plantation  and  Mining,  Hotel  and  Property  Development, 
Wholesaling,  Inland  Container  Transportation,  Tyre 
Manufacturing,  Telecommunication  Equipment  Assembly, 
Engineering  Services,  Refrigeration  and  Air-Conditioning, 
Mineral  Exploration  and  Industrial  Development. 

All  this  means  We  have  a  thorough  and  extensive  knowledge 
of  Malaysia  and  ready  access  to  the  nation's  abundant  natural 
resources,  vast,  educated  labour  force,  and  excellent 
supportive  services  at  all  levels  of  local  authority. 

With  9  wholly  owned  subsidiaries  and  over  70  jointly  owned 
companies,  Pernas  is  an  accurate  reflection  of  Malaysian 
business  today. 

EOT  PERNAS 

L-5  PERBADANAN  NASIONAL  BERHAD 

I  y^M  |V>^m  Second  Floor,  International  Complex, 

mm  f  T  '  Jalan  Sultan  Ismail,  Kuala  Lumpur. 

L  Y  ■  P.O.  Box  493,  Malaysia.  Tel:  425022 

^ mmmu  Telex:  PERNAS  MA  30399.  Cable:  PERNAS  Kuala  Lumpur. 


Wholly  owned  subsidiaries:  PERNAS  Construction  Sdn  Bhd.,  PERNAS  Engineering  Sdn  Bhd.,  PERNAS  Mining  Sdn  Bhd.,  PERNAS 
.  Properties  Sdn  Bhd.,  PERNAS  Securities  Sdn  Bhd.,  PERNAS  Trading  Sdn  Bhd.,  Malaysia  National  Insurance  Sdn  Bhd.,  PERNAS  Wakil 

Sdn  Bhd.,  and  PERNAS  Edar  Sdn  Bhd.  Our  joint  ventures  currently  number  over  seventy. 


Malaysia  faces  the  decade  of  the  80's  confident  in  the  knowledge  that  she  has 
overcome  the  trials  and  tribulations  that  beset  newly  independent  developing 
nations  and  is  now  well  set  on  a  course  of  rapid  economic  growth  and 
development.  Her  pragmatism  and  self-reliance  has  built  for  her  a  reputation 
for  reliability  and  stability  that  is  welcomed  by  investors  worldwide. 

Uie  Malaysian  Government  welcomes  private  foreign  investment,  and  the  fact 
that  the  Manufacturing  sector,  within  the  framework  of  our  free  enterprise 
system,  has  become  the  leading  growth  sector  in  the  Malaysian  economy,  is 
ample  testimony  to  our  faith  in  private  entrepreneurs,  both  local  and  foreign. 

American,  European  and  Japanese  investors  through  their  injection  of  capital, 
technical  know-how,  management  skills  and  and  overseas  marketing  contacts 
have  contributed  greatly  towards  the  accelerated  industrial  growth  that 
Malaysia  is  experiencing.  However,  the  Malaysian  potential  for  economic 
growth  is  far  from  being  exhausted.  At  the  present  stage  of  our  development  we 
are  still  "scratching  the  surface",  so  to  speak,  of  our  developmental  potential. 
Our  natural  resource  base,  our  manpower  and  energy  potential  (not  only  in 
terms  of  oil  but  also  hydropower)  and  the  ideal  investment  climate  we  have 
created,  are  among  the  numerous  factors  that  place  Malaysia  on  the  brink  of  a 
take-off  in  economic  and  industrial  development. 

However,  we  recognize  that  our  aspirations  can  only  be  achieved  with  the 
assistance  of  foreign  industrialists,  who,  while  maximizing  their  profits  through 
their  industrial  ventures,  will  also  be  helping  the  growth  of  our  economy  thus 
enabling  us  to  achieve  our  national  objectives. 

I  sincerely  hope  that  the  message  that  is  conveyed  in  this  Forbes  Supplement  on 
Malaysia  will  generate  the  necessary  interest  and  encourage  those  who  wish  to 
participate  in  the  growth  of  one  of  the  fastest  growing  sectors  in  the  world  (the 
ASEAN  sector)  to  take  the  first  step  by  visiting  Malaysia. 

To  all  those  who  come  we  extend  a  warm  welcome. 
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ASIA'S  LAND  OF 
OPPORTUNITY 


MALAYSIAN  GOVERNMENT 
INVESTMENT  SEMINARS 

The  Government  of  Malaysia,  through  its 
Malaysian  Industrial  Development  Au- 
thority (MIDA)  offices  in  New  York,  San 
Francisco  and  Toronto,  is  scheduling  six 
in-depth  investment  seminars  to  highlight 
joint-venture  investment  opportunities  in 
Malaysia.  The  Seminars  will  be  held  in  the 
following  cities: 

Vancouver  September  8  (416)869-3893 
San  Francisco  September  10  (415)  788-3344 
Chicago  September  15  (212)687-2491 

Toronto  September  17  (416)869-3893 

Montreal  September  22  (416)869-3893 
New  York        September  24  (212)687-2491 

The  Investment  Mission  from  Malaysia 
will  be  headed  by  the  Deputy  Minister  of 
Trade  and  Industry  and  will  include  senior 
officials  from  the  Central  Bank.  Ministry  of 
Finance,  Ministry  of  Trade  and  Industry, 
MIDA  and  other  involved  Government 
Departments. 

These  Seminars  are  open  to  all  in- 
terested corporations.  Please  call  for  de- 
tails. 


PRE-FEASIBILITY  STUDIES  ON  SPECULATION 


Some  Recent  Studies  Available: 

Tomato 

Wooden  T-Square 

Fabrication  of 

Cultivation  of 

Cultivation 

Drawing  Boards 

Printed  Circuit 

Cocoa 

Wooden  Panel 

Rubberized  Textile 

Boards 

Cultivation  of 

Doors 

Fabrics 

Refined  B.P. 

Grass  and 

Electrical  Meters 

Swimming  Caps 

Glycerine  from 

Processing  into 

Hardboard  from 

and  Swimming 

Crude  Glycerine 

Grassmeal 

Wood  Waste 

Fins 

Pellets 

Additionally,  a  serious  potential  investor  can  ask  for  a  study  of  his  particular 
project  to  be  undertaken  should  there  not  be  an  existing  study. 


THE  NATIONAL  CATALYST 

PERNAS  or  the  National  Corporation 
is  a  prime  example  of  a  government- 
sponsored  company  established  to 
effect  greater  participation  of  the  indige- 
nous people  in  the  indusrial  and  com- 
mercial development  of  the  country. 

The  PERNAS  Group  today  consists 
of  eight  wholly-owned  subsidiaries  and 
about  80  other  subsidiary  and  asso- 
ciated companies  that  are  actively 


involved  in  a  broad  spectrum  of  the 
country's  economic  activities. 

PERNAS  actively  seeks  foreign  joint- 
venture  partners  who  can  provide  new 
technology,  market  outlets  and  assist  in 
the  further  growth  of  the  Group. 

PERNAS'  existing  joint  ventures  part- 
ners include  Goodyear  Tire  and  Rubber 
Company.  Plessey,  Nippon  Electric 
Company.  Nippon  Steel  and  Marubeni 
of  Japan. 


MALAYSIA'S  GROWING  GIANT 


Ten  years  ago,  we  started  as  a 
solitary  hotel  in  the 
mountain  wilderness 
From  then  on  our 
phenomenal  growth 
was  unprecedented 
in  the  Malaysian 
commercial  scene. Today, 
we  are  a  corporate  giant. 

Most  people  know  us  as 
Genting  Highlands  Resort.  More  than  a  resort 
Genting  Highlands  means  greenery,  cool 
fresh  air,  tropical  jungles,  five  modern  hotels 


and  a  host  of  facilities  like  golfing, 
swimming  and,  of 
course,  our  Casino. 
But  we  are  also  a 
growing  property 
giant.  Add  the 
plantation  business 
into  our  activities  and 
you'll  see  the  reason  why 
Genting  Berhad  is  one  of  the 
ten  largest  national  companies  in  Malaysia 
today.  And  we  are  still  growing. 


GENTING  BERHAD 

8th  Floor,  Bailsman  UMBC,  Jalan  Suleiman,  P  O  Box  937,  Kuala  Lumpur  01-33.  Malaysia.  Tel:  03-205722 
Cables:  GENTOTEL  —  Kuala  Lumpur.  Telex:  MA  30022 


DEVELOPMENT  AUTHORITY 

Ml  PA,  3rd-6th  Floor,  Wisma  Damansara, 
Jjlan  Semantan,  P.O.  Box  618, 
Kuala  Lumpur.  Tel:  943633. 
Telex:  MIDA  MA  30752 

From  Australia:  Hume  Ltd.,  Nylex  Corporation. 
BradfordKendall,  LySaght  Durham  Chemicals, 
Maxitherm  Boilers,  Berger  Paints  and  Ansell  Ply 
U.S.A.:  Goodyear,  Monsanto,  Texas  Instrumonls, 
Motorola,  Dow  Chemicals.  Ansul,  Eastman  Kodak, 
Colgate-Palmolive  Europe:  Shell  Overseas 
Holdings,  Robert  Bosch,  Siemens,  Beecham, 
Plossey,  Euromedical,  Ausculap  Werke,  JSP 
Coats,  London  Rubber  Company,  Crablreo,  SGS- 
ATES  International,  G  E  G 
Japan  &  Hong  Kong  Matsushita,  Hitachi, 
Sumitomo,  Textile  Alliance,  Carler  Semiconductor 
Altogether  600  international  manufacturing  coitipai 


Bank  Bumiputra 
Gaining  Momentum 
Worldwide 

..inNewlbrk 


Bank  Bumiputra  is  the  first  Malaysian  bank  to  be 
established  in  the  American  continent,  offering  customers 
direct  access  to  all  aspects  of  banking  transactions: 
trade  financing,  money  market  and  foreign 
exchange  operations,  loans  syndication, 
corporate  finance  and  correspondent  banking. 
Being  the  largest  bank  in  Malaysia  and  directly 
involved  in  the  nation's  economic  growth,  Bank 
Bumiputra  has  the  unique  capacity  to  provide 
clients  with  strategic  banking  services  and 
with  its  indepth  knowledge  of  the  Malaysian 
market  assist  and  advise  on  investment 
opportunities. 

The  New  York  branch  serves  not  only  as 
a  vital  link  in  our  global  coverage  of 
the  key  market  centres,  but  opens 


a  new  dimension  of  banking  and  other 
financial  services  especially  to  businessmen 
of  both  countries. 

BANK  BUMIPUTRA: THE  MALAYSIAN  BANK  TO  KNOW 

Bank  Bumiputra  Malaysia  Berhad 

4C5,  Park  Avenue,  New  York,  N.Y.  10022,  U.S.A. 
Telephone:  (212)  888-1460  (4  lines). 
(212)  888-1467  (Foreign  Exchange). 
Telex:  ITT  428712  BBMB. 


BANK  BUMIPUTRA  MALAYSIA  BERHAD 

(INCORPORATED  IN  MALAYSIA  •  HEAD  OFFICE  •  KUALA  LUMPUR) 


HEAD  OFFICE:  Jalan  Melaka,  Kuala  Lumpur  01-18 
Malaysia.  Tel  03-988011,  981011  (60  lines)  LONDON 
BRANCH:  64.  Mark  Lane.  London  EC3R  7HS,  United 
Kingdom  Tel  01-488  2721  (4  lines)  Telex  PUTRA  G 
886212  TOKYO  BRANCH:  Mori  Building.  No  18.  3-13. 
Toranomon  2-Chome,  Mmato-ku,  Tokyo  105,  Japan. 
Tel:  502-1591-4  Telex  PUTRAJA  J22756  BAHRAIN 
BRANCH:  Bank  Bumiputra  Malaysia  Bhd  ,  8th  Floor. 
Bahrain  Tower.  Government  Road,  P  O  Box  20392. 
Manama,  Bahrain  Tel:  231073  (2  lines).  Telex.  8884 
PUTRA  BN  HONGKONG  REPRESENTATIVE  OFFICE: 
2408  American  International  Tower.  16-18,  Queen  s  Road 
Central.  Hongkong  Tel  5-249105  Telex  PUTRA 
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ost  textile  and  apparel  companies  will  suffer 
n  earnings  setback  this  year  But  the  setback 
mid  be  brief,  and . . . 

How  could  the 
stocks  be  cheaper? 


The  Streetwalker 


Who  would  want  to  get  into  the 
doggy,  herky-jerky  textile  and 
apparel  business?  For  all  its  roll- 
^r-coastering,  several  shrewd  analysts 
think  it's  a  smart  play.  Thanks  to  the 
cheaper  dollar  and  to  changes  in  Wash- 
ington trade  policies,  the  textile  balance 
of  payments  has  improved  sharply.  Im- 
provement in  industry  earnings,  they 
reason,  should  come  next. 

"Textiles  will  recover  before  other  cy- 
clicals like  steel  and  tires,"  predicts  Nor- 
man Fields  of  Brean  Murray  Foster  Secur- 
ities. Fields,  a  former  stock  picker  for  the 
legendary  Jack  Dreyfus,  likes  to  buy 
stocks  below  book — but  only  if  he  fore- 
sees near-tenn  earnings  gains  that  could 


Rags  to  riches? 


The  35  textile  and  apparel  stocks  listed  below  are  of  more 
than  passing  interest.  Twenty-one  stocks  marked  with  an 
asterisk  (*)  are  buys,  according  to  the  Graham-Rea  comput- 
er model.  A  good  number  of  these  21  meet  the  "ideal" 
Graham-Rea  criteria  of  having  ratios  of  1.00  or  less  for 


each:  price/tangible  book,  price/net  net  current  assets  per 
share,  total  debt/tangible  book.  Nine  of  the  21  stocks  meet 
another  Graham-Rea  criterion  in  that  they  have  an  earn- 
ings/price yield  greater  than  21% — 2  times  the  average  rate 
for  AAA  industrial  bonds. 


Price/net 

net  cur- 

Total 

— Interim  earnings — 

Tangible 

Price/ 

rent 

debt/ 

Latest 

most 

book 

tangible 

assets 

tangible 

n  m*.«.l* 

l  z-montn 

recent 

same 

• 

Price/ 

Price 

Recent 

value  per 

book 

per 

book 

earnings 

quarter 

period 

earnings 

Earnings/ 

Indicated 

range: 

npany 

price 

share 

value 

share1 

value1 

per  share 

1980 

1979 

ratio 

price 

yield 

1970-80 

iams-Millis* 

47s 

$10.50 

0.46 

1.44 

0.69 

$0.60 

$0.39 

$0.29 

8.1 

12.3% 

4.1% 

19%-  1% 

.ondale  Mills* 

19'/4 

42.62 

0.45 

1.44 

0.60 

2.66 

1.10 

0.69 

7.2 

13.8 

6.2 

33%- 15 

Jdine  Heminwav 

6'/2 

11.10 

0.59 

1.01 

0.67 

1.07 

0.26 

0.33 

6.1 

16.5 

5.5 

I6V2-  3% 

ue  Bell 

27% 

28.37 

0.98 

0.99 

0.95 

5.54 

0.90 

1.41 

5.0 

20.0 

6.5 

377s-  6 

ulington  Inds* 

217/8 

38.00 

0.58 

3.58 

0.87 

3.27 

1.01 

0.76 

6.7 

14.9 

6.4 

49%-13% 

innon  Mills 

225/8 

33.78 

0.67 

1.11 

0.28 

3.95 

0.52 

0.85 

5.7 

17.5 

5.3 

26'/2-  8% 

lampion  Products 

17% 

20.35 

0.85 

1.07 

0.93 

2.50 

0.62 

0.51 

7.0 

14.4 

4.1 

197s-  6% 

uett,  Peabody 

9% 

20.19 

0.46 

0.67 

1.23 

1.74 

0.18 

0.24 

5.3 

18.8 

7.4 

31%-  2Vi 

)ne  Mills* 

39% 

49.42 

0.80 

1.55 

0.29 

8.96 

2.51 

1.82 

4.4 

22.6 

5.0 

40l/2-  6V2 

rompton  Co 

26% 

44.34 

0.59 

0.63 

0.78 

8.21 

2.11 

2.47 

3.2 

31.1 

6.8 

35%-  5'/8 

eldcrest  Mills 

28  7s 

39.73 

0.71 

4.54 

1.04 

5.48 

0.80 

1.49 

5.1 

19.5 

7.1 

417s-  672 

iran* 

11  7s 

15.02 

0.74 

1.55 

0.62 

2.01 

0.67 

0.44 

5.5 

18.1 

7.2 

29%-  472 

raniteville* 

12% 

22.62 

0.55 

1.66 

0.70 

2.52 

0.70 

0.41 

4.9 

20.4 

8.1 

17%-  572 

lit  Schaf  &  Marx* 

13% 

24.70 

0.55 

0.81 

0.72 

2.58 

0.53 

0.51 

5.3 

18.9 

7.3 

337s-  47s 

clyn* 

5% 

7.83 

0.67 

0.73 

0.30 

0.84 

0.21 

0.23 

6.3 

16.0 

7.6 

9%-  272 

slie  Fay 

7% 

12.10 

0.61 

1.04 

0.81 

0.84 

d0.32 

0.26 

8.8 

11.4 

6.5 

17%-  2% 

vi  Strauss 

38% 

16.50 

2.33 

3.89 

0.93 

5.05 

1.25 

1.10 

7.6 

13.2 

2.9 

4072-  3 

t  Vernon  Mills* 

26 '/h 

57.80 

0.45 

1.16 

0.50 

6.76 

1.58 

1.82 

3.9 

25.9 

4.6 

2974-10% 

ovie  Star 

IO'/s 

19.10 

0.53 

0.74 

0.52 

1.62 

0.11 

0.64 

6.3 

16.0 

5.9 

20%-  374 

unsingwear* 

14 

29.46 

0.48 

0.60 

1.10 

1.20 

d0.76 

d0.49 

11.7 

8.6 

8.6 

38%-  9% 

la  Industries* 

9 

16.40 

0.55 

0.68 

0.18 

2.05 

0.51 

0.40 

4.4 

22.8 

4.4 

26%-  17. 

(ford  Industries 

13l/4 

22.64 

0.59 

0.94 

0.81 

1.89 

0.66 

0.63 

7.0 

14.3 

5.7 

34-7 

lm  Reach 

19 

14.77 

1.29 

1.26 

2.00 

3.36 

0.65 

0.38 

5.7 

17.7 

6.3 

20%-  2 

t  Fashions  Inds* 

7% 

14.00 

0.54 

0.43 

0.41 

2.05 

0.57 

0.32 

3.7 

26.9 

11%-  72 

egel  Textile* 

20% 

31.12 

0.66 

1.68 

0.78 

4.66 

1.23 

1.01 

4.4 

22.6 

7.8 

22%-  6% 

>spatch  Corp* 

8'/4 

14.45 

0.57 

1.40 

0.65 

1.94 

0.76 

0.36 

4.3 

23.5 

7.3 

247s-  57s2 

iss  Togs* 

11 

13.57 

0.81 

1.14 

1.02 

2.20 

0.57 

0.50 

5.0 

20.0 

8.0 

237s-  572 

lant* 

6% 

15.88 

0.42 

0.52 

2.00 

0.89 

0.22 

0.13 

7.4 

13.4 

6.0 

13%-  27s 

•lentex 

5% 

12.56 

0.45 

0.48 

0.09 

0.61 

0.05 

0.07 

9.2 

10.8 

4.3 

19%-  372 

irings  Mills* 

17 

38.61 

0.44 

1.27 

0.65 

3.99 

0.87 

0.95 

4.3 

23.5 

7.1 

207s-  874 

Stevens* 

15'/2 

36.55 

0.42 

0.89 

1.01 

3.42 

0.74 

0.72 

4.5 

22.1 

7.7 

1872-  8% 

-Caro* 

27»/2 

33.17 

0.83 

1.54 

0.43 

5.47 

1.61 

1.54 

5.0 

19.9 

7.3 

28%-  6T.2 

nitog* 

13 

27.06 

0.48 

1.57 

0.89 

3.15 

0.38 

0.35 

4.1 

24.2 

6.2 

5072-  8% 2 

est  Pt-Pepperell 

39% 

63.88 

0.62 

1.52 

1.04 

8.06 

2.45 

1.91 

4.9 

20.3 

8.1 

4272-16% 

illiam  E  Wright* 

4 

8.98 

0.45 

neg 

4.76 

0.52 

0.29 

0.23 

7.7 

13.0 

6.5 

26%-  1% 

Graham-Rea  investment  model  currently  indicates  a  buy  signal.  1  Figures  from  James  Buchanan  Rea,  Inc.  Net  net  current 
>tal  debt  =  current  liabilities  +  long-term  debt  +  minority  interest  +  deferred  taxes  +  unfunded  portion  of  pension  liabi 
mmitments  +  preferred  stock.    2  Price  range  for  less  than  ten  years,  d-deficit.  neg-negative. 


assets  =  current  assets  -  total  debt, 
lities  +  present  value  of  leasehold 
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Hie  Streetwalker 


at  least  double  the  stock's  price. 

In  unlikely  agreement  with  Fields  is 
James  B.  Rea,  one  of  the  last  converts  of 
the  late  Benjamin  Graham.  The  35  tex- 
tile and  apparel  stocks,  all  statistically 
cheap  in  the  context  of  their  ten-year 
price  ranges,  include  21  picked  by  Rea  as 
meeting  his  stiff  Ben  Graham  criteria. 
All  of  Rea's  selections  sell  for  less  than 
book  value  and  for  less  than  the  value  of 
net  net  current  assets.  Rea  determines 
so-called  net  net  current  assets  by  sub- 


By  Thomas  Jaffe 

It  axl  began  harmlessly  enough.  In 
1966  Oak  Brook,  111. -headquartered 
Nalco  Chemical  Co.,  at  the  time  a 
modest-size  outfit  with  $106  million  in 
revenues,  acquired  Industrial  Bio-Test,  a 
much  smaller  independent  research  labo- 
ratory. Because  many  of  IBT's  clients 
were  in  chemicals — and  therefore  poten- 
tial competitors — Nalco  kept  the  subsid- 
iary at  arm's  length,  even  maintaining 
two  different  boards. 

But  in  1976  trouble  came  from  a  com- 
pletely unexpected  quarter.  It  seems  the 
lab,  whose  total  sales  for  ten  years  under 
Nalco  were  a  mere  $50  million,  had  alleg- 
edly spent  the  whole  decade  improperly 
conducting  some  rodent  tests.  More  than 
100  customers  were  involved.  Worse,  so 
were  scores  of  products  which,  based  on 
IBT  findings,  had  been  approved  by  the 
government  during  that  period  and  al- 
ready were  on  the  market. 

Thoroughly  disenchanted,  Nalco  start- 
ing selling  off  IBT  in  1978  and  took  a  $13 
million  writeoff.  But  its  troubles  were 
just  starting.  First,  Syntex  shareholders 
charged  in  a  class  action  that  the  price  of 
Syntex  stock  had  dropped  because  one  of 
the  company's  drugs  had  been  improper- 
ly tested.  IBT  settled  that  one  for  $1.8 
million,  covered  by  the  writeoff.  Since 


trading  total  debt — including  minority 
interest,  unfunded  pension  liability  and 
lease  obligations— from  current  assets. 
For  most  of  Rea's  stocks  the  total  debt  is 
less  than  the  tangible  book. 

Merrill  Lynch  Vice  President  Brenda 
Gall  also  sees  some  investment  opportu- 
nities in  textiles  and  apparel,  but  she 
feels  that  many  of  the  leading  broad- 
based  textile  companies  have  already 
made  most  of  their  upward  moves.  She 
thinks  (and  Fields  agrees)  that  J.R  Ste- 
vens is  an  interesting  buy — if  it  is  really 
settling  its  interminable  war  with  the 
unions.  But  her  real  favorite  over  the 


Tex  Collins  of  Nalco  Chemical 
Let  the  lawyers  haggle. 

then,  four  other  suits  have  been  filed  by 
complainants,  including  the  likes  of 
Ciba-Geigy  and  Sandoz.  These  were 
against  Nalco  and  IBT.  They  are  still 
pending,  and  although  they  are  not  in  the 
billion-dollar  class — alleged  damages 
come  to  at  least  $30  million — how  many 
other  ex-IBT  clients  are  out  there,  wait- 


long  term  is  Levi  Strauss  because  1 
dominant  market  position  and  potel 
for  further  growth. 

Fields'  favorite,  by  contrast,  is  Burl 
ton  Industries,  for  a  reason  a  comp 
could  never  fathom:  Burlington's  b 
value  is  understated  because  of  its  11 
amount  of  Swiss  machinery  that  w< 
cost  far  more  to  replace. 

The  one  company  that  all  three  pic 
like:  Cone  Mills.  With  a  P/E  of  4.4  b| 
on  the  latest  depressed  12  months,  C 
Mills  is  dirt  cheap,  and  the  company 
shown  unusual  skill  in  increasing, 
ports.— Robert  J  Flaherty  and  Steve  Kichen 


ing   to   see   how   things   come  ■ 

"I  wish  it  would  all  just  go  away," 
Nalco  CEO  Orell  (Tex)  Collins  weai 
"but  it's  not  going  to.  We  don't  feel 
ble,  though,  and  we'll  fight  like  he] 
prove  it." 

The  stock  market  noted  the  potei 
impact  of  a  nasty  damage  award  on  e 
ings.  The  stock  (19.9  million  comi 
shares  outstanding)  recently  bi 
through  its  1973  high  of  41%  and  reac 
44%.  That's  a  multiple  of  13  and 
insult.  But  compared  with  the  15  an 
multiples  carried  by  its  smaller,  sic 
growing  competitors  Betz  Laboratc 
and  Petrolite,  it's  a  sign  of  caution. 

While  lawyers  haggle,  all  Tex  Col 
can  do  is  keep  the  company  runnin 
successfully  as  he  can.  So  far,  that's  \ 
successful  indeed.  The  world's  larges 
rect  marketer  of  specialty  chemical! 
industrial  water  treatment,  it  is  also 
second-largest  supplier  of  speci 
chemicals  for  the  oil  production  anc 
finery  industries.  Since  1970,  revet 
have  more  than  tripled  to  $579  mil 
last  year  while  earnings  nearly  qua 
pled,  to  $63  million.  That's  compour 
growth  in  excess  of  15%.  All  the  wl 
net  margins  held  steady  at  around  1 
With  average  return  on  total  capiti 
23.9%  since  1975,  the  company  ti 
first  on  the  Forbes  table  of  16  speci 
chemical  manufacturers.  And  there's 
tually  no  long-term  debt. 

Collins,  a  native  Kentuckian 
picked  up  his  nickname  as  a  young 
("With  a  first  name  like  mine,  what 
hell  else  were  they  going  to  call  me?' 
a  6-foot-3,  200-pound  Purdue  mechar 
engineering  graduate  who  started  . 
company  sales  representative  24  y 
ago.  As  Nalco's  boss  since  1979,  he  re 
is  running  a  sort  of  super  janitor  ser 
for  industry.  The  company's  more  t 
1,200  salesmen  and  250-man  marke 
staff  are  all  experts  on  the  speci 
chemical  needs  of  a  dozen  different  b 
nesses.  They  analyze  a  customer's  p 
lem,  prescribe  the  solution  drawing  u 
Nalco's  1,500-strong  product  line, 
field  man  then  trains  that  client's 
ployees  to  use  everything  from  corro 
inhibitors,  antifoams  and  defoulant 


If  Nalco  Chemical  could  wash  away  a  trou- 
blesome lawsuit  as  effectively — and  profit- 
ably— as  it  cleans  up  sludge  and  slime,  there 
wouldn't  be  much  that  could  slow  it  down. 

This,  too, 
shall  pass 
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YOU'D  EXPECT  TYPE   LIKE  THIS  FROM 
A   FINE  OFFICE  TYPEWRITER. 
BUT  NOBODY  CAN  TYPE  THIS  FAST. 


If  these  words  you're  reading 
look  like  they  came  off  your 
secretary's  electric 
typewriter,   look  again. 

This  advertisement  was 
"typed"   by  an  electronically- 
driven  character  printer. 

Which  can  hammer  out  letters, 
numbers  and  symbols  faster 
than  you  can  read  them. 

As   if  that  weren't  enough, 
this  printer  can  combine  two 
different  alphabets   in  the 
same  text. 

For  example,  Sie  konnen  das 
deutsche  Alphabet  schreiben, 
mit  GroBbuchstaben ,  Umlauten, 
u . s . w. 

Or,    if  you  want,  Vous  etes  a 
meme  de  prouver  votre 
habilete  en  frangais. 

Or,  you  can  7  J  3  )  z  ft  j  j*  ) 

f  a  n  ;  t  J  H. 

The  character  printer  that 
does  these  fancy   (but  useful) 
tricks   is  the  TwinTrack®. 

It's  made  by  Qume®,  some 
of  the  people  of  ITT. 


And  as  you  can  see   in  the 
photo  below,    it  has  two 
printing  heads. 

One  head  you  can  reserve  for 
English  characters. 

And  by  slipping  a  different 
printwheel   into  the  second 
head,   you  can  add  other 
characters . 

From  chemistry,  electronics, 
or  such: 

«iro{){}J+[y    *''~A0123«»  56789 
£/v"n  +  ±/V»Y*«-<A-+>  =  +  3() 
£rOZ+S£AaT=/l*« 

Ua£iJ><|>e~ATii=t<a)VopY0OT£;x<5xuco<oc 

In  all,   94  different  type 
faces   in  22  languages. 

To  be  sure,   not  everybody 
needs  a  Qume  TwinTrack  that 
can  do  all  these  things. 

But   if  you're   in  inter- 
national business  or  some 
highly  technical  field, 
there's  much  to  be  said  for 
having  two  sets  of 
characters  side  by  side. 

Because  they  can  do  so  many 
jobs  that  otherwise  would 
have  you  beside  yourself. 


The  best  ideas  are  the  ["  ITI 1 1 1 
ideas  that  help  people.  J-  JL-JL 


1980  International  Telephone  and  Telegraph  Corporation.  320  Park  Avenue,  New 
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siudge  handlers,  slimicides  and  dust 
agents.  Many  of  these  chemicals  are  en- 
ergy-saving, too.  There  are  Nalco  prod- 
ucts that  increase  water  recirculation  in 
order  to  capture  heat;  others  promote 
combustion.  On  the  petroleum  side, 
emulsion  breakers  separate  water  from 
oil;  wax  crystal  modifiers  control  muck 
in  the  pipelines. 

Sitting  in  a  wood-paneled  corner  office 
decorated  with  Western  art,  Tex  Collins 
looks  you  straight  in  the  eye  and  confi- 
dently predicts  that  by  the  end  of  the 
Eighties  Nalco  will  be  at  least  $2  billion 
in  volume  and  as  profitable  as  ever.  "The 
company's  potential  is  almost  unlimit- 
ed," he  says.  "The  big  problem  is  to 
spend  too  much  time  running  today's 
business  without  looking  to  take  care  of 
where  we're  going." 

His  main  competitors  in  this  estimat- 
ed $4  billion  market  are  $180  million 
(sales)  Betz,  number  two  in  water  treat- 
ment, and  $187  million  Petrolite,  the 
leader  in  oil-service  chemicals.  Yet  Nalco 
is  growing  faster  than  either.  What  about 
such  giant  producers  of  bulk  chemicals  as 
Du  Pont  and  Dow?  Says  chemical  ana- 
lyst Robert  Hardiman  of  Merrill  Lynch: 
"The  Nalco  people  are  consultants  more 
than  sellers.  It  takes  years  to  build  the 
kind  of  reputation  that  will  make  a  com- 
pany trust  you  with  millions  of  dollars  of 
equipment.  Frankly,  the  big  guys  don't 
want  to  spend  the  time.  But  that's  Nal- 
co's  main  purpose  in  life." 

Collins'  top  priority  now  is  to  expand 
abroad,  where  Nalco's  return  on  equity 
ordinarily  runs  about  30%,  vs.  25%  in  the 
U.S.  Last  year  its  overseas  operations  in 
20  countries  (there  are  also  joint  ventures 
in  another  6)  accounted  for  roughly  a 
third  of  earnings.  The  target  for  1985: 
50%  on  both.  To  that  end,  Nalco  plans  to 
spend  up  to  $100  million,  or  half  its  cap- 
ital program,  over  the  next  five  years, 
building  and  expanding  plants  from  Italy 
to  Brazil  and  even  Singapore.  This  is  on 
top  of  its  just-completed  $165  million 
five-year  program — all  financed  internal- 
ly. (In  1979  cash  flow  came  to  $80.4 
million,  and  even  after  paying  out  a  43% 
dividend  by  year's  end  there  was  still 
$50.5  million  in  cash  on  hand.) 

Nalco  is  shrewd  about  this.  In  1970,  for 
example,  the  Environmental  Protection 
Agency  sounded  the  death  knell  for  its 
alkyl  lead  division,  a  producer  of  anti- 
knock compounds  for  gasoline,  with 
standards  that  are  gradually  phasing  out 
leaded  gas.  Responsible  for  35%  of  in- 
come a  decade  ago,  the  division  has  been 
singing  a  mighty  rewarding  swan  song 
ever  since.  From  1971  to  1975  the  com- 
pany accelerated  its  depreciation  of  the 
antiknock  plant  and  for  the  last  four 
years  has  funded  only  necessary  im- 
provements. Result:  Almost  all  of  the 
$35  million  or  so  alkyl  lead  has  earned 
from  1976  on  went  straight  into  cw 
specialty  chemical  facilities. 


Spending  that  cash  held  down  overall 
earnings  growth,  of  course;  without  alkyl 
lead;  Nalco's  would  have  averaged  18% 
instead  of  15%.  This  year,  with  the  divi- 
sion bringing  in  only  around  6%  of  in- 
come, Nalco  will  be  up  just  10%  or  so,  to 
$3.50  a  share.  But  in  1981,  its  main  busi- 
ness— pushed  by  increased  profits  from 
expanding    overseas  operations — will 


have  more  than  picked  up  the  slack,  I 
earnings  should  hit  $4.10.  At  that  rj 
by  the  time  Collins  steps  down  in  11 
at  the  company's  mandatory  retireml 
age  of  62,  Nalco  may  be  twice  as  prcl 
able  as  when  he  took  over. 

Now  if  only,  as  Tex  Collins  wisll 
that  D3T  business  "would  all  just 
away."  ■ 


It  has  taken  five  years  to  steer  Foremot 
McKesson  out  of  the  doldrums.  Now  Preside? 
Tom  Drohan  must  learn  to  deal  with  succes: 


Wanted— 
shark  repellent 


By  Nick  Galluccio 


The  best  protection  against  a  cor- 
porate raider  is  a  high  stock 
price,"  says  Thomas  E.  Drohan, 
his  ruddy  face  crinkling  into  a  smile.  At 
least  Drohan,  the  52-year-old  president 
and  CEO  of  Foremost-McKesson  ($3.7 
billion  sales),  the  largest  U.S.  distributor 
of  drugs,  liquor  and  chemicals,  hopes 
that  will  work.  In  just  18  months  Fore- 
most's  stock,  which  a  few  years  back  had 
about  as  many  boosters  as  the  Boston 
Strangler,  has  risen  $150  million  to  a 
total  market  value  of  over  $400  million. 
But  in  case  a  corporate  raider  is  lurking 
nearby,  Drohan  laid  an  extra  trap. 

Foremost  stockholders  recently  ap- 
proved a  charter  change  prohibiting  any 
"unsuitable"  party  from  acquiring  over 
10%  of  the  company's  common  stock — 
"unsuitable"  meaning  anyone  the  com- 
pany deems  might  jeopardize  Foremost's 
liquor  or  drug  licenses.  It  was  aimed  at 
corporate  marauder  Victor  Posner,  who 
has  accumulated  9.5%  of  the  common 
and  9.9%  of  convertible  preferred  in  his 
hot  pursuit  of  Foremost  since  1976. 
Posner  once  signed  an  SEC  consent  de- 
cree on  a  charge  of  inflating  earnings  at 
his  Sharon  Steel.  That  might  well  make 
him  "undesirable"  to  Drohan. 

Drohan  has  good  reason  to  want  to 
stay  out  of  the  clutches  of  Posner  or  any 
other  predator.  Foremost-McKesson  is 
just  now  reaping  the  rewards  of  turn- 
around plans  set  in  motion  five  years  ago 
by  Drohan's  predecessor.  For  the  fiscal 
year  ended  Mar.  31,  fully  diluted  share 
earnings  rose  22%,  to  $3.71,  ignoring  the 
temporary  effect  of  a  change  from  FIFO 


W 

te  w  ■* 


Foremost-McKesson  CEO  Thomas  Drohar. 
The  best  defense:  a  high  stock  price 

to  LIFO  inventory  accounting.  In 
June  quarter  income  from  continuing 
erations  was  up  just  3%.  Still,  the  sto 
selling  at  a  recent  29,  held  firm,  e^ 
after  a  group  reportedly  planning 
friendly  $36-per-share  offer  collapsed. 

San  Francisco-based  Foremost  is 
result  of  a  1967  merger  set  up  by  the  1 
Rudolph  (Rudy)  Drews,  combining 
Foremost  Dairies  with  drug  wholesal: 
giant  McKesson  &.  Robbins.  After  1 
merger,  the  freewheeling,  autocra 
Drews  acquired  a  score  of  unrelated  co 
panies  from  sporting  goods  to  candy. 

Like  many  a  go-go  type  in  those  yes 
Drews  proved  better  at  buying  com 
nies  than  running  them.  Foremo; 
earnings  flattened,  and  in  a  wrenchi 
daylong  board  meeting  in  1974  Dre 
was  forced  out  of  his  own  company.  I 
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BARCLAYS  BANK  HELPS  OTIS 
GET  THINGS  MOVING 
ON  HONG  KONG'S  NEW  METRO. 

The  Otis  Elevator  Company  of  United  Technologies  Corporation  has  installed 
its  world  famous  elevators  and  escalators  for  Hong  Kong's  first  'Metro^  the  new 
mass  transit  rail  network  which  carries  500,000  people  each  day  on  this  densely 
populated  island. 

For  this  project,  Barclays  Bank  International  in  New  \brk  and  Hong  Kong 
smoothed  the  way  through  the  problems  of  multi-currency  financing.  We  came 
up  with  an  international  credit  package,  created  specifically  for  Otis,  which 
included  protection  against  currency  fluctuations. 

We  could  offer  this  comprehensive  service  fast  because  we  have  our  own 
people  and  our  own  branches  wherever  they  are  needed  for  international  trade. 
The  Barclays  International  group  is  in  over  75  countries  spanning  five  con- 
tinents. We  are,  for  example,  in  Hamburg,  Sydney,  Tokyo  and  Bahrain.  As  well  as 
in  New  \brk  and  Hong  Kong. 

We  help  most  of  the  world's  successful  international  companies. 
Somewhere  there  is  a  market  where  we  can  help  you. 


Barclays  Bank  has  over  120  branches  in  North  America.  Corporate  enquiries  will  be  welcomed  by: 

Vice  President, Corporate  Business  Development, Barclays  Bank  International,  200  Park  Avenue,  New  York,N.Y  10166. Telephone  (212)  687  8030. 
Senior  Vice  President,  International  Banking,  Barclays  Bank  of  California,  2971  Wilshire  Boulevard,  Los  Angeles,  California,  90010.  Tel.  (213)  385  1501. 
Vice  President,  International  Banking,  Barclays  Bank  of  California,  111  Pine  Street,  San  Francisco,  California  94111.  Telephone  (415)  981  8090. 
Barclays  Canada  Limited, Suite  3505, Commerce  Court  West, Toronto, Ontario  M5L  1G2. Telephone  (416)  862  0594. 

For  asset  based  financial  services  including  factoring  and  leasing  contact: 

Executive  Vice  President,  BarclaysAmerican/Commercial,  201  S.  Tryon  Street,  Charlotte,  North  Carolina  28231.  Telephone  (704)  372  8700. 


In  June  1930,  some  40  oil  and  gas 
companies  merged  to  form  United 
Gas  Corporation,  the  beginning 
of  United  Energy  Resources,  Inc. 

Our  early  pipeliners  were  pio- 
neers in  the  development  of  the  nat- 
ural gas  transmission  industry,  and 
we  still  have  the  same  pioneering 
spirit  today. 

In  1979,  United  s  interstate  and 
intrastate  pipeline  companies,  on  a 
consolidated  basis,  sold  1 .4  trillion 
cubic  feet  of  gas,  a  21%  increase  over 
1978  sales,  and  added  gas  reserves 
of  1.9  trillion  cubic  feet,  or  135%  of 
withdrawals.  This  is  a  significant 
achievement  in  an  era  of  natural 
gas  shortage  which  has  troubled 
the  nation  throughout  the  1970s. 


With  the  same  pioneering  spirit  of 
our  illustrious  heritage,  we're  work- 
ing to  continue  increasing  our  gas 
supplies  and  sales.  Our  1980  capital 
expenditures  budget  of  $380  million 
includes  $260  million  for  projects 
of  our  interstate  and  intrastate  pipe- 
line companies,  and  $102  million 
for  oil  and  gas  exploration,  produc- 
tion and  acreage  acquisition. 


United  Energy  subsidiaries  in- 
clude United  Gas  Pipe  Line  Com- 
pany, United  Texas  Transmission 
Company,  Cotton  Petroleum  Corp- 
oration, United  Energy  Services 
Company,  PetroUnited,  Inc.,  UER 
AG  (formerly  Enertrade  AG),  and 
other  energy  related  companies. 

For  a  copy  of  our  latest  annual 
report,  write  our  Corporate  Head- 
quarters, P.O.  Box  1478,  Houston, 
Texas  77001  or  call 
1  -800-392-8644  (Texas)     I  r^J  J 
or  1  -800-231  -7240  (U.S.A.).''" 

H UNITED  ENERGY 
RESOURCES,  INC. 
Pioneers  in  Energy 


)lacement,  President  William  W. 
jrison,  shaped  the  turnaround  plans 
it  guide  Drohan  and  Chairman  Neil  E. 
rlan  today.  Morison  peeled  off  a  slew 
anemic  subsidiaries,  most  returning 
jder  1%  on  investment,  and  ended 
th  four  major  operating  groups:  drugs 
d  health  care;  wine  and  spirits;  food; 
d  chemicals.  (There  is  also  a  noncon- 
idated  home-building  division.)  In 
'78,  when  Morison  retired,  Drohan 
)k  over  and  continued  the  houseclean- 
5.  As  a  result,  return  on  equity  has  gone 
17%  from  11%  in  1976,  while  debt  is 
wn  from  50%  of  capital  to  38% . 
Drohan's  moves  range  from  the  ordi- 
ry  to  the  ingenious.  He  began  with  the 
linary,  closing  many  small  and  ineffi- 
nt  liquor,  drug  and  chemical  distribu- 
n  warehouses  and  replacing  them 
th  larger  centers.  The  ingenious?  Take 
ig  operations.  Down  to  recent  times  a 
aggist  who  needed  an  order  of,  say, 
jirin  would  phone  a  Foremost  ware- 
use,  where  a  pen  pusher  would  take 
;  order  and  have  it  shipped,  eventually 
)rdering  to  replenish  stock. 
No  longer.  Today  the  druggist  merely 
ives  an  "econoscan"  electronic  wand 
mg  his  shelves.  The  wand  reads  mag- 
tic  codes  on  packages.  The  druggist 
;n  plugs  his  scanning  device  into  a 


ew  corporate  heads  hate  taxes 
I  as  much,  apparently,  as  James  B. 
»  Sherwood,  president  of  Sea  Con- 
ners  Group,  the  world's  largest  lessor 
marine  container  equipment.  While 
\  normal  leasing  company  tax  rate  is 
>und  20%,  Sea  Containers'  tax  bill 
irked  out  to  slightly  less  than  that  rate 
1975 — a  meager  18%.  But  even  that 
)dest  amount  was  not  good  enough  for 
erwood,  so  he  found  a  way  to  prune 
i  Containers'  corporate  tax  rate  fur- 
ir,  to  5.8%  in  1978  and  then,  last  year, 
zero. 

lb  be  sure,  the  scheme  is  not  for  every 
mpany,  but  more  than  a  few  arc  look- 


telephone  and  dials  Foremost's  comput- 
er, which  ships  the  item  and  in  due 
course  reorders  from  the  manufacturer. 

The  scanning  devices,  designed  by 
AzurData,  required  a  $12  million  Fore- 
most capital  outlay.  Of  Foremost's 
15,000  drugstore  customers,  10,000  now 
use  the  system,  compared  with  2,000  in 
1976,  allowing  Foremost  to  dispense 
with  90%  of  its  pen  pushers,  cutting 
expenses  by  a  third.  Drug  profits,  over  a 
third  of  Foremost's  operating  income, 
have  been  rising  at  an  annual  rate  of  over 
30%  for  the  past  four  years.  With  such  a 
foothold  in  the  drugstore — it  supplies 
half  the  items  a  typical  store  carries — 
Foremost  is  expanding  into  distribution 
of  even  higher-margined  items  such  as 
cosmetics,  perfumes,  costume  jewelry 
and  stationery.  Foremost  already  has 
23%  of  the  estimated  $5.7  billion  drug 
distribution  market. 

The  company's  other  bright  spot  is 
processing  and  distribution  of  food — 
from  pasta  to  bottled  water — accounting 
for  31%  of  profits.  Drohan  wants  to 
crown  Foremost  the  nation's  pasta  king. 
The  company  paid  $102  million  in  1976 
for  New  Jersey-based  C.F  Mueller  Co., 
bought  a  Chicago  pastamaker  in  1978 
and  wants  one  on  the  West  Coast. 

His  success  in  the  drug  division  has  led 


ing  at  the  little-known  corporate  struc- 
turing invention  called  "paired  sharing." 

By  almost  any  measure,  Sea  Contain- 
ers has  got  a  booming  business  in  its 
leveraged  container  leasing.  Since  1974 
earnings  have  advanced  at  a  38%  annual 
clip  from  about  $7  million  on  revenues  of 
$41  million  to  almost  $32  million  last 
year  on  revenues  of  $163  million.  Assets 
have  billowed  to  $500  million  from  $137 
million  over  the  same  period.  The  com- 
pany's five-year  return  on  equity:  a  fabu- 
lous 41.6%  annually.  And  that  phenom- 
enal return  on  equity  is  no  accident. 
Since  leasing  rates  must  pay  off  a  con- 
tainer's debt  over  the  first  third  of  its 


bushy-browed  Tom  Drohan  to  try  some 
of  the  same  tricks  in  other  Foremost 
operations,  notably  chemicals,  wine  and 
spirits.  Both  groups  could  use  help.  Profit 
from  wine  and  spirits  (18%  of  Fore- 
most's total)  sagged  10%  last  year,  as  the 
company's  plants  converted  to  metric 
bottling.  While  predicting  a  comeback 
next  year,  Drohan  concedes  that  sales  of 
Scotch  and  bourbon  have  flattened.  But 
sales  of  cordials  (like  amaretto)  and  wine 
have  risen  sharply:  For  example,  Fore- 
most's exclusive  Folonari  line  of  Italian 
wine  sold  1.5  million  cases  last  year,  vs. 
only  40,000  cases  in  1976.  Foremost's 
chemical  group  has  lagged  in  recent 
years,  but  Drohan  believes  the  modern- 
ization and  expansion  of  its  plants  plus 
computerized  warehouses  will  pay  off  in 
the  near  future. 

So,  two  and  a  half  years  after  taking 
charge,  Drohan  has  Foremost  charging 
ahead  in  drugs  and  foods,  two- thirds  of 
its  business.  If  he  has  wine  and  spirits  on 
the  mend,  and  is  right  about  a  postreces- 
sion  turnaround  in  chemicals,  Foremost- 
McKesson  might  end  up  with  more  suit- 
ors than  Victor  Posner.  But  Drohan  is 
concentrating  on  the  devil  he  knows. 
"I've  got  to  be  wary,"  he  says.  "Posner  is 
a  cat  with  nine  lives,  and  I  don't  know 
how  many  he's  got  left."  ■ 


expected  15-year  life,  the  box'  remaining 
10  years  give  a  boost  to  margins. 

Yet,  even  with  this  bounty,  Sea  Con- 
tainers saved  an  estimated  $6.9  million 
in  U.S.  taxes  through  paired  sharing. 

The  trick  is  this:  Sea  Containers  is 
actually  two  separate  companies,  Sea 
Containers  Inc.  (SCI),  based  in  the  U.S., 
and  Sea  Containers  Atlantic  Ltd.,  based 
in  tax-free  Bermuda.  Five  years  ago  At- 
lantic was  a  subsidiary  of  SCI.  But  in 
1976  it  was  spun  off  and  distributed  to 
SCI  shareholders  as  a  dividend,  with  the 
proviso  that  the  two  stocks  trade  as  a 
unit — one  SCI  share  with  one  Atlantic 
share.  To  ensure  this,  the  stocks  were 
actually  printed  back-to-back,  thus  the 
term  stapled  stock. 

What's  all  the  bother  for?  Plenty.  Un- 
der the  old  parent-subsidiary  arrange- 
ment, the  earnings  of  the  Bermuda  sub- 
sidiary, which  became  earnings  of  the 
U.S.  parent,  were  subject  to  U.S.  tax- 
ation. Not  so  now.  Atlantic's  earnings 
remain  independent  of  SCI  and  thus  un- 
taxed in  Bermuda.  The  consequences  of 
this  at  the  bottom  line?  Atlantic's  earn- 
ings are  effectively  doubled. 

But  the  real  benefit  of  the  setup  comes 
from  the  tandem  companies'  close  rela- 
tionship, although  Sherwood  insists 
"there  is  absolutely  no  profit  shifting. 
The  only  link  between  the  two  is  the 
common  shareholders." 

The  company  still  manages  to  get  the 
best  of  both  worlds.  Says  Michael  Car- 
stens,  the  transportation  analyst  at  A.G. 


rhat  does  the  worlds  largest  marine  contain- 
'  equipment  company  have  in  common  with 
ahfornia's  second- largest  racetrack?  An  in- 
mious  device  called  'stapled  stock. " 


Siamese  shares 
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Becker,  "Whatever  moneylosing  oper- 
ations there  are  wind  up  in  the  company 
that  pays  U.S.  taxes;  the  operations  that 
generate  heavy  profits  can  be  found  in 
the  company  that  pays  no  taxes." 

Take,  for  example,  what  happened 
with  Sea  Containers'  largest  single  cus- 
tomer, Austlran  Ltd.,  a  meat  trader  deal- 
ing with  Iran.  In  late  1977  Sea  Contain- 
ers Atlantic  had  $60  million  of  equip- 
ment committed  to  that  one  service. 
Then  things  came  unglued  in  Iran.  Aust- 
lran collapsed,  and  the  Bermuda  com- 
pany lost  $10  million. 

That  was  bad  enough.  Ordinarily  you'd 
take  your  tax  losses  and  be  more  careful 
next  time.  But  with  the  Austlran  busi- 
ness in  the  tax-free  Bermuda  company, 
there  could  have  been  no  writeoffs 
against  U.S.  taxes.  Then  this  year  Sher- 
wood surprised  a  lot  of  people  when  he 
told  shareholders,  "The  brunt  of  the  Ira- 
nian affair  fell  on  Sea  Containers  Inc., 
which  is  why  its  earnings  are  so  sharply 
down.  The  earnings  of  Sea  Containers 
Atlantic  were  up  a  sparkling  77%  in 
1979."  It  should  have  been  the  other  way 
around.  So  what  happened? 

Atlantic  did  what  it  could.  It  sold  the 
Iranian  wreckage  to  the  American  com- 
pany. That  way,  Atlantic  netted  some 
$500,000  in  tax-free  income  from  the 
sale  and  SCI  got  a  hefty  tax  deduction  on 


Sea  Containers'  Shenrood 
Stapling  away  taxes. 


Paired  Shares 


These  five  publicly  traded  U.S.  corporations  sell  as  a  "unit" 
consisting  of  paired  shares,  but  more  companies  are  likely 
to  join  this  select  group  in  the  near  future.  The  stock  of  all 


those  companies  that  have  reorganized  as  paired  units  ha< 
appreciated* — Sea  Containers  Group,  293%  in  four  years  ant 
Santa  Anita  Realty  Enterprises,  34%  in  just  eight  months. 


Unit  (date  of  changeover  to  unit) 


6  months 
prior  to 
change- 
over 


Stock  price 
at  time 

of 
change- 
over 


 %  change  in  price 

6  months 
prior  to 

change-  change- 
over to  over 
change-  date  to 
over  date  present 


Indicated 
dividend 


Current 
yield 


Hotel  Investors  Trust  (6/25/80) 

Hotel  Investors  Trust  (real  estate  investment) 
Hotel  Investors  Corp  (leases  hotels  from  HIT) 

19 

24  Vi 

26% 

29% 

9% 

$2.40 

9.0% 

LE  Myers  Co  Group 1 12/29/77) 

LE  Myers  (construction  services  for  electric 
utilities) 

Myers    International    (electrical  construction 
mainly  in  Saudi  Arabia) 

11% 

8'/2 

14% 

-25 

69 

0.60 

4.2 

Parsons  Corp  (9/19/78) 

Parsons  Corp  (construction  and  engineering  in 
the  US) 

RMP  International  (construction  and  engineering 
outside  the  US) 

13'/4 

18% 

42 '/4 

41 

127 

1.00 

2.4 

Santa  Anita  Realty  Enterprises  ( 1/1/80) 

Santa  Anita  Realty  Enterprises  (owns  racetrack 
and  other  commercial  real  estate  properties,-  50% 
interest  in  the  operation  of  a  shopping  center) 
Santa  Anita  Operating  Co  (operates  track  meets; 
develops  commercial  real  estate  properties) 

143/4 

23  Vi 

31'/2 

59 

34 

2.80 

8.9 

Sea  Containers  Group  (6/18/76) 

Sea  Containers  Inc  (lessor  and  manufacturer  of 
marine  container  equipment;  develops  property! 
Sea  Containers  Atlantic  Ltd  (operates  in  jurisdic- 
tions generally  not  subject  to  income  taxes) 

45/8 

6% 

27 

49 

293 

0.42 

1.6 
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LIFE  IS  FILLED 

wrm 

COMPROMISES. 
A  $30.000 CAR 
SHOULDN'T  BE. 


In  these  times  of  performance- 
sapping  anti-pollution  laws,  fuel 
requirements  and  safety  regula- 
tions, it  is  becoming  increasingly 
difficult  to  build  cars  that  are 
still  worth  driving. 

Certain  observers,  given  to 
dark  prophecies,  have  even 
gone  so  far  as  to  predict  a  gen- 
eration of  fatally  uninspired, 
irrevocably  compromised  auto- 
mobiles. 

Expensive  luxury  sedans  that, 
m  the  somewhat  colorful  prose 
of  Car  and  Driver  magazine, 
"...  ride  like  pillows  when  you 
cruise  them  and  squeal  like  pigs 
when  you  push  them  " 

A  dour  prediction  indeed.  But 
fortunately  one  that  does  not 
take  into  consideration  the  inven- 
tive genius  and  the  obsessive 
determination  of  the  engineers 
at  BMW  in  Munich,  Germany  to 
build  extraordinary  automobiles. 

Against  all  odds,  the  BMW 
733i  not  only  meets  the  critical 


demands  of  society,  it  does  so 
without  ever  once  violating  our 
conviction  that  extraordinary 
performance  is  the  only  rational 
justification  for  owning  an  ex- 
pensive car. 

PERFORMANCE  AND 
EFFICIENCY  CAN  COEXIST 

UNDER  THE  SAME  HOOD. 

In  a  very  real  sense,  the  BMW 
733i  is  a  seemingly  incongruous 
combination  of  qualities  many 
automakers  insist  are  mutually 
exclusive. 

While  the  733i  is  the  largest 
BMW  sedan,  its  size  in  no  way 
hampers  its  uncanny  agility,  its 
responsiveness  to  the  driver,  or 
its  singular  capacity  for  remov- 
ing the  drama  from  even  the 
most  hair-raising  road  conditions. 

Indeed,  its  suspension  sys- 
tem—independent on  all  four 
wheels— has  been  described  by 
Car  and  Driver  magazine  as 
"...the  single  most  significant 
breakthrough  in  front  suspen- 


sion design  in  this  decade" 

Press  the  accelerator  and  the 
733i's  fuel-injected,  3.2-liter, 
overhead  cam  engine  responds 
m  a  manner  that  would  be  exhil- 
arating—even  by  pre-pollution 
control  standards. 

Yet,  the  733i  (with  standard 
transmission)  delivers  [16]  EPA 
estimated  mpg,  23  estimated 
highway  mileage  and,  based  on 
these  figures,  an  estimated  mpg 
range  of  |360lmiles  and  a  high- 
way range  of  518  miles. 

(Naturally,  our  fuel  efficiency 
figures  are  for  comparison  pur- 
poses only.  Your  actual  mileage 
and  range  may  vary,  depend- 
ing on  speed,  weather  and 
trip  length.  Your  actual  highway 
mileage  and  highway  range  will 
most  likely  be  lower.) 

And,  when  you  slide  behind 
the  wheel  of  the  BMW  7331,  you 
will  notice  an  object  just  to  your 
right  that  should  give  you  con- 
siderable insight  into  the  some- 


what divergent  philosophy  of 
BMW.  It's  called  a  manual  trans- 
mission. 

Unaccountably,  the  733i  is 
the  only  "luxury  sport  sedan"  in 
its  price  class  to  provide  one  as 
standard  equipment.  (Automatic 
is,  of  course,  available.) 
LUXURY  NEEDN'T  BE 
SYNONYMOUS  WITH 
SUPERFLUOUS. 

It's  difficult  to  imagine  an 
appointment,  a  convenience  or 
an  accessory  that  has  been 
omitted  in  the  BMW  733i. 

AM  /  FM  stereo  cassette,  elec- 
tric sunroof,  electric  windows, 
electric  rearview  mirror— even  a 
central-locking  system  that  locks 
all  four  doors,  the  trunk  lid  and 
the  gas  door  with  the  turn  of  a 
single  key— are  all  standard 
equipment. 

Yet,  all  facets  have  been  bio- 
mechamcally  engineered  to 
the  nth  degree  to  help  eliminate 
driver  fatigue. 

Its  seats  are  anatomically 
shaped  buckets,  covered  in  wide 
rolls  of  supple  leather.  Its  front 
seats  are  so  thoroughly  adjust- 
able that  it  is  all  but  impossible 
not  to  f  ind  a  comfortable  driving 
position. 

All  vital  controls  are  within 
easy  reach.  The  tachometer, 
speedometer  and  ancillary  in- 
struments are  large,  well- 
marked  and  totally  visible— set  in 
a  dashboard  that  sweeps  out  to 
meet  the  driver. 

"If  you've  driven  any  BMW  in 
the  last  ten  model  years,"  writes 
one  automotive  journalist,  "lean 
back,  close  your  eyes  and  imag- 
ine that  car  honed  and  polished 
to  the  limit  of  human  finesse. 
That  would  be  the  733i..." 

If  you  find  the  notion  of  own- 
ing such  a  car  more  man  a  little 
intriguing,  we  sug- 
gest you  phone  your, 
nearest  BMW  deal- 
er and  arrange  a 
thorough  test  drive. 
THE  ULTIMATE  DRIVING  MACHINE. 

BMW.  MUNICH, GERMANY 
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Austlran's  losses.  As  a  result  of  all  this 
maneuvering,  Sherwood  notes  the  com- 
pany as  a  whole  had  a  tax  credit  of  $4.2 
million  last  year,  as  well  as  some  nice 
tax-loss  carryforwards. 

So  far,  at  least  four  other  publicly 
traded  U.S.  companies  (see  table,  p.  60) 
have  made  the  switch:  Chicago's  L.E. 
Myers  Co.  Group,  the  nation's  largest 
builder  of  electrical  distribution  sys- 
tems, went  paired  in  1977;  California- 
based  Parsons  Corp.,  the  holding  com- 
pany for  Ralph  M.  Parsons  Corp.,  a  ma- 
jor U.S.  engineering  firm,  stapled  its 
stock  in  1978;  and  this  year,  both  Santa 
Anita  Consolidated  Inc.,  the  California 
racetrack,  and  Hotel  Investors  Trust  of 
Chevy  Chase,  Md.  have  done  so.  Myers 
and  Parsons  used  the  offshore  pairing 
route,  but  that  isn't  the  only  way  to  do 
it.  Hotel  Investors  and  Santa  Anita,  in 
different  ways,  both  used  REITs. 

Here's  how  it  worked  in  Santa  Anita's 
case.  In  January  the  racetrack  formed  a 
new  Delaware-chartered  REIT,  Santa 
Anita  Realty  Enterprises,  and  merged  the 
old  company  into  it.  The  new  parent  will 
own  most  of  the  real  estate  of  the  old 
company,  as  well  as  a  separate  subsidiary 
to  operate  the  racetrack  (turning  over  to 
the  parent  1.5%  of  the  handle — currently 
about  $356  million  a  year)  and  to  conduct 
commercial  real  estate  development.  Be- 
cause REITs  flow  through  95%  of  their 
earnings  to  shareholders,  they  are  not 


subject  to  corporate  income  tax.  In  addi- 
tion, says  Santa  Anita  President  and 
CEO  Royce  B.  McKinley,  "because  it 
owns  an  operating  company,  the  REIT 
can  technically  hold  on  to  equity — some- 
thing a  REIT  standing  alone  cannot  do 
because  of  the  95%  rule." 

If  it  works  with  racetracks,  would  it 
work  with  sports  teams  that  own  their 
own  stadiums,  amusement-park  compa- 


Says  Michael  Carstens,  the 
transportation  analyst  at  A.G. 
Becker,  "Whatever  moneylos- 
ing  operations  there  are  wind 
up  in  the  company  that  pays 
U.S.  taxes;  the  ones  that  gen- 
erate heavy  profits  can  be 
found  in  the  company  that 
pays  no  taxes." 


nies — in  fact,  any  company  with  large 
real  estate  holdings?  Maybe.  But  before 
you  rush  down  the  paired-shares  road, 
consider  some  of  the  drawbacks.  First,  if 
you  go  the  offshore  route  like  Sea  Con- 
tainers, you  have  to  start  off  with  a  rela- 
tively asset-small  offshore  company  and 
build  it  up.  For  example,  if  CTI  Interna- 
tional, Sea  Containers'  main  competitor, 
decided  to  staple  its  stock,  it  would  in 
effect  have  to  sell  whatever  assets  it 
wished  to  transfer  to  the  tax  haven,  then 


pay  a  sizable  tax  on  the  profits  from 
sale.  Quite  a  deterrent. 

Too,  unless  your  company  is  in 
shipping  industry,  which  by  internal 
al  agreement  is  taxed  only  in  its 
country,  you'd  have  to  set  up  in  a  cou 
with  a  tax  rate  lower  than  the  U.S.'  ( 
the  offshore  route.  Otherwise,  you  rr 
as  well  leave  things  as  they  are  and 
foreign  tax  credits  against  your  U.Si 
liabilities. 

But  the  biggest  imponderable  is 
Internal  Revenue  Service — especial 
the  movement  grows.  After  all,  Sea  < 
tainers'  earnings  for  1980  are  project! 
$50  million,  56%  higher  than  1979': 
which  it  could  pay  less  than  10°/ 
taxes.  Not  surprisingly,  analysts 
Stanley  Goldring  of  Advest  Inc.  are 
ommending  the  stock,  now  selling 
price/earnings  ratio  of  7.  Santa  An 
McKinley  says  he  and  Frank  A.  Klep 
of  Blyth  Eastman  Paine  Webber, 
helped  McKinley  structure  his  deal 
now  consulting  with  several  other  c 
panies  on  the  pros  and  cons  of  pi 
shares. 

Officially,  the  IRS  is  "scrutinizing' 
matter.  Unofficially,  it  fears  the  pros 
of  hauling  a  losing  case  into  court; 
would  only  serve  to  spread  the  word, 
says  one  Treasury  official:  "It's  abus 
goes  against  the  intent  of  the  law, 
maybe  that  shouldn't  be  happening. 
IRS  will  take  steps,  if  it  can."  ■ 


"That s  a  Butler  building! 

Butler-made  the  system  that  Yet,  it  will  also  give  you  all 

made  this  plant  possible.  the  important  time  and  money 

And  Butler  systems  can  make      savings  of  systems  construction. 

To  learn  more  about 
energy-saving  Butler  buildings, 
call  the  local  independent 
contractor  who  can  build  one 
for  you.  See  "Butler  Mfg.  Co. 


the  building  you  want  possible. 

They  offer  total  design 
flexibility.  So  a  Butler  building 
can  be  as  tasteful  and  dramatic 
as  any  building;  1 


Builder"  in  the  White  Pages. 
Or  write  Butler  Mfg.  Co., 
Dept.  B-397,  BMA  Tower, 
Kansas  City,  Mo.  64141. 


01309 


^BUTLER^ 


WHY  MORE  SMART  PEOPLE  LIVE  HERE 
THAN  ANYWHERE  ELSE  IN  AMERICA. 


Youd  never  guess  it  was  there.  But,  quietly  hidden 
in  the  countryside, there  is  avast  scientific  complex. 
Where  28  leading  companies  maintain  manufacturing, 
research  and  development  facilities. 

The  park  and  neighboring  major  universities  have 
attracted  more  PhDs  per  capita  to  the  Raleigh-Durham- 
Chapel  Hill  area  than  anywhere  in  the  country. 

But  this  is  North  Carolina.Where  smart  people  are 
working  for  smart  companies  all  over  the  state. 

Half  of  Fortunes  500  have  operations  here.They 
were  wise  to  see  this  is  a  lucrative  place  to  do  business. 

Labor  is  abundant.  More  of  our  labor  force  works 
in  manufacturing  than  any  other  state  in  the  southeast. 
They  have  the  skills  high  technology  demands. 

Because  respect  for  the  work  ethic  is  so  strong,our 
work  stoppage  rate  is  one  of  the 
lowest  in  the  nation. 

Living  here  is  a  pleasure.  In 
fact,  people  who  transfer  here 
seldom  want  to  leave. 

We'd  like  your  company  to 
learn  more  about  the  state  where 
smart  people  live. 

Just  call  919'733"4151.0r  simply  return  the  coupon. 
Doing  so  will  be  a  certain  sign  of  your  intelligence. 


Tell  rrie  again  why  more  smart  people 
live  in NorthCarolina. 


NAME  TITLE 


i  i  i\IPA\ ) 


ADDRESS 


CITY  STATE  ZIP 

NORTH  CAROLINA 

NorthCarolina  Department  of  Commerce 
Industrial  Development  Division.Suite  N°  170  *> 
430N.Salisbury  Street  Raleigh,NC2761 1 


Introducing  the  1980 
Fraudmobile. 

Among  the  1.1  million  cars  stolen  last  year  was  a  growing  fleet 
of  Fraudmobiles... vehicles  like  the  one  you  see  above. 

Some  car  owners,  you  see,  keep  pace  with  inflation  by  having 
their  cars  dismantled  in  whole  or  part.  Then  they  hide  the  remains, 


coDect  the  claims... and  do  a  reassembly. 

Others  solve  the  energy  crisis  by  hiring  a  "torch"  to  roast 
their  gas-guzzler  and  then  put  in  for  a  total  loss. 

These  are  only  two  ways  owners  pocket  millions  annually  in 
illicit  payments  and  drive  up  auto  rates  for  everybody.1 

Is  anyone  out  there  tempted  to  join  them?  /Etna  Life  & 
Casualty  offers  a  few  words  of  warning. 

We're  participating  with  other  insurers  in  the  National  Auto- 
mobile Theft  Bureau,  whose  central  computer  doggedly  sniffs  out 
Fraudmobile  traffic. 

Over  the  past  two  years,  we've  devoted  ourselves  to  seminars 
which  help  John  Law  pinpoint  Fraudmobile  owners.2 

And  along  with  using  "fraud  profiles,"3  we're  offering  cash 
rewards  to  our  37,000  employees  for  information  leading  to  the 
recovery  of  stolen  vehicles. 

More  can  be  done.  It  should  be.  It  will  be!4  Because  neither 
you  nor  #£tna  wants  to  see  a  day  when  insuring  your  car  might 
cost  more  than  paying  for  it. 

Etna 

wants  insurance  to  be  affordable 


1  Another  popular  technique 
i  the  "paper"  car— a  phantom 
utomobile  registered  and  in- 
ured solely  to  be  reported  stolen, 
len  collected  on.  Thanks  to  such 
lethods,  auto  theft  in  general  is 
ccelerating  at  over  10%  a  year, 
nd  cost  Americans  $2  billion 
lus  in  1979. 


2 /Etna  participated  in  the 
1978  National  Workshop  on 
Auto-Theft  Prevention  and  was  a 
primary  sponsor  of  last  year's 
Connecticut  Auto-Theft  Reduc- 
tion Seminar. 

3  A  "fraud  profile"  asks  such 
questions  as:  Was  the  theft  re- 
ported within  60  days  of  the 


insurance  policy's  effective  date? 
Or  was  it  not  reported  to  the 
police  — a  basic  policy  violation? 
Was  the  car  recovered  burned, 
and  hence  of  no  value  except  to 
support  a  claim?  Can  the  claim- 
ant produce  no  ownership  title  at 
all?  The  more  suspicious  an- 
swers, the  higher  the  red  flag  gets 


hoisted. 

4 /Etna  supports  standardiz- 
ing title  procedures  and  effective 
disposition  of  vehicle  identifica- 
tion numbers  at  the  wrecking 
yard.  This  would  put  the  brakes 
on  "paper"  car  theft  by  giving 
every  legitimate  vehicle  its  own 
"birth"  and  "death"  certificates. 


LIFE  &  CASUALTY 


itna  Life  &  Casualty, 
31  Farmington  Avenue, 
lartford,  CT  06156 


A  simple  change  to  depreciation  accounting 
may  do  wonders  for  railroad  earnings. 


A  shot  in  the  arm 
for  railroads? 


Numbers  Game 


Back  in  1924  the  Interstate  Com- 
merce Commission  asked  itself  a 
sensible  question:  Should  it  allow 
railroads  to  depreciate  some  track  main- 
tenance costs  rather  than  requiring  them 
to  expense  such  costs  in  the  year  in- 
curred? After  all,  tracks  and  ties  last  20  to 
30  years.  In  any  other  business,  some- 
thing that  lasts  that  long  is  usually  treat- 
ed as  a  capital  expenditure  and  depreciat- 
ed over  its  useful  life. 

Well,  after  56  years  of  cogitation,  agita- 
tion and  procrastination,  the  ICC  is  fi- 
nally ready  to  answer  that  question. 
Some  time  in  the  next  12  months  the 
commission  is  expected  to  announce 
that  railroads  can  capitalize  some  track 
costs  and  then  depreciate  them. 

This  is  no  trifling  matter.  About  one- 
third  of  the  $2.8  billion  in  railroad  capital 
spending  in  1978  went  to  track — most  of 
which  was  maintenance  costs.  If  that 
were  all  depreciated  over,  say,  30  years 
on  a  straight-line  basis,  the  charge  to 
railroad  earnings  in  the  first  year  would 
sink  from  close  to  $1  billion  to  just  $33 
million.  Since  reported  results  would 
have  to  be  adjusted  retroactively  on  a  pro 
forma  basis,  railroads  that  have  been 
spending  steadily  would  show  a  far 
smaller  gain  than  those  that  have  been 
increasing  spending  lately.  Railroads  that 


have  been  unable  to  afford  steady  main- 
tenance would  show  immediate  and  dra- 
matic paper  earnings  gains. 

But  wait.  The  railroad  trade  associ- 
ation figures  it  will  cost  maybe  $300 
million  just  to  switch  over  to  the  new 
accounting  system.  Since  the  combined 
net  income  of  the  industry  amounted  to 
only  $845  million  last  year,  that's  going 
to  be  a  strain.  Higher  noncash  earnings 
mean  higher  taxes — a  cash  item.  With 
most  of  the  railroads  so  strapped  finan- 
cially that  they've  had  to  postpone 
around  $10  billion  in  overdue  mainte- 
nance of  roadbeds,  the  mere  thought  of 
higher  taxes  sounds  like  a  cruel  joke. 

So  cruel  a  joke  that  Congress  has  even 
been  considering  a  bill  that  would  freeze 
the  way  industry  taxes  are  calculated. 
Now  that  would  help  the  hard-pressed 
industry.  Add  in  another  bill  that  would 
require  less  advance  notice  from  rail- 
roads wishing  to  abandon  unproductive 
lines,  permit  more  flexible  rate  setting, 
and  you  may  have  the  makings  of  a  rail- 
road capital-spending  boom  of  signifi- 
cant proportions.  Without  extra  taxes 
hurting  cash  flow,  a  restatement  of  the 
balance  sheet  items  may  enable  rails  to 
finance  more  spending  on  track. 

Will  the  railroads  actually  use  their 
higher  reported  earnings  to  increase 
maintenance  spending?  Nearly  half  a 
dozen  roads  have  already  switched  over 
to  depreciation  accounting,  most  having 


The  depreciation  bonus 


How  would  the  earnings  of  five  major  railroads  be  affected  if  the  ICC  were  to 
permit  capitalization  of  certain  track  expenditures?  Assuming  that  the  rail- 
roads use  straight-line  depreciation  and  continue  with  their  recent  historical 
level  of  spending  on  track,  the  gains  might  look  something  like  this. 


Estimated 

Adjusted 

1979 

1980 

1980 

% 

Recent 

EPS 

EPS 

EPS 

increase 

price 

Burlington  Northern  jD) 

$  5.50 

S  4.75 

$  6.05-$  6.85 

40-45% 

40'/4 

Chessie  System  (DJ 

5.92 

5.75 

6.75-  7.15 

18-25 

37'/s 

Norfolk  &  Western  (D) 

5.90 

6.15-  6.25 

4-  5 

405/8 

Santa  Fe  Industries  (D) 

8.50 

8.92-  9.35 

5-10 

58'/2 

Southern  Railway 

10.75 

13.22-  13.43 

23-25 

72% 

D:  Fully  diluted. 

Source:  Robert  D.  Long,  First  Boston  Corp 


persuaded  the  government  that  thl 
very  survival  depended  on  it.  Mini 
Central  Gulf  made  the  switch  in  19'l 
adding  $7  million  to  net  earnings  of  S 
million.  The  change  has  enabled  ICGl 
spend  perhaps  $250  million  more  I 
track  than  it  otherwise  could,  accord:! 
to  Glenn  Konker,  ICG's  senior  v| 
president  and  chief  financial  officer.  I 
cause  of  the  change,  ICG  received  mJ 
federal  funds  earmarked  for  track  re  I 
bilitation  under  the  "4R  Act." 

Right  now,  there  is  a  standoff  in  I 
industry  on  the  issue.  The  profitable  r; 
roads  are  righteously  opposed  to  deprc 
ation  accounting.  "Depreciation 
counting  does  not  provide  the  financ 
statement  reader  with  a  true  understai 
ing  of  what  is  really  happening  in  l 
company  economically,"  says  Frank  B 
gar,  vice  president  and  controller  of  1 
Santa  Fe.  An  ailing  railroad  will  men 
look  more  profitable.  They  also  fear  tl 
higher  reported  earnings  will  put  a  ct 
ing  on  rate  increases. 

Wall  Street  is  cautiously  bullish,  ho 
ever,  about  the  proposed  account] 
change.  Some  worry  that  income  of  co 
hard  cash,  the  lifeblood  of  the  railroa 
won't  increase  one  dollar  when  t 
change  takes  place,  and  fear  there  will 
less  of  that  cash  for  investment.  "Stoc 
holders  may  want  to  see  the  divide 
payout  increased,"  First  Boston's  rail  i 
alyst  Robert  D.  Long  notes,  "if  report 
earnings  increase  significantly  as  a  res' 
of  the  change."  But,  he  admits,  there  j 
advantages.  All  the  railroads  would 
reporting  on  a  basis  comparable  to  otl 
industries  for  the  first  time.  And  r 
management  wouldn't  have  the  opti 
of  manipulating  earnings  by  beefing 
or  slimming  down  capital  spending 
track  in  a  given  year. 

Arthur  Andersen  partner  Donald  Kai 
who  has  spent  much  of  his  career  lobl 
ing  for  railroad  depreciation  accountii 
has  another  criticism.  "This  is  a  step 
the  right  direction,"  he  says,  "but  1 
need  to  go  the  whole  way.  Put  the  cost 
inflation  in  the  body  of  the  statemen 
not  just  the  footnotes,  so  the  bottom  li 
reflects  the  economic  facts."  If  a  ne 
crosstie  costs  $29  today,  it  will  cost 
most  $200  by  the  year  2000  if  we  conti 
ue  to  have  inflation  of  10%  a  year, 
raising  depreciation  charges  to  refle 
the  current  expensed  inflation  co 
Kane's  method  would  reduce  report 
earnings  for  railroads  and  thus  provi 
the  more  meaningful  financial  inforrr 
tion  the  Santa  Fe  is  worried  about. 

The  ICC  is  thinking  about  it.  But  D 
Kane  shouldn't  hold  his  breath.  Beti 
the  bird  in  hand  with  some  kind  of  c 
preciation  accounting,  which  might 
suit  in  increased  capital  spending  a: 
steadier  maintenance  of  track,  than  t\ 
in  the  bush  with  inflation  accountir 
which  could  take  the  ICC  another 
years  to  decide  on.— Gerald  Odening 
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Transway  has 
made  a 
commitment  to 
innovation  and 
leadership  in  each 
of  these  areas  of 
transportation  and 
distribution, 

That's  A  Sound 
Concept  To  Invest  In 


Freight  Forwarding         Marine  Transportation     Trailer  Manufacturing       Liquefied  Petroleum  Gas 


Please  write  for  our  1979  Annual  Report.  Learn  about  our  investment  in  the  future  and  how  it  has 
helped  us  become  a  corporation  with  $884  million  in  revenue  and  $332  million  in  total  assets. 


i  nrawvuni 

Transway  International  Corporation 

747  Third  Avenue 
New  York,  New  York  10017 


1980  Annual  Mutual  Fund  Survey 


Why  is  this  man 

smiling? 
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Performance  good,  sales  lousy, "  Forbes  reported  a  year  ago  in  its 
inual  survey  of  mutual  fund  performance.  Since  then  performance 
is  gotten  even  better  and,  after  a  decade-long  spell  of  indifference,  if 
)t  something  like  hostility,  investors  seem  to  be  noticing. 

ih,  r«.ni  v  them,  than  Howard  Stein  devised  a  clone  for  his  Liquid  Assets 

Fund,  dubbed  it  Liquid  Assets  II  and,  despite  the  lower  yield 

ini  3/u.c3jviai>  wuKin  ma  uRAw  Liiii  piuvc  mat  uicic  caused  by  the  reserve  requirement,  kept  taking  in  new  cash. 

ML     were  worse  things  to  have  done  with  money  than  With  the  lifting  of  the  Fed's  constraints  in  July,  shareholders  in 

JJA    putting  it  into  mutual  fund  shares,  even  in  the  Liquid  Assets  II  had  their  money  switched  into  the  original, 

toughest  of  times  the  stock  market  saw  in  the  The  money  market  funds  as  a  group  had  $76  billion  in  assets  as 

I  Seventies.  The  folks  whn  huv  mmmnn  stnr.k  mntn-  of  June  30,  compared  with  $26  billion  the  year  before. 


ny  salesman  worth  his  draw  can  prove  that  there 
were  worse  things  to  have  done  with  money  than 
putting  it  into  mutual  fund  shares,  even  in  the 
toughest  of  times  the  stock  market  saw  in  the 
Seventies.  The  folks  who  buy  common  stock  mutu- 
unds,  though,  have  been  acting  otherwise  for  a  very  long 
e.  Rarely  in  the  past  ten  years,  as  the  monthly  figures 
eared,  did  the  money  coming  in  from  the  sale  of  new  shares 
eed  the  money  being  pulled  out  through  the  redemption  of 
shares.  In  1979  alone  redemptions  of  stock  funds  exceeded 
;s  by  more  than  $2.6  billion. 

ivestor  sentiment  has  been  changing  fast.  In  April  the  sale 
nutual  fund  shares  {not  counting  the  money  market  funds) 
ed  past  $  1  billion  for  the  first  time  in  history.  May  was  even 
ter  (nearly  $1.2  billion)  and  June  better  still  ($1.8  billion), 
lemptions,  meanwhile,  were  still  high,  but  clearly  on  a 
teau  (see  chart).  As  a  result,  mutual  funds  have  lately  been 
ing  in  new  money  at  a  rate  not  seen  since  their  palmiest 
s  in  the  late  1960s — $248  million  in  net  new  money  in 


Nor  were  money  market  funds  the  only  phenomenon.  Only 
yesterday,  it  seems,  scarcely  anyone  had  heard  of  mutual  funds 
specializing  mshort-term  municipals.  In  June  of  this  year  alone, 
investors  bought  almost  a  billion  dollars  of  the  stuff— $854 
million,  to  be  precise.  The  problem  they  were  designed^  meet 
was  formidable — how  to  protect  investors  who  like  the  idea  of 
tax-free  bond  interest  but  who  have  no  stomach  for  the  recent 
ups  and  downs  of  the  bond  market.  The  simple  solution — 
invest  shareholders'  money  in  tax-free  issues  with  short  matu- 
rities. For  example,  Boston-based  Fidelity  Tax-Exempt  Money 
Market  Trust's  bond  portfolio  had  average  maturities  of  106 
days  early  in  August.  The  yield  was  just  4.19%  at  a  time  when 
conventional  tax-exempt  bond  funds  were  yielding  7%  to  8%. 
Nevertheless,  it  offered  far  greater  protection  of  principal  and, 


74=100 


Equity  Mutual  Funds 


:e:  Figures  are  for  6/30  oj  each  year. 
ices:  Upper  Analytical  Services; 
eau  of  Labor  Statistics 


Performance  and  payoff 

Stock  funds  have  recovered  handsomely 
from  their  1974  recession  low,  outpacing 
even  the  cost  of  living  index,  and  sales  of 
new  shares  have  clearly  turned  up.  Re- 
demptions of  old  shares,  while  still  high, 
seem  to  be  slowing  a  bit. 


$  Billions 
4- 


Sales — year  ending  6/30 


Redemptions — year  ending  6/30 


'76 


'77 


"8 


Note:  Figures  are  for  equity  funds  only. 
Source:  Investment  Company  Institute 


ril,  $523  million  in  May,  nearly  $1  billion  in  June, 
or  people  in  the  business  long  enough  to  remember  the 
>d  old  days,  there  was  even  some  cheer  in  the  sales  record  of 
ck  funds,  the  funds  that  hemorrhaged  most  in  the  past  ten 
rs.  For  the  first  six  months  of  1980,  their  sales  soared  tcr 
3  billion,  the  highest  level  since  1971,  50%  higher  than  in 
first  half  of  1979.  Given  the  performance  of  many  stock 
ds  since  the  recession  lows  of  the  mid-1970s,  it  was  possi- 
for  people  in  the  business  to  believe  that  cause  and  effect 
3  at  work  here.  Says  Howard  Stein,  chairman  of  The  Drey- 
Corp.,  the  biggest  family  of  funds  in  the  business,  with  $12 
ion  in  assets  under  its  management:  "People  are  finally 
lizing  that  common  stocks  do  work  for  them." 
t  may  be  a  bit  too  soon  to  bet  on  that.  Thanks  largely  to  the 
tual  fund  industry's  own  inventiveness,  investors  have 
n  able  to  see  that  other  kinds  of  fund  shares  can  work  for 
m,  too.  The  phenomenal  popularity  of  money  market 
ids,  for  example,  continues  almost  unabated.  No  sooner  did 
Federal  Reserve  impose  a  15%  reserve  requirement  on  new 
ets  in  March,  seeking  to  end  the  torrent  of  cash  flowing  into 


to  a  high-bracket  taxpayer,  a  yield  equivalent  to  that  offered  by 
the  money  market  funds.  Within  six  months  of  its  being  set 
up,  Fidelity  Tax-Exempt  Money  Market  Trust  had  over  $400 
million  in  its  care.  Pittsburgh-based  Federated  Tax-Free  Trust, 
set  up  in  March  1979,  managed  $647  million. 

The  ability  to  keep  coming  up  with  new  solutions  to  new 
problems  has  given  the  mutual  fund  business  a  shape  that  no 
one  could  have  foreseen  a  generation  ago.  In  1956,  in  its  first 
annual  survey  of  the  field,  Forbes  rounded  up  the  performance 
of  some  183  funds  with  assets  totaling  $8.5  billion.  Around 
61%  of  the  money  was  in  common  stock  funds.  In  the  tables 
beginning  on  page  75  of  this  issue  the  performance  of  652 
funds,  with  total  assets  of  $120  billion,  is  measured.  Stock 
funds  have  just  28%  of  the  assets.  Nearly  half  (49% )  of  the  total 
is  now  parked  in  the  money  market  funds. 

Few  would  argue  that  money  market  funds  are  the  best  place 
for  capital  over  the  long  haul.  When  yields  were  peaking  earlier 
this  year,  so  was  the  inflation  rate.  Even  the  best-managed 
money  market  funds  could  do  no  more  than  keep  their  inves- 
tors a  point  or  two  ahead. 
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Great  news!  These  high  yielding  Fidelity  money  market 
funds  are  accepting  new  accounts. 


TWO 

WAITS. 


FDIT  for  $10,000 
or  more. 

1.  High  daily  income. 

2.  No  minimum  invest- 
ment period. 

3.  No  interest  penalties 
for  early  withdrawal . 

4.  Free  check  redemp- 
tion of  $500  or 
more. 

5.  $500  or  more  additional  investment 

6.  Free  reinvestment  of  income. 


il 


Fidelity  Cash  Reserves, 
for  as  little  as  $1,000. 

1.  High  current  money 
;    market  yields. 
]  2.  No  minimum  invest- 
i    ment  period, 
i  3.  No  interest  penalties 
for  early  withdrawal . 
4.  Immediate  liquidity 
through  convenient  check  redemption. 

5.  $250  or  more  additional  investment, 

6.  Free  reinvestment  of  income. 


r3r 


FIDELITY"  fl-TIDELmrl 


DAILY  INCOME  TRUST 
ACCOUNTS  OF  $10,000  OR  MORE. 


P.O  Box832.  Dept.  JB090180C 

82  Devonshire  St,  Boston.  Mass.  02103 

For  more  complete  information, 
including  management  fees  and 
expenses,  please  ivrite  or  call  for  a 
prospectus.  Read  it  carefully  before 
you  invest  or  send  money. 


CASH  RESERVES 

ACCOUNTS  OF  $1,000  OR  MORE. 


P.O.  Box 832.  Dept.  JB090180C 

82  Devonshire  St..  Boston,  Mass.  02103 


For  more  complete  information, 
...  .  __  _||  including  management  fees  and 
CALL  FREE  ||  expenses,  please  write  or  call  for  a 
(800)      \  prospectus.  Read  it  carefully  before 
225-6190  %  y°u  invest  or  send  money. 

In  Mass.  Call  Collect  ij 
(617)  523-1919  'J 

1 


Name 


Address 


 «... 

City  State         Zip  Mm 

Retirement  Plan  Information  J  Keogh      403  B 

5"  Fidelity 
■  Group 

Over  $9  billion  of  assets  under  management. 


Name 


Address 


City 


State  Zip 


Retirement  Plan  Inlormation:  □  Keogh  □  IRA  □  403B 

Fidelity 
■  Group 

Over  $9  billion  of  assets  under  management. 
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Chairman  Howard  stem  of  Dreyfus  Cor} 
No  need  for  brooding  overmuch. 

Nor  is  there  much  of  a  case  that 
exempt  bond  funds,  however  shor 
long  the  maturities,  will  provide  a  gr 
ful  way  to  grow  old.  Ex  nuclear  holoca 
there  will  still  be  a  case  to  be  mads 
stocks.  The  fact  that  many  thousanc 
investors  now  have  gotten  their  first 
perience  with  mutual  funds  thrc 
money  market  and  tax-exempt  shar 
and  have  lived  to  tell  about  it — is  a 
the  good  as  far  as  some  fund  execut 
are  concerned.  "All  kinds  of  people 
never  had  more  than  a  bank  account 
into  money  market  funds,"  notes 
head  of  one  large  fund.  "Now,  the 
beginning  to  look  around  and  say, 
else  can  I  do  with  the  money?'  " 

The  story  that  fund  salesmen  hav 
tell  sounds  better  now  than  it  ha: 
years.  Since  the  1974  recession  lows, 
common  stock  fund  average  has  r 
115%,  twice  the  gain  of  the  Dow  Jc 
industrial  average,  more  than  one-t 
better  than  the  broader  Standard 
Poor's  500  index  and  almost  double 
rise  in  the  Consumer  Price  Index  (66' 

How  well  the  funds  will  be  able 
motivate  distributors  and  their  s 
forces  to  spread  the  good  word  is  ano1 
matter.  Just  about  gone — and  good 
dance — are  some  of  the  more  powe 
motivators  of  the  1950s  and  1960s, 
front-end  load,  ten-year  contractual  p 
for  example.  If  a  plan  committed  a  sr 
investor  to  pay  in,  say,  $50  a  month 
ten  years,  the  total  commission  (typii 
ly  8.5%)  would  come  to  $510  of 
$6,000  to  be  invested.  The  beauty  pai 
the  front-end  load  was  that  the  salesr 
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mas  Mclnerney  of  E  E  Hutton 
i  right  time  for  "aggressive"  effort. 

ild  get  40%  of  his  total  commission  in 

first  year.  Of  the  first  $600,  the  sales- 
n  would  get  $224  and  the  remaining 
'6  would  start  working  for  the  inves- 

The  justification  for  the  front-end 
d  was  that  it  was  a  splendid  "disci- 
le"  encouraging  the  investor  to  com- 
te  his  ten-year  plan.  In  their  eagerness 

push  contractuals,  salesmen  were 
)wn  to  sign  up  even  elderly  people 
ose  chances  of  living  that  long  were 
;ht.  Such  incentives  are  gone,  as  are 
ny  of  the  men  who  once  enjoyed  them, 
vdding  to  the  stock  funds'  sales  prob- 
is,  of  course,  is  the  thriving  presence 
the  no-loads,  offering  all  the  classic 
tues  of  a  mutual  fund  investment — 
ersification  of  risk,  professional  man- 
ment,  convenience — without  the 
charge.  Performance?  Year  after 
.r,  the  Forbes  survey  has  found  no 
is  for  thinking  load  funds  do  better 
n  no-loads,  or  vice  versa.  This  year  as 
t,  one-third  of  the  funds  that  made 
■ibes'  honor  roll  (see  p  72)  were  no- 
ds. Once  not  much  more  than  a  trace 
ment  in  the  business,  the  no-loads 
iV  have  about  25%  of  all  stock  fund 
ets  and,  significantly,  they  accounted 

a  large  portion — some  43% — of  all 
ck  fund  sales  in  recent  months,  with- 
:  the  aid  of  salesmen  and  brokers  push- 
;  their  wares  on  commission, 
t  will  be  interesting  to  see  how  all  this 
rks  out  for  the  stock  funds — with  scars 
:he  mauling  that  investors  took  in  the 
d-Seventies  fading,  a  good  perfor- 
nce  story  to  tell  and  inflation  still  the 
ident  investor's  greatest  enemy. 


Earn  GNMA  high  yields 
with 

U.S.  Government  guarantees. 

With  the  Vanguard  GNMA  Portfolio,  you  get  monthly  dividends  from  a 
fully-managed  mutual  fund  of  currently  high-yielding  Government 
National  Mortgage  Association  ("Ginnie  Mae")  Certificates.  These  unique 
mortgage-backed  securities  are  guaranteed  as  to  the  timely  payments  of 
principal  and  interest  by  the  full  faith  and  credit  of  the  U.S.  Government. 

Individuals,  trustees  and  fiduciaries  will  find  the  high  yield,  safety,  and 
convenience  of  the  GNMA  Portfolio  appropriate  for  their  income  needs. 

As  part  of  the  Vanguard  Fixed  Income  Securities  Fund,  the  GNMA  Portfolio 
offers  you: 

•  High  Yields,  historically  above  high-grade  corporate  bonds  and  other 
U.S.  Government  and  Agency  bonds. 

•  No  withdrawal  interest  penalty— prompt  liquidity  of  your  money. 

•  No  sales  commission  to  invest  or  redeem.* 

•  Minimum  investment  only  $3000. 

For  more  facts  and  a  Prospectus,  mail  coupon  or  call  toll-free  today. 
■"Redemptions  are  made  at  the  then  current  share  price. 

GNMA  PORTFOLIO  

FIXED  INCOME  SECURITIES  FUND 

Drummer's  Lane,  Valley  Forge,  PA  19482 
/  would  like  more  complete 

information  including  advisory  Name  

fees,  distribution  charges,  and 

other  expenses.  Please  send  me  Address  

a  Prospectus  so  I  may  read  it 
carefully  before  I  invest  or  send 
money. 


Vanguard 


City 


State 


_Zip_ 


CALL  TOLL  FREE:  (800)  523-7910 

In  Pennsylvania  (800)  362-7688 

pTHEVtinguaitl  groupof 


A  MEMBER  OF 


4-FORN-850 
INVESTMENT  COMPANIES 


The  only  tax-free  fund  with 
TWO  short-term  Portfolios. 


fy^JT^.  A  MONEY  MARKET  PORTFOLIO  with  a  constant 
V-Jlll  $1.00  share  price  and  average  maturity  of  120  days  or 

less.  Designed  for  institutions,  fiduciaries,  and  high  tax-bracket  in- 
vestors who  seek  a  stable  asset  value  with  their  tax-free  income. 

rpi»7|-k  A  SHORT-TERM  PORTFOLIO  designed  for  inves- 
l  WUi  tors  seeking  a  higher  tax-free  yield  than  the  Money 
Market  Portfolio  offers  and  a  share  price  that,  while  not  constant,  has  a 
2'/2  year  record  of  high  capital  stability  (no  other  short-term  tax-free 
fund  has  such  a  history).  Current  average  maturity  is  less  than  1  year. 

Both  Vanguard  tax-free*  Portfolios  provide  daily  liquidity,  free 
Checkwriting,  low  operating  costs.  There's  no  sales  charge  when  you 
invest;  no  fee  or  penalties  when  you  withdraw  your  money  at  the  then 
current  share  price. 

Minimum  initial  investment  only  $3000  per  Portfolio. 

*  Although  income  is  100%  free  from  Federal  Income  tax,  it  may  be  subject  to 
some  state  and  local  taxes. 


Vanguard 


/  would  like  more  complete  In- 
formation including  advisory 
fees,  distribution  charges,  and 
other  expenses.  Please  send  me 
a  Prospectus  so  I  may  read  it 
carefully  before  I  invest  or  send 
money. 


MUNICIPAL  BOND  FUND" 
Drummer's  Lane,  Valley  Forge,  PA  19482 

Name  

Address 


City 


State 


Zip 


CALL  TOL  L-FREE:  (800)  523-7910 

In  Pennsylvania  (800)  362-7688  30A-FORN.205 
A  MEMBER  OF  THEVknguard  GROUPOF  INVESTMENT  COMPANIES 

Over  50  Years  of  Service  to  Investors  •  Over  $2.5  Billion  in  Assets  / 
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1980  Honor  Roll 


The  19  funds  listed  below  are  the  cream  of  the  crop  when  it  comes  to  consistently 
superior  performance.  Regular  followers  of  our  honor  roll  will  find  many  familiar  names. 


Making  this  year's  honor  roll  was  as  difficult  as  1-2-3.  A 
fund  must  have: 

1)  achieved  an  average  annual  total  return  of  at  least  8% 
over  the  period  from  Nov.  29,  1968  to  June  30,  1980.  Funds 
that  were  not  available  to  the  public  for  the  entire  period 
and  funds  that  did  not  have  total  assets  of  at  least  $2 
million  over  the  period  were  not  eligible. 


2)  been  among  the  top  50%  of  all  stock  or  balanced  funds 
for  both  up  markets  and  down  markets.  In  other  words,  it 
must  be  rated  at  least  B  for  up  markets  and  C  for  down. 

3)  been  in  the  first  quartile  of  stock  or  balanced  funds  for 
either  up  or  down  markets.  That  is,  it  must  be  rated  at 
least  A  for  up  markets  or  B  for  down. 

Forbes'  rating  system  is  explained  on  page  74. 


Average 

annual 

 Ratings  

total 

Total 

up  down 

return 

assets 

Name 

Type 

markets  markets 

1968-80 

(mil) 

Diversified  stock  funds 

AMCAP  Fund  (2)  • 
Charter  Fund  (3)  • 
Founders  Special  Fund  (3)  • 
General  American  Investors  (3)  • 
Guardian  Mutual  Fund  (5)  • 
Madison  Fund  (2) 
Mathers  Fund  (3)  • 
Mutual  Shares  (5)  • 
Niagara  Share  Corp  (3) 
Over-The-Counter  Securities  Fund  (1) 
Petroleum  &  Resources  Corp  (4) 
Philadelphia  Fund  (2)  • 
Pioneer  Fund  (6) 

20th  Century  Select  Investors  (3)  • 
Weingarten  Equity  Fund  (1) 


load 
load 
no-load 
closed-end 

no-load 
closed-end 
no-load 
no-load 
closed-end 

load 
closed-end 
load 
load 
no-load 
no-load 


A+ 

A+ 

A 

A+ 

B 

B 

A+ 
B 
A 
B 

A+ 

A 

B 

A 

A+ 


A 

A 

C 

B 

B 

C 

A 

C 

A+ 

B 

C 

B 

A 

C 


8.4% 
12.2 
10.7 

8.1 

8.6 

9.3 

9.5 
12.1 

8.5 
12.0 
13.1 

8.1 

8.7 
11.0 

8.7 


$132.9 
25.3 
18.7 
162.5 
151.0 
547.1 
159.8 
108.7 
149.9 
36.2 
244.8 
99.5 
800.1 
7.6 
30.4 


Balanced  fund 

Kemper  Total  Return  Fund  (6)  • 

load 

A+ 

C 

9.1 

55.6 

Funds  for  investing  abroad 

ASA  Limited  (2) 

closed-end 

B 

A+ 

22.8 

649.0 

International  Investors  (1) 

load 

B 

A+ 

21.0 

247.3 

Templeton  Growth  Fund  (7)  • 

load 

A 

A+ 

18.9 

415.0 

Note:  Number  in  brackets  is  number  of  times  on  honor  roll. 

•  On  1979  list. 

Cautious  about  the  outlook  for  stock  funds  is  A.  Michael 
Lipper,  president  of  Lipper  Analytical  Distributors,  Inc.,  which 
tracks  mutual  fund  performance.  "No-load  sales  depend  on  a 
literate  population,"  Lipper  points  out,  with  no  wish  to  sound 
cynical,  "and  I  don't  see  enough  peddlers  to  start  the  flow  of  big 
money  again." 

Decidedly  optimistic,  in  contrast,  is  Thomas  Mclnerney,  the 
indomitably  cheerful  vice  president  of  mutual  fund  sales  at  E.F. 
Hutton.  Mclnerney  says  his  sales  force  of  3,500  in  235  offices 
in  the  U.S.  and  14  abroad  has  been  "aggressively"  selling  fund 
shares  for  around  two  years.  He  is  convinced  that  his  timing  is 
right.  A  special  E.F.  Hutton  study  of  investors,  he  says,  showed 
that  83%  of  the  firm's  money  market  customers  were  new  to 
the  firm  and  that  almost  75%  of  the  money  leaving  money 
market  funds  was  winding  up  in  other  Hutton  products,  in- 
cluding stock  funds.  Other  stockbrokers  are  showing  revived 
interest  in  pushing  them,  including  Bache,  Paine  Webber  and, 
needless  to  say,  Merrill  Lynch,  which  once  upon  a  time  flatly 
refused  to  handle  them. 

The  fund  managers  pretty  well  know  who  the  people  are 
who  have  been  cashing  in  old  shares  to  the  tune  of  $700 
million  or  so  per  month.  Some  are  people  who  were  planning 
for  retirement  and  had  been  putting  by  just  for  this  purpose 


now.  Others  bought  high  years  ago,  refused  to  take  their  loss 
when  net  asset  values  per  share  went  to  hell  and,  now  tr 
values  are  climbing  back  to  what  they  paid,  can't  wait  to  £ 
their  money  out  and  kiss  it. 

But  the  managers  do  not  seem  too  sure — apart  from  the  go 
that  exposure  to  the  money  market  funds  seems  to  be  doi 
them — who  their  best  new  prospects  might  be  and  how  th 
might  best  be  reached  at  -a  sensible  price.  Chances  are  tr 
they  will  resolve  their  doubts  by  trying  everything  they  c 
think  of.  Not  for  Howard  Stein,  for  example,  is  it  necessary 
brood  overmuch  about  what  the  no-loads  might  do  to  him.  T 
Dreyfus  family  now  includes  both  load  funds  (its  big  comm 
stock  fund,  the  Dreyfus  Fund,  and  the  Dreyfus  Leverage  Fur 
and  no-loads  (among  them  Liquid  Assets,  Number  Nine  a 
Third  Century).  There  was  a  time  when  that  would  have  be 
as  impossible  to  imagine  as  thinking  of  cattle  ranchers  a: 
sheepherders  in  the  same  family. 

There  are  funds  now,  it  would  seem,  for  every  conceivat 
taste  and  need.  After  24  years  of  measuring  the  industry's  u 
and  downs,  Forbes  has  no  reason  to  doubt  that  mutual  fun 
make  sense  for  investors  who  lack  the  time  and  the  infonr 
tion  to  make  their  own  investment  decisions.  What  funds 
particular?  That  is  the  purpose  of  the  tables  that  follow.  ■ 
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THE 
TEMPLETON 

RECORD 

TEMPLETON  GROWTH  FUND,  LTD. 


Total  value 
ot  investment  fcQCQ  A  AO 
April  30,  1980  O^,0Of 4**Z, 


$200,000 


$43,731 

Value  ot  shares 
acquired  through 
reinvestment  ot 
dividend  income 


$53,697 

Value  of  shares 
accepted  as 
capital  gains 
distributions 


$171,014 

Value  of 
original  shares 


Cos!  of  investment 
November  29.  1954 

$10,000 

Initial  net 
asset  value 

$9,150 

Years 


*  Assuming  income  dividends  reinvested  and 
capital  gams  distribution  accepted  in  shares 

i  i  i  i 


April  30.  1955  56   57   58  59  60   61    62  63  64   65   66   67  68    69  70  71   72    73    74   75  76  77  78   79  80 


This  chart  covers  the  period  from  November  29,  1954 
(inception)  to  April  30,  1980.  The  results  shown  should  not  be 
considered  as  a  representation  of  the  dividend  income  or 
capital  gain  or  loss  which  may  be  realized  from  an  investment 
made  in  the  Fund  today. 


Templeton  Growth  Fund,  Ltd.  was  incorporated  in 
Canada  on  September  1,  1954  and  commenced 
operations  November  29,  1954.  Dividends  from 
investment  income  were  paid  commencing  in  1964 
and  distributions  of  capital  gains  were  paid 
commencing  in  1972.  Priortothose years netincome 
and  realized  capital  gains  were  retained  by  the 
Fund.  Income  dividends  and  capital  gains  distribu- 
tions are  shown  in  the  chart  as  reinvested  at  net 
asset  value  in  accordance  with  the  reinvestment 
policy  described  in  the  current  prospectus. 

Initial  net  asset  value  is  the  amount  received  by 
the  Fund  after  deducting  the  maximum  sales 
commission  of  81/2%.  The  actual  sales  commission 
on  an  investment  of  $10,000  is  73A%  as  described  in 
the  prospectus.  No  adjustment  has  been  made  for 
any  income  taxes  payable  by  shareholders.  The 
total  amount  of  capital  gains  distributions  accepted 
in  shares  was  $28,234;  the  total  amount  of  dividends 
reinvested  was  $17,310. 


Send  no  money.  For  a  prospectus  and  more 
complete  information  about  Templeton 
Growth  Fund,  including  charges  and  ex- 
penses, contact  your  investment  dealer  or 
return  this  coupon  to 

Securities  Fund  Investors,  Inc. 

P.O.  Box  3942,  St.  Petersburg,  FL  33731 


Name 


Address 


City 


State 


Zip 


The  Ups . . .  the  Downs 


Fund  Ratings 


How  Forbes  rates  the  funds 


What  the  ratings  mean 

Forbes  rates  mutual  funds  on  the  basis  of  their  perfor- 
mance in  each  of  three  rising  markets  and  three  declining 
markets.  To  get  a  high  score,  a  fund  must  perform  consis- 
tently well  in  all  three  up  or  down  periods. 

Adjustments  in  the  calculations  prevent  an  exceptional 
performance  (good  or  bad)  in  any  one  period  from  having 
an  undue  influence  on  a  fund's  average  performance — 
calculated  separately  for  up  markets  and  down  markets. 
For  up  markets,  the  12.5%  of  all  funds  with  the  highest 
adjusted  averages  are  initially  awarded  an  A+  rating,  the 
next  12.5%  get  an  A,  the  next  25%  B,  the  following  25%  C 
and  the  lowest  quartile  D.  For  down  markets,  the  ratings 
range  from  A  to  F,  with  an  occasional  A+  awarded  for 
outstanding  performance.  In  both  up-market  and  down- 
market ratings,  downward  adiustments  are  made  to  the 
initial  grades  where  performance  in  the  most  recent  of  the 
three  periods  has  been  substantially  below  the  average  of 
all  three.  Thus  the  breakdown  of  final  grades  is  skewed 
somewhat  from  the  distribution  described. 
Explanation  of  column  headings 

The  performance  ratings  are  based  on  the  following  up 
markets  and  down  markets: 


Up  markets:  L    vn  markets: 

May  26,  1970  to  Jan.  1 1,  1973  Nov.  29,  1968  to  May  26,  1970 
Oct.  3,  1974  to  Sept.  21,  1976  Jan  1 1, 1973  to  Oct.  3, 1974 

Mar.  6, 1978  to  June  30,  1980  Sept.  21,  1976  to  Mar.  6,  1978 


In  the  Investment  Results  section,  the  average  annual 
total  return  covers  the  period  Nov.  29,  1968  to  June  30, 
1980;  the  latest  12  months  is  the  period  from  June  29,  1979 
to  June  30,  1980. 

In  determining  performance  ratings  and  the  latest  12 , 
months'  return  from  capital  growth,  capital  gains  distribu- 1 
tions  have  been  reinvested  but  income  dividends  have  not. 
The  average  annual  total  return  for  1968-80  reflects  rein- 
vestment of  all  distributions.  Results  are  based  on  initial 
investments  at  net  asset  value  and  do  not  allow  for  sales 
charges.  Returns  reported  for  closed-end  investment  com- 
panies may  differ  from  those  actually  experienced  by  in- 
vestors because  such  funds  are  not  purchased  (or  sold)  at 
net  asset  value  but  at  a  market  price  that  may  represent  a 
premium  over  or  discount  from  net  asset  value.  The  premi- 
um or  discount  as  of  June  30,  1980  is  reported  in  a  separate 
column. 

Return  from  income  dividends  is  based  on  the  June  30, 
1980  net  asset  value  and  the  income  payout  for  the  preced- 
ing 12  months.  For  closed-end  investment  companies, 
market  price  is  used  instead  of  net  asset  value. 

Annual  expenses  include  management  fees  and  operat- 
ing expenses  as  a  percentage  of  average  net  assets. 
Forbes  fund  averages 

The  Forbes  Stock  Fund  Average  and  the  Forbes  Balanced 
Fund  Average  represent  the  performance  of  a  select  group 
of  the  largest  funds  in  each  category.  They  may  not  be 
representative  of  the  average  for  all  funds  in  their  respec- 
tive groups. 
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I  1980  Fund  Ratings 


Performance 

j  tarings  Investment  Results 

Latest  12  Months  Total  Assets 


Average 

Annual 

Return 

Return 

% 

In 

In 

Total 

from 

from 

6/30/80 

Change 

Maximum 

Annual 

UP 

DOWN 

Return 

Capital 

Income 

In 

1980  vs. 

Sales 

Expenses 

arkets 

Markets 

1968-80 

Growth 

Dividends 

Millions 

1979 

Charge 

Per  $100 

Standard  &  Poor's  500  Stock  Average 

4.5% 

ll.0% 

5.2% 

C 

D 

FORBES  Stock  Fund  Average 

3.5% 

ll.8% 

4.2% 

STOCK  FUNDS  (LOAD) 

C 

D 

Affiliated  Fund 

6.4% 

13.8% 

5.7% 

$1,570.9 

5.7 

7.25% 

$0.41 

A+ 

B 

AMCAP  Fund 

8.4 

29.3 

2.4 

132.9 

79.1 

8.50 

0.89 

•L> 

•A 

American  Birthright  Trust 

33.6 

none 

76.1 

75.1 

8.50 

1.50 

B 

F 

American  General  Enterprise  Fund 

1.3 

46.1 

0.9 

500.5 

215.2 

8.50 

0.99 

•A 

•c 

American  General  Venture  Fund 

 * 

23.6 

3.9 

19.8 

30.3 

8.50 

1.10 

C 

A 

American  Growth  Fund 

7.5 

29.9 

3.9 

22.3 

26.7 

7.25 

1.47 

C 

B 

American  Insurance  &  Industrial  Fund 

8.7 

11.6 

6.0 

14.3 

10.0 

8.50 

1.00 

L) 

•D 

American  Leaders  Fund 

o  n 

5.1 

A  "7  C\ 

47.9 

n  l 

/■  c  n 

1.36 

c 

B 

American  Mutual  Fund 

7.6 

10.7 

4.8 

389.2 

13.3 

8.50 

0.57 

B 

c 

American  National  Growth  Fund 

6.4 

10.3 

4.6 

40.8 

27.5 

8.50 

0.84 

D 

F 

Anchor  Growth  Fund 

-2.0 

9.6 

3.1 

129.5 

-9.8 

8.50 

0.72 

D 

C 

Axe-Houghton  Stock  Fund 

2.8 

21.0 

2.3 

74.3 

11.4 

8.50 

0.93 

D 
D 

•D 

DLL  I  j  row  tn  Fund 

* 

y.o 

l.O 

in  4 

1U.4 

a.A 

».5U 

n  no 

u.yy 

D 

•B 

BLC  Income  Fund 

 * 

2.8 

6.1 

12.4 

4.2 

8.50 

0.98 

c 

F 

Boston  Mutual  Fund 

0.3 

3.9 

3.7 

4.0 

2.6 

8.50 

1.00 

C 

C 

Broad  Street  Investing  Corp 

6.5 

10.4 

5.2 

322.0 

1.2 

7.25 

0.51 

B 

D 

Brown  Fund 

3.1 

25.1 

1.7 

3.4 

3.0 

7.25 

1.46 

r\ 

L> 

Bullock  Fund 

C  0 

o.x 

IOC 
12.3 

4.Z 

13  3  1 

loo.  1 

T  3 

—L.6 

o.bu 

n  70 

c 

D 

The  Cardinal  Fund 

3.2 

9.1 

3.9 

12.9 

3.2 

8.50 

0.99 

B 

D 

Century  Shares  Trust 

5.3 

2.6 

4.6 

64.9 

-6.2 

7.25 

0.60 

B 

F 

CG  Fund 

4.0 

14.0 

3.6 

118.2 

0.2 

7.50 

0.71 

A+ 

A 

Charter  Fund 

12.2 

32.6 

'2.7 

25.3 

43.8 

8.50 

1.43 

A 

A 

r 

Chase  Frontier  Capital  Fund  of  Boston 

— Z.o 

oU.z 

1  r 

1.3 

1  T  O 

iz.y 

1.0 

o  cn 

1  AO 

1 .40 

c 

F 

The  Chase  Fund  of  Boston 

-2.9 

13.0 

4.4 

23.1 

-11.5 

8.50 

0.97 

A+ 

•F 

Chase  Special  Fund  of  Boston 

36.3 

1.2 

11.2 

14.3 

8.50 

1.46 

B 

C 

Chemical  Fund 

4.8 

16.3 

3.0 

860.4 

12.4 

8.50 

0.66 

B 

F 

Colonial  Growth  Shares 

0.9 

25.4 

2.4 

60.3 

8.8 

8.50 

1.14 

C 

F 

Common  Stock  Fund  State  Bond  &  Mortgage  Co 

1.7 

15.1 

2.5 

32.1 

-1.5 

8.50 

1.24 

D 

D 

Commonwealth  Fund  Indenture  Trust  Plans  A  &  B 

o  n 
Z.U 

1  A 

14.6 

O  1 

8.1 

1  A  O 
11). O 

-7  7 

—f.7 

"7  cn 
/.5(J 

n  a  ci 
(J. 49 

D 

c 

Commonwealth  Fund  Indenture  of  Trust  Plan  C 

3.5 

10.0 

7.5 

35.2 

0.0 

7.50 

0.75 

D 

D 

Composite  Fund 

2.5 

14.4 

3.5 

21.4 

-5.3 

7.00 

0.95 

A 

B 

Comstock  Fund 

7.9 

26.8 

3.9 

128.5 

21.6 

8.50 

0.91 

C 

C 

Corporate  Leaders  Tr  Fund  Certificates,  Series  "B" 

5.6 

14.5 

6.1 

46.3 

6.4 

t 

0.13 

C 

D 

Country  Capital  Growth  Fund' 

1.7 

11.8 

3.1 

40.4 

2.8 

7.50 

0.84 

D 

C 

Decatur  Income  Fund 

7.4 

13.7 

5.5 

290.7 

17.5 

s  so 

0.79 

C 

D 

Delaware  Fund 

4.1 

13.7 

4.3 

237.3 

-6.2 

8.50 

0.80 

c 

D 

Delta  Trend  Fund 

-1.3 

20.4 

1.8 

8.1 

2.5 

8.50 

1.60 

D 

C 

Diversified  Fund  of  State  Bond  and  Mtge  Co 

5.1 

11.6 

4.2 

6.3 

8.6 

8.50 

1.08 

D 

D 

Dividend  Shares 

4.2 

4.4 

5.2 

247.5 

-4.2 

8.50 

0.79 

C 

C 

The  Dreyfus  Fund 

4.6 

16.4 

4.0 

1,512.2 

4.6 

8.50 

0.80 

B 

•C 

The  Dreyfus  Leverage  Fund 

 * 

26.4 

2.6 

316.3 

16.1 

8.50 

1.00 

Eaton  &  Howard  Funds 

A+ 

F 

Growth 

1.4 

26.9 

1.0 

30.0 

7.5 

7.25 

1.03 

C 

F 

Special 

-2.9 

14.2 

1.5 

15.0 

-4.5 

7.25 

1.30 

D 

F 

Stock 

0.2 

13.4 

3.9 

77.5 

-4.1 

7.25 

0.72 

B 

F 

Fairfield  Fund 

0.0 

22.6 

3.2 

24.0 

-0.8 

8.50 

1.14 

•B 

•B 

Fidelity  Destiny  Fund 

 * 

9.9 

3.2 

157.5 

29.4 

i 

0.80 

B 

•F 

First  Investors  Discovery  Fund 

-4.5 

2.1 

4.2 

-12.5 

8.50 

1.50 

D 

C 

First  Investors  Fund 

2.4 

-6.8 

10.3 

12.2 

-18.1 

8.50 

1.17 

A 

F 

First  Investors  Fund  for  Growth 

1.5 

22.1 

2.1 

60.1 

3.1 

8.50 

1.02 

D 

B 

First  Investors  Option  Fund 

2.2 

9.5 

5.6 

41.5 

418.8 

7.25 

1.37 

D 

C 

Founders  Mutual  Fund 

3.2 

6.0 

4.8 

126.4 

-4.9 

8.50 

0.51 

•  Fund  rated  for  two  periods  only;  maximum  allowable  rating  A.  *  Fund  not  in  operation  for  full  period,  t  Fund  not  currently  selling  new  shares;  existing 
shares  traded  over-the-counter,    t  Available  only  through  contractual  plan.    '  Formerly  Country  Capital  Investment  Fund. 
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At  Grumman,  we're 
developing  and  marketing 
products  that  help  American; 
use  the  energy  that  is  all 
around  us. 

HOT  WATER  FROM  THE  SUN. 

AN  IDEA  WHOSE  TIME  HAS  COME. 

Forty  years  ago,  thousan 
of  Florida  homes  and  busi- 
nesses used  simple  solar  col- 
lectors to  heat  water.  Today, 
Grumman  is  selling  far  more 
reliable  solar  systems.  And 


mJfW     g  energy.  A  second  ger 


SEA 


mericans  from  the  Frost  Belt 
j  the  Sun  Belt  are  rediscovering 
le  energy  and  cost  benefits  of 
irnessing  heat  from  the  sun. 

If  just  10%  of  the  homes  in 
merica  were  equipped  with 
rumman  Sunstream™ 
Dlar  Hot  Water  Systems, 
inual  energy  savings  would  be 
le  equivalent  of  500  million 
illons  of  fuel  oil. 

ECTRICITY  FROM  THE  WIND, 
j  IDEA  WHOSE  TIME  IS  NEAR. 

Wind  power  is  free,  clean, 
exhaustible,  and  another 
'actical  alternate  source  of 


generation 
windmill,  developed  by 
Grumman  Energy  Systems 
for  the  Department  of  Energy, 
delivers  18  kilowatts  of  elec- 
tricity in  a  28  mph  wind.  With 
the  cost  of  electricity  continuing 
to  skyrocket,  mass  production  of 
the  Grumman  wind  system  could 
provide  one  practical  energy 
„      option  for  the  near  future. 

FUSION  FROM  THE  SEA. 

AN  IDEA  WHOSE  TIME  WILL  COME. 

Looking  further  into  the 
future,  Grumman  is  helping  to 
develop  magnetic  fusion.  This 
safe,  clean  source  of  electric 
power  derives  its  fuel  from  a 
low  cost,  abundant  commodity- 


Sea  water.  This  safe,  non- 
polluting  technology 
may  well  provide 
much  of  the  world's 
electricity  in  the 
21st  century. 

These  are  just  a  few  of  our 
ideas  that  can  help  America 
become  less  dependent  on 
foreign  oil.  For  more  information 
on  Grumman's  present  and 
future  participation  in 
energy  markets,  write:  Grumman 
Corporation,  Dept.  GCP, 
Bethpage,  New  York  11714. 


50  years 


Will  the  working  mother  cause 
the  demise  of  the  American  family? 


Today,  38%  of  America's  preschool  children  have 
mothers  who  work.  Ten  years  from  now,  it'll  be  45%. 

Will  the  children  suffer?  Will  the  family?  A  recent 
study  says  "no."  And  that's  good  news.  Because  often, 
the  working  mother  is  not  simply  a  breadwinner.  She's 
providing  extra  income  for  better  housing,  vacations, 
and  college  for  the  kids  while  continuing  her  career. 

At  USLIFE  Corporation,  we  take  special  note  of  this 
trend.  Because  protecting  the  stand- 
ard of  living  and  the  future  of 
families  has  made  USLIFE  one  of  the 
biggest  life  insurers  in  America — 

in  just  13  vears.  We  also  provide  ,  . 

families  across  America  with  con        ||T8  IS  3  family  311 3\Y 


•c^iai  i  iuic  ui  ii  us  ponuy  irorii  uoli 
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sumer  credit,  savings  plans,  and  title  insurance.  In  fact, 
with  ten  life  insurance  and  ten  other  financial  services 
companies  in  our  organization,  you  might  say  USLIFE 
is  a  family,  too.  A  family  of  companies. 

It's  the  family  that  can  insure  the  strength  of  yourfamil\ 
And  if  there's  a  working  mother  in  it,  why  not  protect  the 
better  life  she's  helping  to  provide  with  a  life  insurance 
policy  from  USLIFE.  Just  look  for  the  USLIFE  company 
where  you  live.  And  if  the  mother  in 
your  family  doesn't  get  a  paycheck, 
well... maybe  the  one  job  she  has  is 
all  she  really  needs  right  now. 


USUFE  CORPORATION 

125  Maiden  Lane.  New  York,  NY  10038 


OUR  FAMILY  OF  COMPANIES 

The  United  Stales  Life  Insurance  Company  •  USLIFE  Life  Insurance  Company  of  California  •  USLIFE  Credit  Life  •  Great  National  Life  •  Old  Line  Life  -  All  American  Life  •  General  United  Life  • 
Lincoln  Liberty  Life -Sooner  Life -Security  of  America  Life  •  USLIFE  Advisers,  Inc  •  USLIFE  Credit  Corporation  -USLIFE  Equity  Sales-  USLIFE  Financial  and  Insurance  Services  -USLIFE  Realty  • 
USLIFE  Real  Estate  Services  •  USLIFE. Savings  and  Loan  Association  •  USL  :FE  Systems  •  USLIFETitle  Insurance  Company/Dallas  •  USLIFE  Title  Insurance  Company/New  York 
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'erformance 

eatings 

Divestment  Results 

Latest  12  Months 

Total  Assets 

Average 

Annual 

Return 

Return 

% 

In 

In 

Total 

from 

from 

6/30/80 

Change 

Maximum 

Annual 

UP  DOWN 

Return 

Capital 

Income 

In 

1980  vs. 

Sales 

Expenses 

ukets  Markets 

1968-80 

Growth 

Dividends 

Millions 

1979 

Charge 

Per  $100 

Standard  &  Poor's  500  Stock  Average 

4.5% 

11.0% 

5.2% 

C 

D 

FORBES  Stock  Fund  Average 

3.5% 

11.8% 

4.2% 

STOCK  FUNDS  (LOAD) 

Franklin  Custodian  Funds 

A 

F 

Dynatech  Series 

-0.4% 

19.4% 

1.5% 

$  11.3 

11.9 

7.25% 

$1.21 

C 

D 

Growth  Series 

1.4 

0.8 

1.6 

7.4 

-17.8 

7.25 

1.10 

D 

B 

Utilities  Series 

1.4 

-3.0 

8.4 

10.6 

-1.9 

7.25 

1.20 

D 

B 

Freedom  Fund 

3.9 

5.4 

5.9 

13.4 

-13.0 

8.50 

1.28 

D 

D 

Fund  of  America 

1.1 

26.8 

4.0 

85.5 

92.6 

8.50 

0.96 

A+ 

•D 

Fund  of  the  Southwest 

 * 

34.1 

2.5 

2.4 

14.3 

7.50 

1.00 

D 

D 

Fundamental  Investors 

1.4 

6.6 

4.8 

364.7 

-11.9 

8.50 

0.64 

C 

B 

Growth  Fund  of  America 

3.4 

24.4 

1.2 

87.9 

21.8 

8.50 

0.89 

D 

F 

Hamilton  Funds 

1.8 

6.4 

4.6 

266.8 

-12.0 

8.50 

0.94 

B 

•F 

Hamilton  Growth  Fund 

— * 

26.6 

3.7 

25.3 

2.9 

8.50 

1.50 

B 

F 

John  Hancock  Growth  Fund 

-0.2 

28.8 

1.2 

29.8 

10.4 

8.00 

1.12 

•B 

•D 

IDS  Growth  Fund 

 * 

37.7 

1.6 

134.3 

56.5 

8.00 

0.62 

A 

F 

IDS  New  Dimensions  Fund 

3.3 

27.5 

2.5 

167.1 

1.8 

8.00 

0.67 

B 

•F 

IDS  Progressive  Fund 

 ♦ 

9.2 

2.9 

98.1 

-17.2 

8.00 

0.80 

B 

D 

Independence  Fund 

0.2 

20.4 

3.8 

12.8 

-2.3 

8.50 

1.38 

C 

D 

Industries  Trend  Fund 

1.1 

5.1 

6.1 

42.0 

-11.0 

2.50 

1.02 

C 

C 

The  Investment  Co  of  America 

6.1 

8.0 

4.0 

1,455.2 

6.5 

8.50 

0.46 

C 

C 

Investment  Trust  of  Boston 

4.6 

20.6 

2.9 

62.1 

24.0 

7.25 

1.06 

c 

B 

Investors  Research  Fund 

6.1 

13.1 

2.3 

12.0 

12.2 

8.50 

1.06 

c 

D 

Investors  Stock  Fund 

3.0 

6.8 

5.1 

1,459.1 

-10.6 

8.00 

0.51 

B 

F 

Investors  Variable  Payment  Fund 

0.9 

10.0 

3.7 

372.0 

-12.7 

8.00 

0.61 

D 

B 

ISI  Growth  Fund 

2.0 

-0.3 

6.1 

14.6 

-8.8 

8.50 

1.20 

D 

A 

ISI  Income  Fund 

4.3 

1.3 

10.9 

10.7 

-11.6 

8.50 

1.02 

•D 

•A 

ISI  Trust  Fund 

— * 

1.3 

8.2 

125.0 

-9.8 

8.50 

0.73 

•C 

•D 

JP  Growth  Fund 

 * 

9.2 

4.6 

18.6 

9.4 

8.00 

0.77 

A 

C 

Kemper  Growth  Fund 

6.7 

28.5 

2.9 

139.7 

21.7 

8.50 

0.76 

A+ 

•c 

Kemper  Summit  Fund 

 * 

26.2 

2.4 

45.6 

11.2 

8.50 

0.93 

Keystone  Custodian  Funds 

C 

F 

K-2 

2.1 

12.0 

4.5 

110.8 

-3.9 

8.50 

0.63 

C 

D 

S-l 

2.6 

6.1 

4.6 

68.8 

-3.4 

8.50 

0.64 

B 

F 

S-3 

3.6 

11.6 

5.7 

100.8 

6.2 

8.50 

0.64 

A+ 

F 

S-4 

0.8 

30.4 

1.8 

448.2 

8.2 

8.50 

0.63 

B 

C 

Life  Insurance  Investors 

5.6 

-4.6 

4.0 

59.6 

-12.6 

8.50 

0.62 

B 

•F 

MagnaCap  Fund 

 * 

10.0 

5.3 

5.6 

0.0 

7.25 

1.76 

C 

D 

Horace  Mann  Fund 

3.9 

14.8 

2.7 

63.9 

1.1 

7.50 

1.08 

•B 

•C 

Massachusetts  Capital  Development  Fund 

 * 

41.5 

2.7 

65.4 

183.1 

7.25 

0.83 

•B 

•D 

Massachusetts  Financial  Development  Fund 

 * 

28.3 

2.6 

128.8 

46.0 

7.25 

0.91 

B 

F 

Massachusetts  Investors  Growth  Stock  Fund 

3.0 

21.9 

2.5 

700.7 

6.3 

7.25 

0.53 

D 

C 

Massachusetts  Investors  Trust 

3.4 

12.7 

4.7 

1,102.6 

0.5 

7.25 

0.48 

D 

D 

Midamerica  Mutual  Fund 

1.4 

10.4 

5.8 

35.7 

2.6 

8.50 

0.80 

D 

C 

MIF  Fund 

3.7 

1.0 

5.5 

207.1 

-11.9 

7.50 

0.71 

C 

F 

MIF  Growth  Fund 

0.8 

4.8 

3.1 

27.3 

-7.8 

7.50 

0.82 

•C 

•F 

The  MONY  Fund 

 * 

9.7 

3.7 

11.3 

-0.9 

8.50 

1.00- 

D 

D 

Mutual  of  Omaha  Growth  Fund 

0.5 

9.2 

4.5 

13.5 

-9.4 

8.00 

1.27 

A 

D 

National  Investors  Corp 

4.5 

16.0 

2.3 

672.4 

17.6 

7.25 

0.52 

National  Securities 

D 

F 

Growth  Fund 

-0.9 

10.0 

3.1 

91.9 

-9.3 

7.25 

0.76 

D 

C 

Stock  Fund 

5.3 

9.9 

4.8 

226.1 

-2.7 

7.25 

0.71 

C 

C 

NEL  Equity  Fund 

6.8 

9.8 

4.3 

9.1 

5.8 

8.00 

1.05 

A 

c 

NEL  Growth  Fund 

5.2 

24.3 

2.1 

26.1 

18.1 

8.00 

0.87 

•C 

•F 

NEL  Retirement  Equity  Fund 

15.3 

2.8 

44.5 

5.5 

8.00 

0.68 

A 

•C 

New  York  Venture  Fund 

 * 

26.7 

2.3 

52.2 

27.9 

8.50 

1.06 

Fund  rated  for  two 

periods  only;  maximum  allowable  rating  A. 

*  Fund  not  in  operation  for 

ull  period. 
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1980  Fund  Ratings 


Per  or  ma  nee 

Rr  ings  Investment  Results 

Latest  12  Months  Total  Assets 


Average 

Annual        Return        Return  % 


In 

In 

Total 

from 

from 

6/30/80 

Change 

Maximum 

Annui 

UP 

DOWN 

Return 

Capital 

Income 

In 

1980  vs. 

Sales 

Expens 

Markets 

Markets 

1968-8C 

Growth 

Dividends 

Millions 

1979 

Charge 

Per  $11 

Standard  &  Poor's  500  Stock  Average 

4.5% 

11.0% 

5.2% 

c 

D 

FORBES  Stock  Fund  Average 

3.5% 

11.8% 

4.2% 

STOCK  FUNDS  (LOAD) 

D 

c 

Old  Dominion  Investors'  Trust 

4.7% 

6.8% 

9.0% 

$  3.5 

6.1 

1.00% 

si.ol 

A 

c 

Omega  Fund 

5.8 

20.3 

0.8 

29.9 

9.5 

t 

l.J 

A  + 

•F 

Oppenheimer  AIM  Fund 

— * 

36.1 

1.9 

181.0 

19.2 

8.50 

1.0 

B 

F 

Oppenheimer  Fund 

2.8 

32.1 

2.1 

322.0 

7.9 

8.50 

1.0 

•A 

•D 

Oppenheimer  Time  Fund 

— 

29.0 

2.6 

76.5 

12.0 

8.50 

l.ll 

B 

A+ 

Over-The-Counter  Securities  Fund 

12.0 

31.8 

2.0 

36.2 

72.4 

8.00 

l.ll 

A+ 

•C 

Pace  Fund 

— * 

27.7 

3.2 

19.2 

3.8 

8.50 

Li 

D 

B 

Paramount  Mutual  Fund 

7.9 

3.9 

4.1 

9.9 

-1.0 

8.50 

1.5 

A 

C 

Philadelphia  Fund 

8.1 

19.6 

3.5 

99.5 

7.9 

8.50 

0.9: 

•D 

•C 

Phoenix  Capital  Fund 

— * 

26.9 

3.4 

10.2 

24.4 

8.50 

1.2] 

A 

c 

Pilgrim  Fund 

4.6 

18.2 

3.4 

21.0 

22.1 

7.25 

1.5 

B 

B 

Pioneer  Fund 

8.7 

15.4 

3.4 

800.1 

27.6 

8.50 

0.7( 

B 

•A 

Pioneer  II 

— * 

11.8 

3.6 

245.6 

48.0 

8.50 

o.8: 

C 

D 

Pligrowth  Fund 

3.6 

22.2 

3.2 

19.6 

10.1 

8.50 

B 

B 

Plitrend  Fund 

7.5 

10.6 

2.8 

17.5 

11.5 

8.50 

1 .31 

A 

•F 

Progress  Fund 

* 

20.4 

1.4 

4.5 

4.7 

8.50 

1.2: 

Putnam  Funds 

C 

C 

Growth 

5.5 

18.4 

4.5 

626.9 

8.5 

8.50 

0.61 

B 

D 

Investors 

6.4 

12.1 

3.8 

446.8 

7.2 

8.50 

0.62 

A 

F 

Vista 

2.5 

18.7 

3.8 

59.1 

5.5 

8.50 

1.0( 

A 

•C 

Voyager 

— * 

21.2 

3.9 

65.8 

26.5 

8.50 

1.22 

A 

•A 

Research  Capital  Fund 

 * 

116.6 

4.9 

55.6 

91.1 

7.25 

1.15 

C 

F 

Research  Equity  Fund 

-  1.7 

20.7 

3.2 

61.1 

5.0 

7.25 

1.1C 

B 

D 

St  Paul  Capital  Fund 

5.3 

31.5 

2.3 

44.5 

17.4 

6.00 

0.94 

A 

C 

St  Paul  Growth  Fund 

6.0 

31.8 

1.0 

23.3 

23.9 

6.00 

1.02 

Security  Funds 

A 

F 

Equity 

3.7 

22.2 

3.5 

130.1 

27.6 

8.50 

0.81 

D 

A 

Investment 

8.1 

12.1 

6.5 

89.9 

17.4 

8.50 

0.69 

A+ 

•F 

Ultra 

— * 

33.9 

1.2 

27.2 

43.2 

8.50 

1.0C 

D 

F 

Sentinel  Apex  Fund 

-  6.5 

-3.3 

3.3 

6.0 

—  11.8 

8.50 

1.05 

D 

B 

Sentinel  Common  Stock  Fund 

6.3 

11.6 

6.0 

268.6 

2.1 

8.50 

0.91 

C 

•C 

Sentinel  Growth  Fund 

 * 

23.7 

2.5 

16.2 

19.1 

8.50 

0.94 

B 

•D 

Sentry  Fund 

 * 

23.8 

3.0 

18.8 

27.9 

8.00 

0.89 

D 

D 

Shareholders'  Trust  of  Boston 

2.4 

11.6 

4.7 

36.6 

-9.9 

8.50 

0.80 

B 

•F 

The  Shearson  Appreciation  Fund 

— * 

31.3 

0.9 

11.1 

12.1 

8.50 

1.20 

•C 

•D 

Shearson  Investors  Fund 

* 

16.2 

3.2 

5.3 

-1.9 

8.50 

1.35 

A 

F 

Sigma  Capital  Shares 

2.0 

15.6 

2.3 

19.6 

-0.5 

8.50 

1.46 

C 

D 

Sigma  Investment  Shares 

4.8 

9.8 

5.3 

45.0 

-2.2 

8.50 

1.20 

•B 

•D 

Sigma  Special  Fund1 

 * 

17.9 

1.8 

7.7 

8.5 

8.50 

1.38 

A+ 

•C 

Sigma  Venture  Shares 

24.1 

1.1 

11.5 

51.3 

8.50 

1.35 

B 

C 

Smith,  Barney  Equitv  Fund 

4.7 

19.9 

2.6 

48.9 

17.3 

5.00 

1.14 

D 

B 

Smith,  Barney  Income  &  Growth  Fund 

4.9 

13.5 

5.0 

3.1 

0.0 

5.00 

1.53 

C 

D 

Southwestern  Investors 

4.2 

11.0 

4.4 

16.7 

-4.0 

7.50 

0.92 

D 

C 

Sovereign  Investors 

5.1 

14.6 

4.7 

•  8.1 

14.1 

5.00 

0.90 

B 

D 

State  Street  Investment  Corp 

6.0 

18.3 

3.5 

405.5 

10.9 

t 

0.56 

B 

D 

Surveyor  Fund 

2.6 

30.3 

1.6 

86.8 

13.8 

8.50 

1.11 

B 

C 

Technology  F'ind 

6.6 

27.3 

2.6 

435.3 

15.1 

8.50 

0.59 

D 

D 

Tramamerica  -  apital  Fund 

0.9 

9.0 

5.6 

37.9 

-3.3 

8.00 

0.85 

A 

C 

Traveler?  Equt  es  Fund 

6.0 

29.9 

3.0 

33.9 

27.4 

8.50 

0.90 

A+ 

•F 

Union  Capital  Fund 

35.3 

none 

36.9 

28.6 

7.25 

0.88 

C 

F 

United  Accumulative  Fund 

2.6 

14.7 

3.9 

375.3 

-5.3 

8.50 

0.59 

•D 

•F 

United  ContI  Growth  Fund 

12.8 

3.3 

45.9 

-6.1 

8.50 

0.91 

D 

D 

United  Income  furA 

2.7 

1.3 

6.5 

520.0 

-11.3 

8.50 

0.62 

C 

F 

United  Science  &  E:.ergy  Fund 

1.0 

19.8 

2.5 

157.3 

0.3 

8.50 

0.68 

B 

•F 

United  Vanguard  Fund 

* 

27.1 

5.0 

32.2 

15.8 

8.50 

1.02 

•  Fund  rated  for  two  periods  only;  maximum  allowable  rating  A. 

*  Fund  not  in 

operation  for  full  perid.    t  Fund  not  currently  selling  new  shares;  existing 

shares  traded  over-the-counter.    2  Formerly  Willow  Fund. 

80 


FORBES,  SEPTEMBER  1,  1 


1980  Fund  Ratings 


;rformance 

i tings 



Divestment  Results 

Latest  12  Months 

Total  Assets 

Average 

Annual 

Return 

Return 

% 

In 

Total 

from 

from 

6/30/80 

Change  Maximum 

Annual 

DOWN 

Return 

Capital 

Income 

In 

1980  vs. 

Sales 

Expenses 

kets 

Markets 

1968-80 

Growth 

Dividend 

s  Millions 

1979 

Charge 

Per  $100 

Standard  &  Poor's  500  Stock  Average 

4.5% 

11.0% 

5.2% 

D 

FORBES  Stock  Fund  Average 

3.5% 

11.8% 

4.2% 

STOCK  FUNDS  (LOAD) 

B 

C 

The  Value  Line  Fund 

4.1% 

31.0% 

2.0% 

$  53.8 

24.0 

2.50% 

$0.75 

D 

B 

The  Value  Line  Income  Fund 

6.6 

12.3 

5.3 

64.1 

3.6 

2.50 

0.84 

A 

•C 

Value  Line  Leveraged  Growth  Investors 

 * 

20.0 

2.5 

17.1 

12.5 

2.50 

0.95 

A 

F 

The  Value  Line  Special  Situations  Fund 

-  1.6 

27.2 

0.8 

131.5 

17.6 

2.50 

1.07 

B 

B 

Vance,  Sanders  Common  Stock  Fund 

7.4 

11.8 

2.6 

48.7 

5.0 

8.50 

0.83 

A+ 

C 

Vance,  Sanders  Special  Fund 

7.9 

21.2 

4.0 

65.2 

19.6 

8.50 

0.78 

D 

D 

Varied  Industry  Plan 

1.0 

15.4 

3.1 

15.4 

9.2 

8.00 

1.52 

D 

C 

Wall  Street  Fund 

2.4 

9.8 

3.2 

7.5 

-1.3 

8.50 

2.05 

D 

C 

Washington  Mutual  Investors  Fund 

6.2 

3.9 

5.7 

320.9 

-1.0 

8.50 

0.60 

STOCK  FUNDS  (NO  LOAD) 

A 

•D 

Able  Associates  Fund 

 * 

59.5% 

none 

$  3.7 

146.7 

none 

$3.10 

A 

•B 

Acorn  Fund 

 * 

19.4 

2.5% 

88.8 

65.4 

none 

0.91 

— 

— 

ADV  Fund3 

-3.8% 

15.8 

4.0 

13.6 

-28.0 

none 

1.26 

A+ 

F 

Afuture  Fund 

4.4 

27.2 

3.1 

25.8 

14.2 

none 

1.60 

B 

F 

Alpha  Fund 

2.6 

13.7 

3.0 

13.0 

-5.1 

none 

1.50 

A 

F 

American  Investors  Fund 

0.2 

33.1 

0.9 

159.8 

20.5 

none 

1.19 

A 

D 

Armstrong  Associates 

6.4 

18.6 

4.5 

5.8 

28.9 

none 

1.50 

C 

C 

David  L  Babson  Investment  Fund 

4.1 

10.3 

3.5 

234.4 

7.3 

none 

0.63 

D 

C 

Beacon  Hill  Mutual  Fund 

1.4 

6.0 

1.3 

2.0 

-4.8 

none 

3.70 

D 

A 

Capamerica  Fund 

6.4 

8.5 

3.5 

2.7 

-3.6 

none 

1.92 

B 

D 

Capital  Shares 

3.0 

32.4 

1.6 

34.1 

16.8 

none 

1.61 

A 

C 

Columbia  Growth  Fund 

6.5 

23.2 

2.3 

25.8 

27.7 

none 

1.08 

C 

D 

Concord  Fund 

1.9 

10.2 

3.1 

1.6 

0.0 

t 

2.02 

B 

F 

The  Constellation  Growth  Fund 

1.7 

60.1 

none 

26.2 

555.0 

none 

2.00 

C 

F 

Constitution  Fund 

1.6 

12.1 

2.7 

14.0 

-4.8 

none 

0.75 

B 

C 

Contrarund 

6.5 

6.9 

4.1 

50.0 

14.2 

none 

1.10 

C 

D 

de  Vegh  Mutual  Fund 

3.6 

20.1 

2.8 

58.5 

7.0 

none 

0.82 

C 

•F 

Directors  Capital 

 * 

-24.7 

none 

1.3 

-35.0 

none 

8.97 

C 

D 

Dodge  &  Cox  Stock  Fund 

3.9 

10.1 

4.2 

15.9 

7.4 

none 

0.74 

D 

F 

The  Drexel  Burnham  Fund 

-0.8 

17.6 

4.2 

38.5 

9.1 

none 

1.20 

A 

•B 

The  Dreyfus  Third  Century  Fund 

 * 

40.6 

1.3 

62.6 

98.1 

none 

1.20 

B 

C 

Energy  Fund 

7.7 

34.4 

3.1 

318.1 

45.8 

none 

0.74 

A 

•B 

The  Evergreen  Fund 

 * 

35.0 

0.2 

46.7 

143.2 

none 

1.61 

C 

B 

Explorer  Fund 

3.7 

22.6 

1.2 

17.4 

58.2 

none 

1.20 

C 

B 

Fidelity  Equity-Income  Fund 

6.6 

12.8 

6.5 

117.9 

51.4 

none 

1.00 

C 

D 

Fidelity  Fund 

5.2 

11.6 

4.5 

489.6 

1.3 

none 

0.75 

C 

F 

Fidelity  Trend  Fund 

1.4 

7.9 

3.2 

558.4 

31.1 

none 

0.92 

C 

D 

Financial  Dynamics  Fund 

1.0 

15.4 

6.1 

53.3 

13.4 

none 

0.82 

c 

C 

Financial  Industrial  Fund 

6.1 

18.0 

4.8 

303.8 

11.5 

none 

0.68 

D 

B 

Financial  Industrial  Income  Fund 

7.9 

15.3 

6.4 

171.2 

-0.1 

none 

0.68 

A+ 

•C 

The  44  Wall  Street  Fund 

20.7 

none 

123.6 

126.8 

none 

0.83 

C 

F 

Founders  Growth  Fund 

1.6 

25.8 

3.4 

31.1 

9.1 

none 

1.49 

D 

A 

Founders  Income  Fund 

5.0 

7.4 

5.5 

5.0 

-9.1 

none 

1.50 

A 

A 

Founders  Special  Fund 

10.7 

29.3 

2.7 

18.7 

29.0 

none 

1.50 

D 

D 

Foursquare  Fund 

1.6 

14.1 

3.5 

6.5 

0.0 

none 

2.40 

C 

F 

Fundex 

-4.9 

35.7 

none 

0.4 

0.0 

t 

8.98 

C 

C 

General  Securities 

3.2 

11.4 

3.1 

10.1 

5.2 

none 

1.50 

A 

D 

Growth  Industry  Shares 

5.0 

22.3 

1.6 

32.9 

14.2 

none 

0.89 

B 

B 

Guardian  Mutual  Fund 

8.6 

18.6 

3.6 

151.0 

40.3 

none 

1.01 

C 

•B 

Hamilton  Income  Fund 

 * 

8.9 

5.8 

50.0 

-0.6 

none 

1.03 

A  + 

F 

Hartwell  Growth  Fund 

1.4 

35.0 

none 

4.9 

8.9 

none 

2.80 

A 

C 

Hartwell  Leverage  Fund 

5.1 

54.5 

none 

6.6 

29.4 

none 

2.50 

C 

D 

Herold  Fund 

0.8 

24.6 

none 

1.9 

0.0 

none 

2.49 

B 

C 

Istel  Fund 

6.3 

22.9 

3.5 

124.9 

15.9 

none 

0.73 

B 

F 

Ivest  Fund 

0.8 

7.8 

3.2 

136.8 

-7.6 

none 

0.96 

Fund 

rated  for  two  periods  only;  maximum  allowable  rating  A. 

*  Fund  not  in  operation  for  full  period. 

t  Fund  not  currently  selling 

new  shares;  existing 

ares  traded  over-the-counter.    3  Formerly  American  DualVest  Fund;  transferred  from  Dual  Purpose  funds.  Not  rated. 

ES,  SEPTEMBER  1,  1980 


81 


1980  Fund  Ratings 


Performance 

Ratings 

Divestment  Results 

Latest  12  Months 

Total 

Assets 

Average 

Annual 

Return 

Return 

% 

Annui 

In 

In 

Total 

from 

from 

6/30/80 

Change 

Maximum 

UP 

DOWN 

Return 

Capital 

Income 

In 

1980  vs. 

Sales 

ExpenS 

Markets 

Markets 

1968-80 

Growth 

Dividends 

Millions 

1979 

Charge 

Per  Sll 

Standard  &  Poor's  500  Stock  Average 

4.5% 

11.0% 

5.2% 

c 

D 

FORBES  Stock  Fund  Average 

3.5% 

11.8% 

4.2% 

STOCK  FUNDS  (NO  LOAD) 

B 

F 

Ivy  Fund 

-  0.4% 

20.7% 

4.0% 

$  41.9 

35.2 

none 

$14 

B 

•A 

Janus  Fund 

 * 

25.2 

3.0 

22.6 

24.2 

none 

i| 

B 

D 

Johnston  Capital  Appreciation  Fund4 

4.2 

10.8 

4.7 

196.2 

-6.9 

none 

0.7 

A+ 

•C 

Lexington  Growth  Fund 

— 

15.4 

2.4 

16.0 

2.6 

none 

1 .4 

B 

D 

Lexington  Research  Fund 

4.2 

21.8 

5.4 

86.6 

7.6 

none 

0.91 

A 

D 

Loomis-Sayies  Capital  Development  Fund 

3.9 

21.8 

2.4 

49.9 

9.4 

none 

0.7 

A  + 

D 

Magellan  Fund 

9.1 

39.9 

2.0 

39.9 

27.9 

none 

1.4 

B 

D 

Mairs  &  Power  Growth  Fund 

4.2 

6.5 

3.2 

12.9 

-7.9 

none 

0.9' 

D 

F 

Manhattan  Fund 

-  6.6 

24.8 

4.0 

53.0 

17.0 

none 

2.l| 

A  + 

C 

Mathers  Fund 

9.5 

29.4 

3.6 

159.8 

48.7 

none 

0.7 

B 

•D 

W  L  Morgan  Growth  Fund 

_* 

9.7 

3.3 

206.3 

1.1 

none 

0.6< 

B 

A 

Mutual  Shares 

12.1 

16.3 

2.6 

108.7 

58.0 

none 

0.8* 

C 

A 

Naess  &  Thomas  Special  Fund 

6.1 

17.4 

4.8 

12.3 

10.8 

none 

l  .4; 

C 

B 

National  Aviation  &  Technology 

6.2 

11.4 

3.9 

78.1 

-18.7 

none 

1  5 

B 

F 

National  Industries  Fund 

3.1 

20.1 

2.6 

28.5 

16.8 

none 

1 .44 

D 

F 

Ncuwirth  Fund 

-0.8 

12.5 

4.4 

12.8 

-5.2 

none 

1.4 

D 

D 

New  World  Fund 

1.8 

5.4 

4.5 

8.9 

-1.1 

none 

1.08 

C 

D 

Newton  Growth  Fund 

1.6 

15.1 

3.1 

13.1 

2.3 

none 

1.2; 

A 

•C 

Nicholas  Fund 

— * 

17.8 

2.8 

47.7 

13.0 

none 

i.i 

•D 

•D 

North  Star  Stock  Fund 

— * 

7.5 

5.0 

10.3 

41.1 

none 

0.81 

D 

D 

The  One  Hundred  Fund 

-  2.1 

25.9 

1.6 

11.2 

5.7 

none 

1.7! 

D 

B 

The  One  Hundred  &  One  Fund 

3.1 

1.8 

5.0 

1.1 

-15.4 

none 

2.01 

B 

D 

The  One  William  Street  Fund 

5.0 

13.6 

3.4 

267.8 

0.4 

none 

0.5] 

D 

C 

Penn  Square  Mutual  Fund 

5.6 

8.4 

5.3 

147.1 

-1.6 

none 

0.63 

C 

F 

Pennsylvania  Mutual  Fund 

-4.8 

4.5 

2.9 

33.7 

-21.6 

none 

1.5] 

D 

C 

Pilot  Fund 

2.6 

9.4 

3.7 

17.7 

-4.3 

none 

1.2J 

D 

C 

Pine  Street  Fund 

6.3 

9.8 

5.5 

40.5 

-0.5 

none 

0.9: 

C 

D 

T  Rowe  Price  Growth  Stock  Fund 

2.4 

6.9 

3.5 

919.4 

-3.0 

none 

0.51 

B 

•C 

Rowe  Price  New  Era  Fund 

— * 

40.7 

2.6 

409.4 

71.8 

none 

0.6* 

A+ 

D 

Rowe  Price  New  Horizons  Fund 

4.5 

28.7 

1.8 

645.0 

31.2 

none 

0.6C 

D 

D 

PRO  Fund 

-0.3 

0.5 

4.6 

39.6 

-0.3 

none 

1.2/ 

D 

B 

Puritan  Fund 

6.5 

5.3 

6.5 

659.7 

-6.2 

none 

0.62 

D 

F 

Revere  Fund 

-5.2 

17.6 

1.6 

4.9 

6.5 

none 

2.70 

B 

C 

SAFECO  Equity  Fund 

6.6 

10.2 

4.4 

32.1 

2.6 

none 

0.63 

B 

D 

SAFECO  Growth  Fund 

4.0 

18.9 

3.5 

34.9 

16.3 

none 

0.6: 

D 

•B 

SAFECO  Income  Fund 

 * 

7.5 

6.9 

5.7 

5.6 

none 

0.7S 

C 

F 

Salem  Fund 

0.8 

16.1 

2.7 

44.6 

0.0 

none 

1.12 

B 

D 

Schuster  Fund 

2.3 

18.2 

1.5 

12.3 

-2.4 

none 

1.6(3 

C 

D 

Scudder  Common  Stock  Fund 

3.4 

17.7 

3.4 

133.8 

4.1 

none 

0.7fl 

•B 

•C 

Scudder  Development  Fund 

 * 

22.4 

1.2 

45.2 

32.6 

none 

1.32 

B 

D 

Scudder  Special  Fund 

1.9 

19.0 

1.8 

99.1 

8.5 

none 

0.83 

D 

D 

Selected  American  Shares 

0.8 

2.0 

6.6 

84.4 

-10.0 

none 

0.87 

D 

D 

Selected  Special  Shares 

0.5 

13.0 

3.4 

-35.2 

-3.0 

none 

1.04 

•B 

•A 

Sequoia  Fund 

 * 

2.7 

3.3 

■  81.7 

11.2 

none 

1.10 

B 

A 

Sherman,  Dean  Fund 

6.3 

78.4 

none 

7.5 

87.5 

none 

1.80 

D 

F 

Steadman  American  Industry  Fund  Trust 

-6.3 

15.0 

0.4 

14.6 

-1.4 

none 

3.31 

D 

C 

Steadman  Investment  Fund 

0.6 

14.8 

2.1 

17.0 

-1.2 

none 

1.981 

D 

C 

Steadman  Oce.inogiaphic  Tech  &  Growth  Fund 

0.3 

24.4 

1.0 

9.7 

14.1 

none 

3.641 

A  + 

D 

Stein  Roe  &  Faniham  Capital  Opportunities  Fund 

7.8 

44.0 

1.4 

59.5 

86.5 

none 

0.77 

A 

F 

Stein  Roe  &  Fa  -iham  Stock  Fund 

3.7 

25.6 

2.8 

157.9 

14.1 

none 

0.65 

C 

•C 

Tudor  Funds 

* 

24.0 

none 

12.9 

19.4 

none 

1.88 

A+ 

D 

Twentieth  Century  Growth  Investors 

10.8 

49.2 

none 

79.2 

125.6 

none 

1.56 

$ 

A 

Twentieth  Century  Select  Investors 

11.0 

39.8 

0.4 

7.6 

68.9 

none 

1.56 

C 

Variable  Stock  Fund 

3.6 

7.1 

3.7 

4.9 

2.1 

none 

1.15 

C 

Weingarten  Equity  I  and 

8.7 

49.2 

0.6 

30.4 

101.3 

none 

1.50 

c 



B 

Windsor  Fund 

7.9 

6.1 

5.4 

756.7 

7.9 

none 

0.66 

•  Fund 

rated  for  two 

periods  only;  maximum  allowable  rating  A.    *  Fund  not  in  operation  for  full  period.  4 

Formerly  The  Johnston  Mutual  Fund. 

5  Former!) 

Tudor  Hedge  Fund 
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Invent  a  substitute  sky 
for  air  traffic  controllers 
to  practice  in. 


Gould  did  it, 
electronically. 

By  1990,  the  FAA  estimates  that 
the  number  of  aircraft  in  use  will 
have  increased  by  more  than  50%. 

And  that  means  the  skies  will  be 
more  crowded  than  ever. 

How,  then,  to  make  those  skies 
safe  for  travel  when  air  traffic 
controllers  can't  practice  on  real 
aircraft  filled  with  real  people? 

The  answer  is  a  Gould 
electronics  specialty.  Simulation. 
Exemplified  in  this  instance  by  the 
Gould  Air  Traffic  Control/Ground 
Control  Approach  System  that 
duplicates  actual  conditions  and 
allows  as  many  as  80  students  to 
be  trained  simultaneously. 

What's  more,  Gould  has 
developed  other  electronic  sys- 
tems that  simulate  the  operation  of 
aircraft,  submarines,  power  plants, 
and  various  sophisticated  industrial 
processes. 

In  the  decade  of  the  70's,  elec- 
tronic solutions  like  this  have 
helped  increase  our  average  an- 
nual net  earnings  by  22.1%,  earn- 
ings per  share  1 1 .5%,  and  sales 
by  19.5%. 

And  when  you  consider  the 
number  of  problems  still  waiting 
for  technology  to  answer,  you  can 
see  that  our  future  looks  even 
more  rewarding  than  our  past. 
Gould  Inc.,  Dept.  KF,  10  Gould 
Center,  Rolling  Meadows,  IL  60008. 
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1980  Fund  Ratings 


Performance 

Ratings 

Divestment  Results 

Latest  12  Months 

Total  Assets 

Average 

Annual 

Return 

Return 

% 

In 

In 

Total 

from 

from 

6/30/80 

Change 

Anni; 

UP  DOWN 

Return 

Capital 

Income 

In 

1980  vs. 

%  Prem.  (+) 

Expen 

Markets  Markets 

1968-80 

Growth 

Dividend 

>  Millions 

1979 

or  Disc.  (-) 

Per  $1 

Standard  &  Poor's  500  Stock  Average 

4.5% 

11.0% 

5.2% 

C 

D 

FORBES  Stock  Fund  Average 

3.5% 

11.8% 

4.2% 

B 

D 

FORBES  Balanced  Fund  Average 

4.1% 

3.8% 

6.6% 

STOCK  FUNDS  (CLOSED  END) 

C 

B 

The  Adams  Express  Company 

7.8% 

13.3% 

6.1% 

$259.9 

12.2 

-16.4 

$0..' 

B 

A  + 

ASA  Limited 

22.8 

126.7 

6.0 

649.0 

126.7 

-21.6 

°A 

•C 

•B 

Baker,  Fentress  &  Co 

18.6 

4.2 

225.4 

16.4 

-32.8 

oJ 

n 

L  J 

c 

Carriers  &  General  Corp 

5.6 

4.0 

6.2 

20.0 

1.5 

-14.9 

l.Ci 

D 

B 

r 

Central  Securities 

•D.KJ 

i 

n  c 

c 

V  

Plirf muni  (  'ir»il-il 

\_ laieuiuii i  ^  apiui 

2.1 

34.9 

3.8 

25.5 

34.9 

-25.8 

lA 

c 

D 

Consolidated  Investment  Trust 

3.3 

14.3 

4.7 

44.3 

3.8 

-1.9 

o..; 

•D 

•C 

Energy  &  Utility  Shares6 

 * 

-4.0 

9.2 

11.1 

-3.5 

-6.7 

'\A 

A  + 

C 

General  American  Investors 

8.1 

28.8 

2.6 

162.5 

22.3 

-15.8 

1.3 

•D 

•c 

Highland  Capital  Corp 

9.1 

none 

12.8 

9.4 

-25.4 

N./ 

C 

A+ 

The  Japan  Fund 

■  o  1 

18. 1 

1  0 

3.8 

1  .  / 

1  /  O.U 

—  1  ,U 

— ZU.U 

n  A 
U.( 

A 

U 

The  Lehman  Corp 

O.D 

ICO 

8.0 

ICQ 

n  a 
U.'l 

B 

JVldUiMlll  ruuu 

9.3 

34.0 

3.9 

547.1 

18.9 

-15.7 

0  8 

A 

C 

Niagara  Share  Corp 

8^5 

37^2 

2^6 

149.9 

29^9 

-10^2 

0.9 

C 

F 

OTF  Equities 

-  7.4 

-11.2 

none 

0.9 

-10.0 

-22.2 

18.1 

Pegasus  Income  &  Capital  Fund7 

-12.4 

3.8 

8.7 

4.0 

-14.9 

-9.4 

1.5 

A+ 

B 

Petroleum  &  Resources  Corp 

13.1 

44.7 

3.7 

244.8 

43.6 

-12.3 

0.5 

•C 

•A 

Source  Capital 

18.6 

4.9 

201.0 

7.5 

-14.9 

0.9 

A+ 

•F 

Spectra  Fund 

 * 

26.8 

none 

2.4 

26.3 

-48.2 

4.1 

B 

D 

Tri-Continental  Corp 

6.4 

14.6 

5.3 

713.1 

11.9 

-19.8 

0.4 

B 

C 

U  S  &  Foreign  Securities 

5.9 

16.6 

4.4 

143.7 

13.6 

-22.2 

1.1 

D 

C 

The  Value  Line  Development  Capital  Corp 

-  7.7 

16.3 

2.1 

12.0 

16.5 

-24.2 

1.7 

Maximum 

Sales 

FUNDS  FOR  INVESTING  ABROAD 

Charge 

C 

C 

Canadian  Fund 

7.3% 

18.3% 

2.8% 

$  27.1 

19.4 

8.50% 

$1.1 

B 

A  + 

International  Investors 

21.0 

128.5 

3.3 

247.3 

101.2 

8.50 

1.0 

C 

F 

Keystone  International  Fund8 

-2.3 

13.1 

4.2 

36.7 

-2.4 

8.50 

0.8 

A 

F 

Putnam  International  Equities 

1.3 

17.8 

3.5 

39.0 

3.2 

8.50 

1.6 

C 

B 

Scudder  International  Fund 

7.0 

25.5 

2.6 

33.9 

57.7 

none 

1.2 

A 

A  + 

Templeton  Growth  Fund 

18.9 

16.6 

1.8 

415.0 

56.5 

8.50 

0.7l 

C 

A 

Transatlantic  Fund 

10.7 

31.2 

2.1 

28.5 

72.7 

t 

0.9 

BALANCED  FUNDS  (LOAD) 

C 

D 

American  Balanced  Fund 

4.2% 

0.4% 

6.1% 

$  98.0 

-9.0 

8.50% 

$0.7. 

c 

C 

Axe-Houghton  Fund  B 

4.1 

3.9 

5.5 

168.4 

-9.1 

8.00 

0.6 

c 

F 

Boston  Foundation  Fund 

3.3 

2.5 

7.2 

26.1 

-5.8 

8.50 

1.5 

D 

B 

CG  Income  Fund 

3.3 

-9.2 

10.1 

195.4 

-3.0 

7.50 

0.6" 

B 

F 

The  Colonial  Fund 

2.8 

7.8 

5.3 

67.3 

-10.3 

8.50 

0.8 

C 

C 

Composite  Bond  &  Stock  Fund 

5.1 

3.5 

6.4 

18.5 

7.6 

7.00 

0.9: 

B 

D 

Eaton  &  Howard  Balanced  Fund 

3.9 

9.0 

5.5 

79.3 

-2.8 

7.25 

0.71 

D 

B 

Eaton  &  Howard  Income  Fund 

4.6 

-9.4 

10.7 

23.8 

-14.1 

7.25 

0.8: 

C 

A 

Franklin  Custodian  Funds— Income  Series  Shares 

8.0 

18.2 

7.9 

•  37.8 

20.4 

7.25 

1.0; 

C 

•F 

Tohn  Hancock  Balanced  Fund 

-0.9 

6.7 

11.2 

-6.7 

8.00 

1.1: 

B 

c 

Harbor  Fund 

5.9 

15.1 

5.5 

107.0 

0.9 

8.50 

0.7< 

•B 

•C 

Income  Fund  of  America 

 * 

-3.4 

7.6 

237.1 

-12.0 

8.50 

0.6« 

C 

D 

Investors  Mutual 

3.9 

1.1 

6.8 

1,410.5 

-15.1 

8.00 

0.5: 

A+  ■ 

C 

Kemper  Total  Return  Fund 

9.1 

17.6 

5.4 

55.6 

31.4 

8.50 

0.7: 

D 

C 

Keystone  Custodian  Funds— K-l 

4.6 

0.4 

8.2 

56.4 

-10.3 

8.50 

0.6' 

D 

B 

Lord  Abbett  Income  Fund 

5.5 

-3.9 

9.9 

33.8 

-9.6 

7.25 

L.li 

D 

A 

Magna  Income  Trust 

4.8 

-8.9 

11.1 

7.4 

8.8 

7.25 

1.2; 

A 

D 

Massachusetts  Fund 

5.0 

8.7 

6.2 

198.1 

-0.5 

8.50 

0.6c 

•C 

•D 

Mass  Income  Development  Fund 

* 

2.4 

7.4 

196.4 

-7.5 

7.25 

o.7e 

D 

C 

Mutual  of  Omaha  Income  Fund 

4.7 

-5.2 

10.5 

23.3 

-5.3 

8.00 

0.91 

•  Fund  rated  for  two  periods  only;  maximum  allowable  rating  A.    •  Fund  not  in  operation  tor  full  period. 

t  Fund  not  currently  sell 

ing  new  shares 

!  existin 

shares  traded  over-the-counter.    N.A.  Not  available.  6  Formerly  Drexel  Utility  Shares.    7  Transferred  from  Dual  Purpose  funds:  not  rated.  8  Formerly  Polan 

Fund. 
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1980  Fund  Ratings 


performance 

Ratings  Investment  Results 


Latest 

2  Months 

Total  Assets 

Average 

Annual 

Return 

Return 

/o 

In 

In 

Total 

from 

from 

6/30/80 

Change 

Maximum 

Annual 

UP 

DOWN 

Return 

Capital 

Income 

In 

1980  vs. 

Sales 

Expenses 

irkets 

Markets 

1968-80 

Growth 

Dividends 

Millions 

1979 

Charge 

Per $100 

Standard  &  Poor's  500  Stock  Average 

4.5% 

11.0% 

5.2% 

C 

D 

FORBES  Stock  Fund  Average 

3.5% 

11.8% 

4.2% 

B 

D 

FORBES  Balanced  Fund  Average 

4.1% 

3.8% 

6.6% 

BALANCED  FUNDS  (LOAD) 

B 

D 

Nation-Wide  Securities 

5.6% 

2.5% 

5.8% 

$  41.0 

-9.7 

8.50% 

$0.94 

National  Securities 

B 

F 

Balanced  Fund 

3.0 

1.7 

6.1 

2.1 

-4.6 

7.25 

0.81 

B 

C 

Dividend  Fund 

6.2 

12.9 

6.2 

87.4 

0.7 

7.25 

0.70 

C 

B 

Income  Fund 

6.5 

3.6 

7.4 

56.0 

-6.2 

7.25 

0.71 

p 

•C 

Oppenheimer  Income  Fund  of  Boston 

 * 

-2.9 

8.5 

42.9 

-13.3 

8.50 

1.21 

'C 

•C 

Phoenix  Fund 

 * 

7.0 

6.8 

18.9 

13.9 

8.50 

1.00 

D 

D 

Provident  Fund  for  Income 

4.0 

1.1 

7.3 

113.4 

-10.9 

7.25 

0.81 

•A 

•D 

Putnam  Convertible  Fund 

18.8 

5.1 

17.1 

6.9 

8.50 

1.26 

A 

F 

The  George  Putnam  Fund  of  Boston 

5.2 

6.7 

6.6 

254.6 

-3.1 

8.50 

0.58 

D 

B 

Putnam  Income  Fund 

3.8 

-9.0 

9.6 

161.7 

-7.1 

6.75 

0.77 

D 

B 

Sentinel  Balanced  Fund 

5.8 

4.5 

6.8 

13.0 

-6.5 

8.50 

0.93 

»D 

•A 

Shearson  Income  Fund 

 * 

-0.5 

7.7 

6.0 

-11.8 

8.50 

1.20 

C 

C 

Sigma  Trust  Shares 

4.8 

0.3 

7.5 

24.2 

4.3 

8.50 

1.08 

A 

•F 

SoGen  International  Fund 

 * 

18.2 

5.4 

19.3 

-1.5 

4.50 

1.45 

B 

F 

Southwestern  Investors  Income  Fund9  10 

-  4.0 

-9.7 

6.7 

3.0 

114.3 

7.50 

1.00 

D 

•B 

Transamerica  Investors  Fund 

 * 

1.1 

7.1 

4.9 

-3.9 

8.00 

1.45 

B 

B 

Union  Income  Fund 

6.4 

1.3 

8.5 

65.7 

8.2 

7.25 

0.64 

»C 

•F 

United  Continental  Income  Fund 

 * 

3.7 

6.9 

48.2 

-15.6 

8.50 

0.88 

A 

D 

Vance,  Sanders  Investors  Fund 

5.5 

7.9 

5.0 

136.8 

-3.1 

8.50 

0.70 

BALANCED  FUNDS  (NO  LOAD) 

Commerce  Income  Shares11 

2.3% 

6.5% 

8.5% 

$  50.5 

-3.3 

none 

$0.97 

B 

D 

Dodge  &  Cox  Balanced  Fund 

4.7 

5.0 

5.8 

16.7 

1.8 

none 

0.74 

►D 

•A 

The  Dreyfus  Special  Income  Fund 

 * 

2.9 

8.6 

79.6 

-14.8 

none 

0.87 

A 

F 

Loomis-Sayles  Mutual  Fund 

3.5 

6.9 

5.5 

81.5 

-7.1 

none 

0.71 

»C 

•F 

Newton  Income  Fund 

 * 

-9.3 

8.9 

5.9 

-11.9 

none 

1.40 

c 

D 

Scudder  Income  Fund 

2.8 

-8.3 

9.9 

59.2 

-6.0 

none 

0.84 

A+ 

F 

Stein  Roe  &  Farnham  Balanced  Fund 

3.3 

7.4 

4.4 

91.6 

-7.7 

none 

0.67 

A+ 

F 

Unified  Mutual  Shares 

2.6 

6.5 

5.5 

7.8 

-2.5 

none 

1.33 

•D 

•B 

Wellesley  Income  Fund 

-1.8 

8.8 

108.2 

-12.6 

none 

0.58 

B 

D 

Wellington  Fund 

4.3 

6.3 

6.7 

608.7 

-6.6 

none 

0.51 

C 

F 

Wisconsin  Income  Fund 

1.0 

-11.0 

10.9 

13.1 

-12.1 

none 

0.95 

BALANCED  FUNDS  (CLOSED  END) 

%  Prem.|  +  ) 

or  Disc.(— ) 

»A 

•D 

American  General  Convertible  Securities 

 * 

13.1% 

6.5% 

$81.1 

1.1 

-15.8 

$0.80 

»B 

•C 

Bancroft  Convertible  Fund 

 * 

12.9 

5.9 

58.1 

9.8 

-18.8 

1.30 

»B 

•C 

Castle  Convertible  Fund 

 * 

5.9 

8.7 

25.5 

2.0 

-21.6 

1.47 

»B 

•D 

Chase  Convertible  Fund  of  Boston 

 * 

8.2 

7.4 

72.5 

8.1 

-18.3 

0.97 

•A 

•F 

The  RET  Income  Fund 

 * 

10.8 

none 

42.8 

4.4 

+6.5 

0.95 

Maximum 

Sales 

Not  Rated 

BOND  AND  PREFERRED  STOCK  FUNDS  (LOAD) 

Charge 

American  General  Capital  Bond  Fund 

 * 

-11.1% 

9.8% 

$111.8 

-6.0 

8.50% 

$0.82 

Axe-Houghton  Income  Fund 

1.3% 

-2.8 

8.2 

38.4 

-11.3 

8.00 

0.92 

Colonial  High  Yield  Securities12 

 * 

-10.7 

14.1 

32.9 

18.4 

8.50 

1.11 

Colonial  Income  Fund 

 + 

-8.6 

10.4 

209.0 

-17.8 

8.50 

0.66 

Delchester  Bond  Fund 

 * 

-4.3 

9.9 

28.9 

-16.2 

8.50 

0.90 

First  Investors  Fund  for  Income 

 * 

-9.0 

11.9 

582.7 

12.2 

8.50 

0.91 

•  Fund  rated  for  two  periods  only;  maximum  allowable  rating  A.  *  Fund  not  in  operation  for  full  period.  *  Formerly  Southwestern  Investors  Growth 
Fund.    10  Transferred  from  Stock  Fund  section.    11  Ratings  deleted  due  to  change  in  investment  objectives.    12  Formerly  Colonial  Senior  Securities. 
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Where  would  a  wise  investor  seek 
sound  advice,  attentive  service, 
unbeatable  information,  and 
unmatched  financial  strength  ? 


Merrill  Lynch  says, 
close  to  home. 


Don't  misunderstand.  There's 
nothing  wrong  with  searching  far 
and  wide  for  investment  ideas.  It's 
not  easy  to  get  rich  these  days. 

But  to  search  on  vour  own  is  a 
full-time  job-and-a-half.  You  have  to 
read  everything,  digest  it  all,  ana- 
lyze the  information,  act  on  it... and 
do  it  fast,  because  opportunities 
become  ancient  history  in  precious 
little  time. 

Meanwhile,  some  of  the  best 
investment  ideas  are  sitting  practi- 
cally on  your  doorstep,  at  a  nearbv 
office  of  Merrill  Lynch. 

We  have  the  resources  and 
the  people  to  know,  reallv  know, 
investment  opportunities  as  diverse 
as  oil  drilling  partnerships  and 
Treasury  Bill  futures,  options  and 
retirement  plans. 

Our  research  team  is  the  best 
on  Wall  Street— in  Wall  Street's 
own  opinion.  And  we  make  it  easy 
to  use  that  unrivaled  resource:  com- 
puter terminals  at  every  Merrill 
Lynch  office  can  instantlv  print  out 


A  breed  apart 

up-to-the-minute  opinions  on  more 
than  1200  stocks. 

Best  of  all  is  the  way  we  tailor 
our  advice  to  your  requirements. 
Before  offering  a  single  suggestion, 
your  Merrill  Lynch  Account  Exec- 
utive will  spend  a  long  while  listen- 
ing. Finding  out  what  you  reallv 
need.  Because  the  smartest  invest- 
ment plans— the  plans  most  likely 
to  succeed— start  with  a  clear 
definition  of  where  they  want  to  go. 
Are  you  looking  for  security  or  the 


1980  Merrill  Lynch  Pierce  Fenner  i*c  Smith  Incorporated.  Member,  S1PC. 


opportunity  to  speculate?  For  cur- 
rent income  or  capital  growth? 
What  you  tell  us  determines  in 
large  part  what  we  tell  you. 

So  we  make  a  point  of  develop- 
ing, for  each  customer,  a  sound 
long-term  investment  strategy,  and 
we  encourage  you  to  stick  with  it 
and  not  be  sidetracked  by  invest- 
ment fads  or  temporary  market 
aberrations.  And  we  give  vou  the 
security  of  knowing  that  we're 
going  to  stick  with  you  and  see  you 
through  to  your  goals.  Merrill 
Lynch  has  more  than  $800  million 
in  capital  resources  working  for 
you,  and  we  plan  to  be  advising  you 
long  after  all  those  fad  investments 
have  been  written  off. 

So  drop  in  at  a  nearby  Merrill 
Lynch  office  and  look  over  some  of 
the  brochures  that  explain  our  phi- 
losophy and  way  of  doing  things. 
Don't  worry... we  won't  ask  you  to 
buy  anything.  In  fact,  we  probably 
won't  even  let  you,  until  we  get  to 
know  vou  better. 


Merrill  Lynch 


1980  Fund  Ratings 


Investment  Results 

Latest 

12  Months 

Total  Assets 

Average 

Annual 

Return 

Return 

% 

Total 

from 

from 

6/30/80 

Change 

Maximum 

Annual 

Return 

Capital 

Income 

In 

1980  vs. 

Sales 

Expenses 

1968-80 

Growth 

Dividends 

Millions 

1979 

Charge 

Per  $100 

Standard  &  Poor's  500  Stock  Average 

4.5% 

11.0% 

3.Z7o 



FORBES  Stock  Fund  Average 

3.5% 

11.8% 

A  OW 
*.Z  /o 

FORBES  Balanced  Fund  Average 

4.1% 

3.8% 

A  AO/ 
O.O  /o 

Not  Rated 

BOND  AND  PREFERRED  STOCK  FUNDS  (LOAD) 

Franklin  Custodian- U.S.  Govt  Series 

-10.7% 

Q  A°/ 

$  15.8 

68.1 

7  0  CO/ 
/  .ZD  /o 

<c  i  no 

Investors  Selective  Fund 

6.4% 

-9.1 

i  n  a 

577.2 

-3.3 

7  nn 
/  .uu 

n  ao 

Keystone  Custodian  Funds 

B-l 

5.8 

-4.7 

i  n  9 

1U.Z 

60.1 

-15.0 

A  OS 

U.oU 

B-2 

6.2 

-5.9 

11.1 

53.3 

1.1 

8.50 

0.63 

B-4 

6.3 

-7.0 

10.6 

418.0 

-9.7 

8.50 

0.64 

Lord  Abbett  Bond  Debenture  Fund 

 * 

-4.8 

9.2 

192.2 

0.3 

8.50 

0.78 

National  Securities 

Bond  Fund 

3.7 

-9.2 

i  i  i 

133.2 

-6.7 

7  O  C 

n  70 
UVZ 

Preferred  Fund 

•  4.5 

-7.5 

o  c, 
y.o 

3.3 

-13.2 

7  9C 

/  .ZD 

n  oc 

Sentinel  Bond  Fund 

 * 

-7.8 

inn 

9.6 

29.7 

a  cn 

n  qo 
u.yz 

United  Bond  Fund 

5.0 

-13.0 

l  n  7 

1 U.  / 

263.3 

-15.0 

a  ^n 

n  4a 

Not  Rated 

BOND  AND  PREFERRED  STOCK  FUNDS  (NO  LOAD) 

Alpha  Income  Fund 

 * 

-10.5% 

O  CO/ 

y.D7o 

$  4.8 

-17.2 

none 

$1.50 

Babson  (D  L)  Income  Trust 

1.9% 

-4.2 

8.9 

31.3 

o  n 

none 

0.75 

Fidelity  Corporate  Bond  Fund 

 * 

-7.0 

10.4 

105.4 

6.4 

none 

0.74 

Fund  for  U  S  Govt  Securities 

 * 

-6.6 

8.4 

71.1 

-16.1 

none 

1.09 

Liberty  Fund 

-0.5 

-4.0 

8.0 

9.9 

-1 1.6 

none 

1.64 

Northeast  Investors  Trust 

5.5 

-6.1 

10.6 

156^9 

-5^0 

none 

0.63 

Steadman  Associated  Fund 

3.2 

2.9 

6.8 

38.1 

-12.8 

none 

1.53 

%  Prem.(  +  ) 

Not  Rated 

BOND  AND  PREFERRED  STOCK  FUNDS  (CLOSED  END) 

or  Disc.(-) 

American  General  Bond  Fund 

 * 

-11.9% 

10.1% 

$190.7 

-11.7 

4-9  4 

tn  s  i 

Drexel  Bond-Debenture  Trading  Fund 

* 

-5.0 

11.1 

44.4 

-A. 9 

1  1  1 

L  .OO 

Federated  Income  &  Private  Placement  Fund 

 + 

-5.9 

11.4 

AO  1 
<4Z.  1 

c.  A 
—O.O 

-6.9 

1.42 

Fort  Dearborn  Income  Securities 

 * 

-10.6 

10.8 

88  8 

i  n  a 
—  1  u.o 

-13.0 

0.73 

John  Hancock  Investors 

 * 

-9.9 

11.1 

117  8 

a  c. 

-9.7 

0.67 

Independence  Square  Income  Securities 

 * 

-10.6 

10.5 

29.6 

-10.3 

+0.2 

1.03 

Lincoln  National  Direct  Placement  Fund 

 * 

2.4 

11.9 

49.8 

2.5 

9  1  1 

n  Q7 

MassMutual  Corporate  Investors 

 * 

-1.8 

10.7 

89.5 

-1.8 

-27.3 

1.06 

MassMutual  Income  Investors 

 * 

-7.3 

10.8 

120.6 

—7.3 

-9.3 

0.97 

Mutual  of  Omaha  Interest  Shares 

 * 

-10.2 

10.9 

80.5 

-8'6 

-5.2 

0.78 

Paul  Revere  Investors 

 * 

-4.1 

10.5 

40.1 

-4.1 

-19.4 

1.13 

St  Paul  Securities 

 * 

-8.2 

10.7 

104.3 

-8.2 

-11.4 

0.82 

Transamerica  Income  Shares 

 * 

-10.7 

10.5 

105.6 

-10.7 

— Z.o 

n  A8 

USLIFE  Income  Fund 

 * 

-13.4 

11.7 

49.9 

-13.4 

7  A 

i  i  a 

1 . 1  o 

Vestaur  Securities 

 * 

-10.8 

11.8 

72.8 

-9.8 

a  n 

i  nn 
1  .uu 

Maximum 

Sales 

Not  Rated 

EXCHANGE  FUNDS 

Charge 

Capital  Exchange  Fund 

4.8% 

15.3% 

3.3% 

$  54.5 

3.8 

none 

$0.66 

Congress  Street  Fund 

4.3 

14.3 

3.5 

43.8 

1.6 

none 

0.68 

Depositors  Fund  of  Boston 

3.5 

13.6 

3.6 

DU.Z 

0  O 
Z.Z 

none 

0.66 

Diversification  Fund 

4.4 

8.5 

3.6 

53.7 

0.6 

none 

0.65 

Exchange  Fund  of  Boston 

4.6 

13.8 

3.7 

45.3 

-2.0 

none 

0.67 

Federal  Street  Fund 

4.7 

13.2 

3.6 

211.0 

5.9 

none 

0.61 

Fiduciary  Exchange  Fund 

4.6 

13.8 

3.5 

a  n  7 

1  1 
O.O 

none 

0.69 

Second  Fiduciary  Exchange  Fund 

4.3 

13.3 

3.7 

56.3 

3.1 

none 

0.65 

Kind  of 

%  Prem.(  +  | 

Shares 

DUAL  PURPOSE  FUNDS 

or  Disc.(-) 

Capital 

Gemini  Fund 

6.6% 

7.5% 

none 

$69.8 

2.2 

-10.3 

$0.67 

Income 

Gemini  Fund 

14.9% 

+39.6 

Capital 

Hemisphere  Fund 

-16.5 

260.0 

none 

19.5 

12.1 

+  101.4 

1.27 

Income 

Hemisphere  Fund 

8.0 

-32.7 

Fund  not  in  operation  for  full  period. 
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1980  Fund  Ratings 


Investment  Results 

Latest  12  Months 

Total  Assets 

Average 

Annual 

Return 

Return 

% 

Total 

from 

from 

6/30/80 

Change 

Anni 

Kind  of 

Return 

Capital 

Income 

In 

1980  vs. 

%  Prem.  (+| 

Experl 

Shares 

1968-80 

Growth 

Dividends 

Millions 

1979 

or  Disc.  1-) 

Per  S 

Standard  &  Poor's  500  Stock  Average 

4.5% 

11.0% 

5.2% 

FORBES  Stock  Fund  Average 

3.5% 

11.8% 

4.2% 

FORBES  Balanced  Fund  Average 

4.1% 

3.8% 

6.6% 

DUAL  PURPOSE  FUNDS 

Capital 

Income  &  Capital  Shares 

— c*.  1  /o 

Zl.Z/o 

none 

$  31.5 

11.3 

A  A 

$0 

Income 

Income  &  Capital  Shares 

1 1 .2% 

-8.7 

Capital 

Leverage  Fund  of  Boston 

3.6 

10.3 

none 

74.0 

4.1 

-7.6 

0 

Income 

Leverage  Fund  of  Boston 

11.8 

-2.0 

Capital 

Putnam  Duofund 

1.4 

32.0 

none 

37.0 

15.6 

-16.8 

0 

Income 

Putnam  Duofund 

1  n  a 

1  VJ.H 

A  9 

Capital 

Scudder  Duo-Vest 

0.9 

15.1 

none 

1 19.9 

8.3 

-10.4 

0 

Income 

Scudder  Duo-Vest 

10.7 

+  1.0 

Capital 

Scudder  Duo-Vest  Exchange  Fund 

-0.1 

13.3 

none 

22.1 

0.9 

-24.8 

0j 

Income 

Scudder  Duo-Vest  Exchange  Fund 

10.5 

-0.4 

Maximum 

Type  of 

NEW  FUNDS' 

Date 

Sales 

Fund 

Started 

Charge 

Bond 

Aetna  Income  Shares 

5/73 

-5.7% 

10.2% 

$  39.6 

7.9 

none 

$0. 

Bond 

Alliance  Bond  Fund 

9/73 

-9.8 

9.7 

17.8 

-31.5 

none 

0. 

Exchange 

American  Genera]  Exchange  Fund 

9/76 

1  "7  C 

17.5 

2.6 

52. 1 

12.3 

none 

U. 

Bond 

American  Genera)  High  Yield  Investments 

1 1/78 

-9.3 

11.4 

251.2 

43.4 

6.75% 

0. 

Bond 

American  Invpctnrc  Inrnmp  FunH 

TIIK  1  IV  illl    111  »      HIM  i   lllVVlllV   1  Li  1 1 VI 

1/76 

1.0 

10.6 

13.5 

21.6 

none 

1. 

Bond 

American  National  Bond  Fund 

8/78 

-4.4 

9.6 

5.1 

30.8 

5.00 

0. 

Stock 

American  National  Income  Fund 

5/70 

8.9 

6.4 

11.0 

37.5 

8.50 

0. 

Bond 

Bond  Fund  of  America 

5/74 

-A.I 

10.5 

1  OA  7 

180.3 

15.  / 

0  cn 
o.DU 

r\ 

u. 

Bond(C) 

Bunker  Mill  Income  Securities 

10/73 

-6.4 

11.4 

49.7 

-6.6 

none 

0. 

Bond 

California  Fund  for  Inv  in  U  S  Govt  Sees 

5/73 

-5.0 

9.4 

9.1 

-44.5 

none 

1. 

Bond 

Chancellor  High  Yield  Fund 

5/79 

-6.6 

11.9 

59.0 

45.7 

6.75 

0. 

Exchange 

Chestnut  Street  Exchange  Fund 

9/76 

16.5 

3.1 

95.0 

8.8 

none 

0. 

Bonu(C) 

Circle  Income  Shares 

6/73 

-6.6 

10.0 

29.2 

—6.4 

none 

u. 

StocklCI 

(I  Accptc 

1/73 

N.M. 

none 

13.7 

9.6 

none 

1. 

Bond(C) 

fJSIA  Inrnmp  ^harpv 
v     %    i    i  m  wiin  Jiiaics 

5/73 

-10.4 

10.7 

55.1 

-10.4 

none 

0. 

Stock 

Colonial  Option  Income  Fund 

4/77 

9.4 

4.1 

196.2 

14.9 

8.50 

0. 

Stock 

Colonial  Tax-Managed  Trust 

11/78 

6.8 

none 

74.8 

82.4 

8.50 

l 

Bond 

Composite  Income  Fund 

1/76 

-9.5 

9.2 

4.7 

-14.6 

7.00 

lJ 

Ponvprf inlp  \'iplii  ^ppuritipc 

VCI  UU1C    1  Jill!     it  v  1  i  I  111!. 

3/78 

9. 1 

4.8 

23.6 

-2.9 

6.50 

ij 

Bond(C) 

it  rrpn  t  I  n  (*r»m  p  vn9  rpc 

* — Ul  1  t  IK    1  II  L  Ul  1  II  JlldlCS 

4/73 

—  12.8 

10.7 

38.9 

-12.8 

none 

0. 

Balanced(C) 

Cyprus  Corp13 

6/73 

-44.6 

none 

14.1 

-9.0 

none 

2. 

Bond 

Dreyfus  A  Bonds  Plus 

6/76 

-3.5 

10.9 

12.2 

62.7 

none 

1. 

Stock 

Dreyfus  Number  Nine 

2/72 

39.0 

1.8 

56.4 

132.1 

none 

1 

Stock 

Eagle  Growth  Shares 

10/71 

16.2 

2.1 

3.8 

11.8 

8.50 

1 

Stock 

Equitec  Fund 

5  77 

-9.7 

ll.J 

2.4 

-36.8 

8.50 

2. 

Stock 

The  Evergreen  Total  Return  Fund 

9/78 

12.7 

5.2 

12.1 

42.4 

none 

1. 

Bond(C) 

Excelsior  Income  Shares 

5/73 

-10.5 

11.0 

40.9 

-10.7 

none 

0. 

Stock 

Farm  Bureau  Growth  Fund 

7/71 

13.7 

1.2 

32.4 

14.9 

8.50 

0. 

Exchange 

Federated  Exchange  Fund 

1/77 

14.4 

3.0 

-  87.7 

7.3 

none 

1. 

Bond 

Federated  High  Income  Securities 

1277 

-5.0 

11.4 

61.6 

14.3 

6.50 

1. 

Stock 

Federated  Option  Income  Fund 

6/77 

1.5 

9.3 

19.1 

-26.0 

6.50 

1. 

Bond 

Fidelity  Aggressive  Income  Fund 

11/77 

-8.9 

12.7 

100.5 

22.9 

none 

0. 

Exchange 

Fidelity  Exchange  Fund 

12/76 

13.2 

3.6 

103.9 

5.9 

none 

0. 

Bond 

Fidelity  Thrift  Trust 

5/75 

0.8 

11.1 

46.5 

53.0 

none 

0. 

Bond 

Financial  Bond  Shares 

1/77 

-5.6 

11.5 

3.5 

52.2 

none 

0. 

Stock 

First  Index  Investment  Trust 

8/76 

10.8 

5.0 

85.8 

34.9 

none 

0. 

Bond 

First  Investors  Bond  Appreciation  Fund 

5/78 

-3.8 

9.2 

31.7 

3.3 

7.25 

1. 

Stock 

Fundamerica  of  Japan 

4/73 

14.2 

2.9 

14.4 

^34.3 

6.50 

1. 

Inv.  Abroad 

G  T  Pacific  Fund 

1/77 

-2.1 

2.8 

9.4 

-23.6 

none 

1. 

Stock 

Gateway  Option  Income  Fund 

12/77 

6.2 

3.8 

14.8 

27.6 

none 

1. 

*  Funds  which 

were  not  offered  to  the  public  or  whose  assets  did  not  exceed  $2  million  before  lanuary  11,  1973.    |C)  Closed-end  investment  compar 

N.M.  Not  meaningful     13  Formerly  S-G  Securities. 
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Small  business  and  bis  business 
iharc  the  same  tax  laws. 

Why  shoukfnt  they  share  the 
;ame  accounting  firm? 


A  small  businessman  can't 
afford  to  have  lots  of  accounting 
ind  financial  people  working 
ull  time  for  him  on  things  like  tax 
banning.  As  big  businesses  do. 

But  there's  no  reason  why 
1  small  businessman  can't  at  least 
nave  the  same  accounting  firm. 

The  fact  is,  we've  organized 
Deloitte  Haskins  &  Sells  to  give  a 
small  businessman  the  same  kind 
Df  knowledgeable  advice  our 
3igger  clients  get. 

One  of  our  people,  an  experi- 
anced  professional  who's  uniquely 
trained  in  small  business 

matters,  keeps  an 
eye  on 


your  business,  and  works  closely 
with  you. 

And  if  the  need  arises,  he  can 
call  upon  other  professionals  in  our 
firm  for  their  specialized  know-how. 

Mind  you,  it's  not  only  a  ques- 
tion of  knowing  the  ins  and  outs  of 
the  tax  laws.  It's  knowing  the  ins  and 
outs  of  your  business,  and  ways 
to  help  you  improve  it. 

When  you  get  right  down  to  it, 
a  business  like  yours  probably 
needs  Deloitte  Haskins  &  Sells  every 
bit  as  much  as  big  businesses  do. 

Maybe  that's  why  so  many 
small  businesses  are  our  clients. 

For  a  brochure  that  explains 
more  about  how  we  serve  small  and 
growing  businesses,  call  our  local 
office.  Or  write  us:  Deloitte 
Haskins  &  Sells, 
1114  Avenue  of  the 
mericas,  New  York, 
ew  York  10036. 


Deloitte 
Haskins  Sells 


1980  Fund  Ratings 


Investment  Results 

Latest  12  Months  Total  Assets 


Return        Return  % 


from 

from 

6/30/80 

Change 

Maximum 

Annu 

Type  of 

Date 

Capital 

Income 

In 

1980  vs. 

Sales 

Expem 

Fund 

Started 

Growth 

Dividends 

Millions 

1979 

Charge 

Per  $11 

Standard  &  Poor's  500  Stock  Average 

11.0% 

5.2% 

FORBES  Stock  Fund  Average 

11.8% 

4.2% 

FORBES  Balanced  Fund  Average 

3.8% 

6.6% 

NEW  FUNDS' 

Stock 

Golconda  Investors 

9'58 

112.2% 

none 

S  5.1 

142.9 

none 

$5. 

Stock 

Edson  Gould  Fund 

12/76 

13.1 

none 

3.5 

-22.2 

6.50% 

1 

Balanced 

The  GPM  Fund 

246 

12.0 

5.4% 

2.6 

0.0 

8.00 

1. 

Stock 

The  Guardian  Park  Avenue  Fund 

6/72 

14.0 

5.9 

26.4 

56.2 

8.50 

0. 

Rnnrl 

John  Hancock  Bond  Fund 

1 1  73 

-1 1.8 

10.2 

262.4 

1 1.5 

8.00 

o 

Bond|C! 

john  Hancock  Income  Securities 

2  73 

-11.6 

11.1 

134.9 

-11.5 

none 

0, 

Bond(C) 

Hatteras  Income  Securities 

4/73 

-6.4 

10.4 

46.0 

-6.3 

none 

0. 

Bond 

High  Yield  Securities 

9/77 

-7.7 

11.6 

114.3 

3.6 

6.50 

1.1 

Bond 

IDS  Bond  Fund 

10/74 

-9.7 

12.0 

480.1 

49.4 

3.50 

0.. 

Rnnrl 

DU11U 

1 V  A  u;„h  YiolH  PunH 

i  n  \  mgn  x  leiu  runu 

Q/7R 

l  n  3 

^4  0 

7  7 

fii  7=; 

n  • 

u 

Bond(C] 

INA  Investment  Securities 

1  73 

-8.4 

10.4 

76.9 

-8.5 

none 

o.- 

Bond 

InterCapital  High  Yield  Securities 

9/79 

# 

# 

200.3 

— 

5.50 

o.. 

Bond(C) 

InterCapital  Income  Securities 

4/73 

-10.7 

11.2 

167.2 

-10.1 

none 

0. 

Stock 

InterCapital  Industry  Valued  Securities 

3  80 

# 

# 

10.1 



5.50 

l.: 

Bond 

Johnston  Income  Fund 

8,70 

it 

Tr 

7  1 

0 .  1 

none 

M 

Bond 

JP  Income  Fund 

8  78 

-8.7 

10.0 

25.2 

98.4 

8.00 

o.- 

Bond 

Kemper  Fund  for  Govt  Guaranteed  Securities 

6/77 

-7.0 

9.2 

9.3 

31.0 

4.00 

o.i 

Bond 

Kemper  High  Yield  Fund 

1/78 

-11.9 

12.2 

114.0 

9.1 

6.75 

0.1 

Bond 

Kemper  Income  &  Capital  Preservation  Fund 

4/74 

-9.9 

11.6 

102.4 

-13.8 

6.00 

0.: 

Stock 

Kemper  Option  Income  Fund 

n  77 

AA  7 

— z.o 

o.ju 

o ! 

Bond 

Lexington  Income  Fund 

10  73 

-8.5 

9.9 

5.9 

-29.8 

none 

lJ 

Stock 

Lindner  Fund 

5/73 

7.0 

4.4 

8.9 

-20.5 

none 

1.1 

Stock 

Lord  Abbett  Developing  Growth  Fund 

10/73 

14.5 

1.3 

45.7 

58.7 

8.50 

i.: 

Stock 

The  Lowry  Fund 

12/76 

-2.0 

8.7 

2.4 

-4.0 

1.50 

i.: 

Bond 

Massachusetts  Financial  Bond  Fund 

5/74 

-8.7 

10.1 

183.3 

19.1 

7.25 

0.1 

Bond 

Massachusetts  Financial  High  Income  Trust 

2  78 

-4.9 

13.2 

88.5 

254.0 

7.25 

0.' 

Bond 

Massachusetts  Fund  for  Income 

12/73 

-10.6 

9.9 

30.3 

-16.1 

8.50 

u 

Stock 

Mayflower  Fund 

4,79 

-4.8 

0.8 

2.4 

200.0 

none 

2.( 

Stock 

Merrill  Lynch  Basic  Value  Fund 

7/77 

10.0 

5.1 

89.3 

6.3 

4.00 

0.5 

Stock 

Merrill  Lynch  Capital  Fund 

1073 

13.0 

5.7 

9h  ? 

1.8 

6.50 

0.1 

Balanced 

Merrill  Lynch  Equi-Bond  I  Fund 

1  78 

-0.9 

5.4 

13.9 

-13.1 

4.00 

1.: 

Bond 

Merrill  Lynch  High  Income  Fund 

11/78 

-7.2 

11.9 

269.4 

67.8 

4.00 

o.; 

Inv.  Abroad 

Merrill  Lynch  Pacific  Fund14 

11/76 

10.3 

2.4 

11.4 

-11.6 

7.00 

i.' 

Stock 

Merrill  Lynch  Special  Value  Fund 

5/78 

5.3 

3.0 

44.5 

-12.8 

6.50 

i.: 

Specialized 

Money  Market/Options  Investments 

3  76 

3.3 

9.7 

2.6 

-16.1 

5.75 

i.; 

Bond(C) 

Montgomery  Street  Income  Securities 

2  73 

-12.9 

10.5 

151.4 

-11.1 

none 

o.: 

Bond 

Monthly  Income  Shares 

3/74 

-15.0 

10.2 

44.3 

-14.0 

8.50 

0.< 

Stock 

Mutual  Benefit  Fund 

1/71 

4.1 

4.9 

20.3 

5.2 

8.50 

O.f 

Bond 

Mutual  of  Omaha  America  Fund 

10/73 

-5.7 

10.0 

6.7 

-5.6 

none 

l.i 

StockjC) 

Nautilus  Fund 

2/79 

21.1 

2.6 

12.8 

20.8 

none 

1.: 

Bond 

NEL  Income  Fund 

11/73 

-12.8 

10.3 

35.1 

-7.4 

8.00 

O.C 

Stock 

New  Perspective  Fund 

5  73 

18.3 

2.3 

387.5 

19.5 

8.50 

O.i 

Bond 

North  Star  Bond  Fund 

8/77 

1.8 

6.0 

•  6.3 

16.7 

none 

0.S 

Stock 

Oppenheimer  Directors  Fund 

12/78 

32.1 

0.3 

18.0 

181.3 

4.00 

l.i 

Bond 

Oppenheimer  High  Yield  Fund 

8/78 

-9.7 

12.1 

114.2 

65.8 

6.75 

O.i 

Stock 

Oppenheimer  Option  Income  Fund 

10/77 

2.3 

4.8 

60.9 

-12.6 

8.50 

1.1 

Stock 

Oppenheimer  Special  Fund 

1  73 

28.3 

1.7 

S9  s 

190.6 

8.50 

1.1 

Bond(C) 

Pacific  American  Income  Shares 

3/73 

-6.3 

10.8 

79.7 

-6.4 

none 

o.; 

Stock 

Partners  Fund 

7/68 

28.1 

2.7 

43.7 

38.3 

none 

i.: 

Stock 

Pax  World  Fund 

8'71 

7.5 

5.5 

3.0 

36.4 

none 

l.i 

Stock 

Pinestock  Associates 

6/66 

43.4 

1.2 

4.8 

37.1 

none 

l.C 

Bond 

Pioneer  Bond  Fund 

10/78 

-7.6 

10.4 

6.7 

109.4 

8.50 

0.- 

Bond 

Pliyield  Fund 

975 

-9.6 

9.7 

4.1 

-8.9 

8.50 

u 

•  Funds  which  were  not  offered  to  the  public  or  whose  assets  did  not  exceed  S2  million  before  January  11,  1973.  (C|  Closed-end  investment  compan 
N.A.  Not  available.    #  Fund  not  in  operation  for  full  period.    14  Formerly  Nomura  Capital  Fund  of  Japan. 
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A  PIPELINE  ALONE  WONT  SOLVE 
AMERICAS  ENERGY  PROBLEMS. 

Because  each  region  has  its 
resources,  and  each  customer  has 
his  needs. 

We  think  the  energy  of  the 
future  will  include  new  kinds  of  en- 
ergy, some  the  result  of  our  most 
important  one... 
Imagination. 


As  the  age  of  inexpensive  gas 
and  oil  has  drawn  to  a  close, 
Americas  energy  needs  are  com- 
plicated by  one  great  factor. 

Distance. 

Thats  why  MAPCO  is  extending 
its  pipeline  to  7695  miles  and  has 


expanded  into  many  different  kinds 
of  energy  in  many  different  regions. 

While  we're  connecting  suppliers 
in  the  Southwest  to  customers 
throughout  the  Midwest  by  a 
pipeline,  we're  also  mining  coal  for 
utilities  in  the  East. 

¥  MAPCO 


BRINGING  IMAGINATION  TO  THE  BUSINESS  OF  ENERGY 

MAPCO  INC  •  1800  S  BALTIMORE  AVE  •  TULSA.  OK.  741  19  •  SYMBOL  MDA/NYSE/MWSE/PSE 


We're  gettingjeady  to  get 


Imagine  a  power  plant 
that  runs  on  free  fuel, 
works  24  hours  a  day, 
rain  or  shine  — and  gen- 
erates electricity  without 
burning  coal  or  using 
one  barrel  of  oil. 

Its  called  OTEC- 
Ocean  Thermal  Energy 
Conversion.  And  it's 
starting  to  happen  right 
now.  TRW  is  helping  the 
Department  of  Energy 
make  it  happen  — by 
using  a  new  and  impor- 
tant source  of  energy: 
the  ocean. 


c 


old  Water.  Warm  Sun 
&  No  Pollution. 


This  new  source  of  power  is 
ours  for  the  using  anywhere 
there's  a  32°F  difference 
between  the  temperature  of 
the  ocean's  surface,  and  the 
water  below. 

An  OTEC  plant  puts  that 
difference  to  work  in  a  solar 
energy  system  that  uses  the 


ocean  as  a  vast  collector. 

Sunshine-warmed 
surface  water  vaporizes 
a  low-boiling-point  liquid 


like  ammonia.  The 
expanding  vapor 
drives  a  turbine, 
which  powers  a 
generator  — pro-  r 
ducing  electricity.  ^ 

Once  the  ammonia 
vapor  has  done  its 
job,  it  is  liquified  in 
a  condenser  by  very 
cold  water  pumped 
from  as  deep  as 
3,000  feet.  The 
entire  operation 
is  totally  self- 
contained, 
ho  smokestacks. 
No  liquid 
effluent  to 
dispose  of. 
No  pollution  —  v 
period. 

TRW  has 
already  tested 
a  number 
of  OTEC  concepts. 
And  TRW-fumished 
heat  exchangers  are  ( 
being  fitted  on  a  ship 


cean. 


which  will  try  out  a  1,000 
kilowatt  version  off 
Hawaii  in  1980. 


gging  Into  The  Ocean. 

The  electricity  generated 
by  just  one  OTEC  plant, 
delivered  to  the  main- 
land by  undersea  cable, 
could  light  a  city  the  size 
of  Orlando,  Florida.  And 
since  the  ocean  doesn't 
lose  its  surface  heat  at 
night  or  during  storms, 
the  electricity  can  be 
delivered  anytime. 
Some  energy  experts 
say  we  could  be  lighting 
southern  U.S.  cities  with 
ocean  thermal  power  from 


i 


In  many  places  on  our 
planet,  this  pollution-free 
source  of  energy,  stored 
by  nature  in  the  world's 
oceans,  is  waiting  there  for 
us  to  use. .  .anytime  we 
need  it,  rain  or  shine, 
day  or  night.  Tomorrow 
is  taking  shape  at 

A  COMPANY  CALLED 

TRW 


1980  Fund  Ratings 


Investment  Results 

Latest  12  Months 

Total  Assets 

Return 

Return 

0/ 

/o 

|    Type  of 

from 

from 

6/30/80 

Change 

Maximum 

Annual 

Date 

Capital 

Income 

In 

1980  vs. 

Sales 

Expenses 

Fund 

Started  Growth 

Dividends 

Millions 

1979 

Charge 

Per  $100 

Standard  &  Poor's  500  Stock  Average 

11.0% 

5.2% 

FORBES  Stock  Fund  Average 

11.8% 

4.2% 

FORBES  Balanced  Fund  Average 

3.8% 

6.6% 

NEW  FUNDS* 

,  Stock|C) 

Precious  Metals  Holdings 

2/74 

124.3% 

4.5% 

$  86.4 

119.3 

none 

$1.12 

Bond 

Rowe  Price  New  Income  Fund 

10/73 

-2.7 

12.2 

392.3 

34.1 

none 

0.59 

Bond 

PRO  Income  Fund 

7/74 

-8.5 

9.5 

23.4 

16.4 

none 

1.17 

Bond 

Putnam  High  Yield  Fund 

1/78 

-6.6 

11.6 

268.3 

44.3 

6.75% 

0.73 

Stock 

Putnam  Option  Income  Trust 

6/77 

6.8 

4.5 

83.1 

-1.1 

8.50 

1.00 

Stock 

Qualified  Dividend  Portfolio  I 

12/75 

1.5 

8.3 

19.0 

6.2 

none 

0.79 

Bond 

Qualified  Dividend  Portfolio  II 

12/75 

-9.6 

10.3 

20.6 

-6.8 

none 

0.80 

Stock 

Quasar  Associates 

8/68 

39.6 

0.3 

5.2 

23.8 

none 

1.49 

Bond 

St  Paul  Income  Fund 

3/73 

-8.3 

9.2 

6.7 

-10.7 

6.00 

1.09 

Bond 

Security  Bond  Fund 

12/70 

-9.7 

10.2 

26.5 

0.8 

2.75 

0.82 

Stock 

Sierra  Growth  Fund 

2/57 

15.8 

2.8 

3.9 

-2.5 

none 

2.02 

Bond 

Sigma  Income  Shares 

11/74 

-7.2 

9.6 

21.8 

-0.9 

8.50 

0.80 

Bond(C) 

State  Mutual  Securities 

2/73 

-7.2 

11.1 

90.1 

-7.1 

none 

1.00 

Exchange 

State  Street  Exchange  Fund 

12/76 

11.8 

3.2 

101.5 

5.7 

none 

0.58 

Bona 

SteinRoe  Bond  Fund 

1  T  l~TO 

12//8 

—  7.1 

9.9 

11.6 

63.4 

none 

0.80 

Stock 

SteinRoe  Special  Fund 

7/67 

17.5 

2.6 

38.0 

31.5 

none 

1.04 

Stock 

Strategic  Investments  Fund 

2/75 

130.7 

4.0 

18.8 

291.7 

8.50 

1.35 

Stock 

Stratton  Growth  Fund 

10/72 

—1.5 

2.7 

5.8 

0.0 

none 

1.96 

Stock 

Sun  Growth  Fund 

8/71 

8.4 

3.6 

10.1 

8.6 

8.50 

1.06 

Stock 

Tax-Managed  Fund  for  Utility  Shares 

4/78 

1.7 

none 

163.9 

74.9 

8.50 

1.39 

Stock 

Templeton  World  Fund 

1/78 

16.7 

1.4 

296.6 

203.6 

8.50 

1.04 

Balanced 

Trustees'  Commingled  Equity  Fund 

1/80 

# 

# 

34.8 

— 

none 

N.A. 

Stock 

Unified  Accumulation  Fund 

4/78 

20.8 

none 

2.0 

122.2 

none 

4.68 

Stock 

Unified  Growth  Fund 

9/70 

16.9 

3.3 

2.6 

44.4 

none 

1.78 

Bond 

United  High  Income  Fund 

71  ly 

# 

# 

103.6 

8.50 

1 .00 

Stock 

United  Services  Fund 

6/70 

135.9 

4.8 

78.2 

166.0 

none 

1.11 

Exchange 

Vance,  Sanders  Exchange  Fund 

6/76 

15.8 

2.8 

121.5 

6.3 

none 

0.83 

Bond 

Vance,  Sanders  Income  Fund 

6/73 

-8.2 

9.4 

12.5 

-10.1 

8.50 

0.93 

Bond 

Vanguard  Fixed  Income  Secs-High  Yield15 

12/78 

-7.3 

12.4 

5.6 

180.0 

none 

0.75 

Bond 

Vanguard  Fixed  Income  Secs-Invest  Grade16 

7/73 

-5.4 

9.7 

45.5 

-0.9 

none 

0.75 

Portfolio 

Minimum 

^vg.  Maturity 

ufiNFV  MARK  FT  FTTNTTMSt 
luUfllil  IfUvIUXXil  f  U 111/9  I 

Initial 

(days] 

Investment 

27 

Alliance  Capital  Reserves 

7/78 



12.0% 

$640.3 

351.2 

none 

$0.82 

23 

Alliance  Government  Reserves 

7/79 



# 

58.6 



none 

0.60 

20 

American  General  Reserve  Fund 

7/74 

— 

12.8 

60.4 

361.1 

$1,000 

0.90 

21 

American  Liquid  Trust 

7/75 

12.1 

221.1 

212.7 

none 

0.75 

2 

Capital  Preservation  Fund 

10/72 

11.3 

735.0 

217.1 

1,000 

1.00 

26 

Cash  Equivalent  Fund 

3/79 

13.2 

933.6 

762.1 

1,000 

0.56 

51 

Cash  Management  Trust  of  America 

11/76 

12.8 

298.5 

178.2 

5,000 

0.67 

67 

Cash  Reserve  Management 

1/77 

12.7 

2,728.6 

156.2 

10,000 

0.53 

17 

Centennial  Capital  Cash  Management  Trust 

7/74 

10.8 

92.1 

152.3 

1,000 

0.85 

22 

CG  Money  Market  Fund 

1/75 

12.4 

76.9 

205.2 

300 

0.61 

223 

Chancellor  Tax-Exempt  Daily  Income  Fund 

8/79 

# 

86.2 

2,500 

0.98 

70 

CMA  Money  Trust 

9/77 

12.6 

2,061.3 

358.2 

none 

0.62 

26 

Columbia  Daily  Income  Company 

11/74 

12.1 

347.3 

325.1 

1,000 

0.90 

26 

Composite  Cash  Management 

11/79 

# 

79.6 

1,000 

N.A. 

29 

Current  Interest 

6/74 

12.1 

484.4 

525.8 

1,000 

0.76 

15 

Daily  Cash  Accumulation 

7/78 

12.1 

2,209.7 

334.3 

2,500 

0.66 

27 

Daily  Income  Fund 

7/74 

11.8 

536.0 

140.9 

5,000 

0.75 

65 

Delaware  Cash  Reserve 

6/78 

13.0 

543.2 

894.9 

1,000 

0.80 

44 

Dreyfus  Liquid  Assets 

1/74 

12.4 

3,364.7 

153.8 

2,500 

0.69 

49- 

Dreyfus  Money  Market  Instru  Govt  Sec  Series 

5/79 

11.6 

159.0 

2,506.6 

50,000 

0.35 

:unds  which  were  not  offered  to  the  public  or  whose  assets  did  not  exceed  $2  mi 

limn  before  lanuary  1 1,  197.1 

t  All  funds  are  no-lo 

ad;  however  special  fees 

ay  apply  in  some 

cases.    #  Fund  not  in  operation  for  full  period. 

(C)  Closed- 

end  investment  company. 

N.A.  Not  available.  1 

'  Formerly  Westminster 

>nd  Fund-High  Yield.    16  Formerly  Westminster  Bond  Fund-Investment  Grade. 
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At  Crane 

we  believe  in  basics. 


That's  why  we're  big  in  cement.  There  are  380,ooo 

cubic  yards  of  concrete  in  the  Wallace  Dam,  holding  back  19,000 
acres  of  water  at  Lake  Oconee,  Georgia.  And  all  of  it  from  Medusa,  a 
Crane  subsidiary 

You  will  find  Medusa  cement  in  dams,  highways,  buildings  and 
airports  all  over  the  eastern  part  of  the  United  States.  It  is  the  nation's 
tenth  largest  cement  company 

Cement,  one  of  Americas  basic  products.  And  because  Crane 
believes  that  making  basic  products  for  basic  industries  is  the  way 
to  continued  growth  and  strength,  we're  big  in  cement.  And  in 
steel.  In  building  products.  Aerospace  and  aircraft  systems.  Fluid 
and  pollution  equipment. 

Basic  products  for  basic  industries — that's  what  Crane  is  all  about. 

Crane  Co.,  300  Park  Avenue,  New  York,  New  York  10022 


CRANE 


1980  Fund  Ratings 


Investment  Results 

Latest  12  Months  Total  Assets 


Return        Return  % 


■  Portfolio 

from 

from 

6/30/80 

Change 

Minimum 

Annual 

vvg.  Maturity 

Date 

Capital 

Income 

In 

1980  vs. 

Initial 

Expenses 

(days) 

Started 

Growth 

Dividends 

Millions 

1979 

Investment 

Per  $100 

Standard  &  Poor's  500  Stock  Average 

11.0% 

5.2% 

FORBES  Stock  Fund  Average 

11.8% 

4.2% 

FORBES  Balanced  Fund  Average 

3.8% 

6.6% 

MONET  MARKET  FUNDS! 

45 

Dreyfus  Money  Mkt  Instru  Money  Mkt  Series 

4/75 

— 

12.5% 

$1,492.3 

186.0 

$50,000 

$0.50 

14 

Eaton  &  Howard  Cash  Management  Fund 

1/75 

— 

11.9 

108.2 

254.8 

1,000 

0.53 

86 

Federated  Tax-Free  Trust 

3/79 

— 

5.5 

647.3 

950.8 

25,000 

0.45 

00 

Fidelity  Cash  Reserves 

c/7o 

11. 0 

707  7 

fy/./ 

i  oon  q 
o,yyU.o 

1,UUU 

1  oo 

OZ 

Fidelity  Daily  Income  Trust 

CI7A 
Di  1 4 

o,o44.y 

OO.U 

l  o  oon 
1U,UUU 

O  If 

V.So 

102 

Fidelity  Tax-Exempt  Money  Market  Trust 

1/80 

— 

# 

399.9 

— 

20,000 

N.A. 

17 

Financial  Daily  Income  Shares 

3/76 

— 

12.2 

92.3 

123.5 

1,000 

0.53 

28 

First  Investors  Cash  Management  Fund 

10/78 

— 

12.4 

183.9 

543.0 

1,000 

0.72 

OD 

First  Variable  Rate  Fund  for  Govt  Income 

12//0 

12.1 

4,31). 1) 

t  an  1 

2yu.2 

1  ooo 

2,0UU 

1.03 

in 
oil 

Franklin  Money  Fund17 

11  fb 

12. 0 

^  i  o  o 
218. U 

boV.y 

c  oo 

500 

O  O  7 

0.87 

33 

Fund  for  Government  Investors 

3/75 

— 

11.4 

440.4 

298.6 

2,500 

0.70 

24 

Government  Investors  Trust 

7/79 

— 

# 

102.3 

— 

2,000 

1.31 

28 

Gradison  Cash  Reserves 

5/76 

— 

11.5 

307.4 

131.1 

1,000 

0.80 

John  Hancock  Cash  Management  Trust 

i  0/70 

# 

11)/  .2 

1  ooo 

1,UL)U 

o  oo 
I). 81) 

00 

IDS  Cash  Management  Fund 

i  o/7c 
1U//5 

12. 6 

o(J4.5 

A  A  O  / 

44y.o 

o  c  oo 
2,5UU 

O  f  c 

U.ob 

26 

INA  Cash  Fund 

11/79 

— 

# 

269.2 

— 

2,500 

0.81 

52 

InterCapital  Liquid  Asset  Fund 

9/75 

— 

12.2 

3,914.5 

142.6 

5,000 

0.63 

23 

Johnston  Cash  Management  Fund 

8/79 

— 

# 

78.8 

— 

2,500 

N.A. 

oo 

E  D  Jones  &  Co  Daily  Passport  Cash  Trust 

5/OU 

# 

Q  1 

o.z 

c  ooo 

IN. A. 

LI 

Kemper  Money  Market  Fund 

1 1//4 

i  o  o 

982.0 

21 6. 0 

1  ooo 
1,UUL) 

O  f  A 

U.04 

39 

Legg  Mason  Cash  Reserve  Trust 

10/78 

— 

11.8 

109.9 

— 

5,000 

1.21 

21 

Lexington  Money  Market  Trust 

7/78 

— 

12.2 

72.8 

2,041.2 

1,000 

0.18 

20 

Liquid  Capital  Income 

11/74 

— 

12.2 

842.0 

137.9 

1,000 

0.70 

15 

Lord  Abbett  Cash  Reserve  Fund 

7/79 

— 

12.1 

178.7 

1,000 

0.54 

zy 

Massachusetts  Cash  Management  Trust 

ILI /D 

ITT 

12.2 

LLb.L 

1  70  O 

1  /8.y 

1  ooo 

U.oo 

28 

Master  Reserves  Trust  Government  Portfolio 

2/80 

— 

# 

13.9 

— 

250,000 

N.A. 

17 

Master  Reserves  Trust  Money  Mkt  Portfolio18 

2/76 

— 

12.0 

H9.2 

409.4 

250,000 

0.52 

43 

Merrill  Lynch  Government  Fund 

9/77 

— 

11.4 

172.1 

382.1 

5,000 

0.67 

42 

Merrill  Lynch  Institutional  Fund 

12/74 

— 

12.3 

774.5 

128.2 

25,000 

0.56 

73 

Merrill  Lynch  Ready  Assets  Trust 

2/75 

— 

12.6 

1 1,428.0 

150.3 

5,000 

0.50 

49 

Midwest  Income  Investment  Co 

12/74 

— 

11.3 

120.2 

78.3 

500 

0.98 

30 

MIF  Nationwide  Money  Market  Fund 

3/80 

— 

# 

50.0 

— 

2,500 

N.A. 

57 

Money  Market  Management 

1/74 

— 

11.5 

276.0 

222.8 

1,000 

1.14 

33 

Money  Shares 

1/78 

— 

11.0 

6.9 

81.6 

1,000 

1.45 

38 

MoneyMart  Assets 

6/76 

— 

12.3 

1,746.2 

182.7 

3,000 

0.62 

29 

Mutual  of  Omaha  Money  Market  Account 

7/79 

# 

120.5 

2,500 

0.89 

33 

National  Liquid  Reserves 

8/74 

11.7 

1,447.9 

233.3 

2,500 

0.64 

61 

NEL  Cash  Management  Account 

7/78 

12.3 

261.3 

363.3 

1,000 

0.74 

18 

Oppenheimer  Money  Market  Fund'1" 

4/74 

12.8 

654.8 

250.9 

2,500 

0.63 

43 

Paine  Webber  CASHFUND 

5/78 

12.0 

2,319.0 

161.6 

5,000 

0.60 

20 

Plimoney  Fund 

3/80 

# 

14.1 

2,500 

1.18 

24 

Rowe  Price  Prime  Reserve  Fund 

3/76 

12.5 

1,125.0 

158.1 

1,000 

0.60 

38 

Putnam  Daily  Dividend  Trust 

9/76 

12.6 

152.7 

218.1 

2,000 

0.78 

13 

The  Reserve  Fund 

11/71 

12.3 

1,942.5 

49.7 

1,000 

0.72 

20 

St  Paul  Money  Fund 

11/79 

# 

61.6 

3,000 

0.80 

25 

Scudder  Cash  Investment  Trust 

7/76 

12.1 

205.0 

350.6 

1,000 

0.79 

101 

Scudder  Managed  Reserves 

8/74 

11.7 

481.6 

23.8 

1,000 

0.76 

330 

Scudder  Tax  Free  Money  Fund 

1/80 

# 

66.6 

1,000 

0.25 

37 

Selected  Money  Market  Fund 

10/77 

12.1 

34.4 

549.1 

1,000 

0.67 

13 

Shearson  Daily  Dividend 

6/79 

12.7 

1,959.9 

1,265.8 

5,000 

0.60 

29 

Short-Term  Yield  Securities 

5/78 

12.0 

33.3 

301.2 

1,250 

0.73 

7 

Steadman  Federal  Securities  Fund 

2/80 

# 

11.4 

500 

N.A. 

36 

SteinRoe  Cash  Reserves 

10/76 

12.2 

378.7 

167.3 

2,500 

0.67 

All  funds  are  no-load;  however  special  fees  may  apply  in  some  cases.  #  Fund  not  in  operation  for  full  period.  N.A.  Not  available.  17  Formerly  Franklin 
esources  Liquid  Assets  Fund.    18  Formerly  Master  Reserve  Trust.    "  Formerly  Oppenheimer  Monetary  Bridge. 
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1980  Fund  Ratings 


 , — _  — —  .  1 

Investment  Results 

Latest 

1 2  Months 

Total  Assets 

Return 

Return 

% 

Portfolio 

from 

from 

6/30/80 

Change 

Minimum 

Anne 

Avg.  Maturity 

Date 

Capital 

Income 

In 

1980  vs. 

Initial 

Expeni 

(days) 

Started 

Growth 

Dividends 

Millions 

1979 

Investment 

PerJI 

Standard  &  Poor's  500  Stock  Average 

11.0% 

5.2% 

FORBES  Stock  Fund  Average 

11.8% 

4.2% 

FORBES  Balanced  Fund  Average 

3.8% 

6.6% 

MONET  MARKET  FUNDS 

34 

Trust  (or  Cash  Reserves 

2/80 



# 

$  46.2 



none 

SI. 

26 

Union  Cash  Management  Fund 

1/77 

— 

12.9% 

312.1 

264.2 

$1,000 

0. 

18 

United  Cash  Management 

8/79 

— 

# 

141.9 

— 

1,000 

0. 

28 

The  Value  Line  Cash  Fund 

4/79 

— 

12.6 

67.8 

1,440.9 

1,000 

0 

25 

Vanguard  Money  Market  Trust2" 

6/75 

12.5 

301.0 

230.4 

3,000 

0. 

40 

Vanguard  Muni  Bond-Money  Market 

5/80 



# 

3.0 

3,000 

N. 

182 

Vanguard  Muni  Bond-Short  Term21 

9/77 



5.1 

182.9 

175.5 

3,000 

0.1 

20 

Webster  Cash  Reserve 

8/79 

# 

476.0 

5,000 

0. 

Maximum 

Sales 

MUNICIPAL  BOND  FUNDS 

Charge 

Alpha  Tax-Exempt  Bond  Fund 

1/77 

-16.9% 

7.2% 

$  2.5 

-7.4 

none 

$1.1 

American  General  Municipal  Bond  Fund 

11/76 

-18.1 

7.2 

23.7 

-14.4 

475% 

0.1 

Bullock  Tax-Free  Shares 

2/77 

-16.8 

7.2 

19.4 

-6.7 

4.75 

1.1 

Hi  Municipal  Bond  Fund 

—  lo.y 

7  1 

4o.O 

1  O.O 

7 

n  i 

Composite  Tax-Exempt  Bond  Fund 

1i77 

if  f  f 

—  1 1  .L 

jC  7 
O.  f 

L.y 

—  il.  I 

none 

U.! 

DMC  Tax-Free  Income  Trust-Pennsylvania 

3/77 

-14.6 

6.7 

27.0 

-11.5 

4.50 

O.i 

Dreyfus  Tax  Exempt  Bond  Fund 

10/76 

-14.8 

7.3 

853.6 

0.5 

none 

0. 

Federated  Tax-Free  Income  Fund 

10/76 

-16.6 

7.0 

51.2 

-26.9 

none 

H 

Fidelity  High  Yield  Municipals 

1  1,77 
ill  f  I 

1  T  1 

—  il.o 

7  C 

f  .D 

i  no  q 

Q  Q 
O.O 

none 

U.C 

Fidelity  Limited  Term  Municipals 

A  111 
4/  /  f 

c  c 

— D.D 

D.O 

Of  .  i 

11C 

none 

U.C 

Fidelity  Municipal  Bond  Fund 

876 

-14.9 

7.0 

535.1 

-19.8 

none 

o.< 

First  Investors  Tax  Exempt  Fund 

8/77 

-12.1 

6.8 

25.1 

40.2 

7.25 

i.i 

Franklin  Tax-Free  Income  Fund 

2/77 

-16.3 

7.5 

1.9 

-17.4 

7.25 

l.C 

John  Hancock  Tax-Exempt  Income  Trust 

1  /77 

1  7  A 

—  1  f  .V 

7  T 

id.  6 

—y.o 

8.UU 

(J  J 

IDS  High  Yield  Iax-Lxempt  Fund 

—  1 6.1 

O  C 
O.D 

111  r» 

121.  y 

777  (~\ 

f  f  I  Xj 

4.UU 

n  - 
U. 

EDS  Tax-Exempt  Bond  Fund 

12/76 

-14.5 

7.2 

153.4 

-5.7 

4.00 

(M 

InterCapital  Tax  Exempt  Securities 

3/80 

# 

# 

39.5 

— 

4.00 

07 

Kemper  Municipal  Bond  Fund 

4/76 

-13.3 

7.3 

210.1 

-10.4 

4.75 

0.2 

Keystone  Tax  Free  Fund22 

1/78 

-10.3 

6.9 

9.1 

85.7 

4.00 

o.s 

Merrill  Lynch  Muni  Bd  Fd  High  Yield  Portfolio 

11/7V 

# 

# 

Zu.b 

4.UU 

U.A 

Merrill  Lynch  Muni  Bd  Fd  Insured  Portfolio" 

11  77 

-12.1 

7.1 

61.4 

3.9 

4.00 

l.C 

Merrill  Lynch  Muni  Bd  Fd  Ltd  Maturity  Port 

11/79 

# 

# 

207.0 

1.00 

0.5 

MFS  Managed  Municipal  Bond  Trust 

10/76 

-8.7 

7.1 

66.2 

5.8 

4.75 

0.8 

Mutual  of  Omaha  Tax-Free  Income  Fund 

1/77 

-15.9 

7.7 

28.5 

-13.9 

8.00 

0.8 

Natl  Securities  Tax  Exempt  Bonds 

11/76 

-15.2 

7.1 

16.2 

-11.0 

6.00 

07 

NEL  Tax  Exempt  Bond  Fund 

5,77 

-16.3 

7.2 

10.0 

-167 

4.50 

07 

Nuveen  Municipal  Bond  Fund 

1 1/76 

-11.9 

6.7 

124.7 

57.7 

4.50 

0.7 

Oppenheimer  Tax-Free  Bond  Fund 

1076 

-18.2 

7.5 

38.3 

-23.3 

none 

0.9 

Pennsylvania  Tax-Free  Income  Trust 

2/77 

-16.0 

6.7 

7.9 

-24.0 

4.50 

1.1 

Rowe  Price  Tax-Free  Income  Fund 

11/76 

-7.5 

6.6 

.  249.5 

3.9 

none 

07 

Putnam  Tax  Exempt  Income  Fund 

1176 

-7.5 

7.1 

34.8 

-6.0 

4.75 

0.7 

Scudder  Managed  Municipal  Bonds 

10/76 

-9.2 

6.7 

132.7 

4.8 

none 

0.7 

Selected  Tax-Exempt  Bond  Fund 

10/77 

-21.2 

7.6 

2.1 

5.0 

none 

0.4 

SteinRoe  Tax-Exempt  Bond  Fund 

2/77 

-12.3 

6.9 

34.3 

27.5 

none 

0.7 

Tax-Exempt  Bond  Fund  of  America 

1079 

# 

# 

7.8 

4.75 

I  JO 

United  Municipal  Bond  Fund 

11/76 

-17.3 

7.5 

307 

-0.3 

4.00 

0.8 

Vance,  Sanders  Municipal  Bond  Fund 

3/78 

-12.5 

6.5 

4.2 

23.5 

3.75 

0.6 

Vanguard  Muni  Bond-High  Yield24 

12/78 

-16.2 

7.7 

21.0 

200.0 

none 

0.4 

Vanguard  Muni  Bond-Intermediate  Term25 

9/77 

-10.5 

6.0 

19.4 

60.3 

none 

0.4 

Vanguard  Muni  Bond-Long  Term2* 

9/77 

-17.7 

7.5 

49.1 

63.1 

none 

0.4 

t  All  funds  are  no-load;  however,  special  fees  may  apply  in  some  cases.  #  Fund  not  in  operation  for  full  period.  N.  A.  Not  available.  20  Formerly  Whitehall 
Money  Market  Trust.  21  Formerly  Warwick  Municipal  Bond-Short  Term.  22  Formerly  Massachusetts  Fund  for  Tax  Exempt  Income.  23  Formerly  Merrill 
Lynch  Municipal  Bond  Fund  24  Formerly  Warwick  Municipal  Bond-High  Yield.  25  Formerly  Warwick  Municipal  Bond-Intermediate  Term.  26  Formerlj 
Warwick  Municipal  Bond- Long  Term. 
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"The  more  you  learn  about 
ur  DC-IO,  the  more  you  know 
how  great  it  really  is" 


Pete  Conrad 

Former  Astronaut 
Division  Vice  President,  McDonnell  Douglas 


I've  watched  airplanes  and  spacecraft  take  shape 
or  much  of  my  adult  life.  I'm  certain  that  nothing 
nade  to  fly  has  ever  been  designed  or  built  to 
nore  exacting  standards  than  our  DC-10. 

"Eighteen  million  engineering  man-hours  were 
nvested  in  this  plane's  development.  That  includes 
4,000  hours  of  wind  tunnel  testing,  as  well  as 
ull-scale  fatigue  testing'  for  the  equivalent  of 
[0  years  of  airline  service. 
'I'm  convinced  that  the  DC-10  is  the  most 


thoroughly-tested  jetliner  ever  built.  Along  with  U.S. 
Government  certification,  the  DC-10  has  passed 
structures  tests  just  as  demanding,  in  their  own  way, 
as  those  required  of  U.S.  Air  Force  fighter  planes. 

"The  DC-10  fleet  demonstrates  its  dependability 
flying  more  than  a  million  miles  a  day  and  serving 
170  cities  in  90  countries  around  the  globe!' 

To  learn  more  about  the  DC-10,  write:  "DC-10 
Report!'  McDonnell  Douglas,  Box  14526, 
St.  Louis,  MO  63178. 


MCDO/V/V 


Taxpayers  shell  out  $522  million  a  year  in  subsidies  for  nonpros 
mailers— from  glossy  magazines  to  dubious  mail-order  businesses. 


U 


i 


Harper's 

(,oi>no»\m  lunuh pgOGRESSl .  T 

*V        /-V       it  the 


Those 
nonprofit" 
profits 

By  William  Baldwin 

f  I  had  my  druthers,  I  would  rather  not  compete  with  a 
nonprofit  organization,"  says  Reginald  Brack  Jr.,  publisher 
of  Time  Inc.'s  new  science  magazine,  Discover,  whose  first 
issue  will  appear  next  month.  He's  not  fearful  that  the  powerful 
Time  organization  would  crush  a  hapless  nonprofit.  It's  that 
the  nonprofits  get  subsidized  mail  rates  and  tax  breaks  that 
give  them  a  considerable — some  say  "unfair" — advantage.  In- 
deed, some  of  the  nation's  best-known  magazines,  such  as 
National  Geographic,  Consumer  Reports,  Smithsonian,  Mother 
Jones  and, Us.,  are  nonprofit. 

Mail  costs  are  a  key  factor  in  the  maga- 
zine business.  Depending  on  weight,  dis- 
tance and  percentage  of  advertising 
pages,  a  half-pound  magazine  that  would 
cost  about  14  cents  to  mail  at  regular 
second-class  rates  would  go  nonprofit  for 
perhaps  7  cents.  For  a  500,000-circula- 
tion  monthly,  that's  worth  $420,000  a 
year.  More  important,  when  a  nonprofit 
company  uses  third-class  circulars  to 
drum  up  new  subscribers,  it  pays  3.5 
cents  postage  per  piece,  against  8.4  cents 
for  commercial  competitors.  Figure  on  a 
1%  response  rate,  considered  good  for  a 
cold-prospect  mailing,  and  that  seeming- 
ly trivial  spread  translates  into  a  $4.90  saving 
per  subscriber.  On  top  of  that,  the  reader  can  usually 
call  his  subscription  a  tax-deductible  "donation." 

In  the-magazine  world,  "nonprofit"  doesn't  mean  poverty. 
Audubon,  a  handsomely  printed  bimonthly  (circulation, 
330,000)  for  members  of  the  National  Audubon  Society,  is 
making  money,  in  part  because  the  6.4  million  solicitations  for 
members/subscribers  that  the  society  is  mailing  out  this  year 
go  at  discount  rates.  At  the  National  Geographic  Society,  the 
"nonprofits"  from  the  10.5-million-circulation  monthly  go 
toward  $100,000-plus  salaries  for  top  personnel.  The  take  from 
its  1.8-million-circulation,  ad-studded  Smithsonian  helps  the 
Smithsonian  Institution  support  its  chain  of  museums  in 
Washington,  D.C.  The  130-year-old  Harper's  (circulation, 
325,000)  couldn't  make  it  in  the  for-profit  world,  so  owner 
Minneapolis  Star  &  Tribune  Co.  unloaded  it  in  July  on  two 
foundations  that  are  expected  to  take  advantage  of  the  cut-rate 
postage.  Ms.  magazine  (circulation,  500,000)  shifted  from  the 
for-profit  to  the  philanthropic  format  in  1979  after  seven 
mostly  red-ink  years.  Mother  Jones  uses  its  mail  subsidy  to 
"investigate"  and  attack  American  businesses. 

"It  is  an  inequity,"  concedes  Quest/80  Editor  and  Publisher 
Robert  Shnayerson,  who  figures  the  nonprofit  status  saves  him 
at  least  $500,000  on  a  $4.5  million  annual  budget.  "But  the  fact 


is  that  in  starting  a  new  magazine  or  keeping  a  fine  old 
such  as  Harper's  afloat,  it  is  the  difference  between  life  J 
death."  Three-year-old  Quest /SO  (circulation,  330,000)  can! 
ads  for  Porsche  automobiles  and  Courvoisier  cognac  and  loi 
for  all  the  world  like  any  other  secular  publication,  but  it  p 
low  postage  because  it's  put  out  by  the  Ambassador  Inter] 
tional  Cultural  Foundation,  an  arm  of  broadcast  preacher  h 
bert  Armstrong's  Worldwide  Church  of  God. 

Nonprofit  postal  permits  cost  taxpayers  $522  million  a  yd 
with  Congress  making  an  annual  appropriation  to  the  Poq 
Service  to  cover  the  foregone  revenue.  Rules  for  eligibility 
broad.  The  Postal  Service  counts  250,000  organizations  w 
nonprofit  third-class  permits.  Thanks  to  such  permits,  taxpi 
ers  are  helping  to  pay  for  fundraising  solicitations  by  all  mj 
ner  of  politically  active  organizations,  from  Ralph  Nade 
Public  Citizen  Inc.  to  the  right-wing  American  Conservat] 
Union.  (The  Postal  Service  once  rejected  permit  applicatic 
by  such  activists,  but  knuckled  under  several  years  back  wh( 
Public  Citizen  threatened  litigation.)  Then  there  was  Contei 
porary  Mission  Inc.,  a  Westport,  Conn. -based  band  of  Cathoi 
priests  who  sent  out  apparently  millions  of  circulars  advert! 
ing  weight-reducing  gimmicks  and  other  products  that  wd 
the  subject  of  two  false-advertising  complaints  by  the  Post 
Service's  own  antifraud  unit.  But  the  USPS  let  the  subsidia 
mailings  continue  for  four  years  before  finally  lifting  the  prie| 
ly  permit  in  July. 

Contemporary  Mission's  downfall  was  the  belief  by  posi 
officials  that  its  primary  mission  was  running  a  mail-ord 
house  rather  than  religious  services.  The  primary-purpose  nj 
is  tricky.  Nonprofit  publishers  insist  that  their  prim 
ry  goal  is  something  other  than  commercial  magazil 
publishing.  The  parent  foundation  for  Quest/80,  1 
example,  sponsors  classical  music  concerts.  Tl 
Foundation  for  National  Progress,  which  publishes  tl 
antibusiness    monthly   Mother  Jones  (circulatio 
230,000),  has  demonstrated  its  educatio 
al  purpose  by  sponsoring,  of  all  things, 
business  school  (recently  spun  off). 

Some  publishers  have  rejected  the  no 
profit  route  to  lower  postage  costs.  Mart 
Peretz  who,  with  his  wealthy  wife  (repoi 
edly  Singer  sewing-machine-fortune  rel; 
ed),  owns  the  for-profit  but  chronical 
moneylosing  New  Republic,  doesn't  wa 
to  be  hampered  by  IRS  restrictions  on  political  endor: 
ments  in  tax-exempt  publications,  according  to 
spokesman  for  the  magazine.  (Peretz'  income  tax  brack 
undoubtedly  played  a  role  in  the  decision,  too.)  Publish 
Charles  Peters  of  the  Was  ington  Monthly,  another  loss-plagu 
journal  of  political  commentary,  mortgaged  his  house  to  ke 
the  business  alive,  rather  than  convert  to  nonprofit  status  ai 
get  a  discount  on  postage.  "There  is  no  earthly  excuse  for  wh 
is  going  on,"  declares  Peters.  "The  way  they  live  it  up  at  tl 
National  Geographic  is  beyond  belief." 

Indeed,  the  National  Geographic  Society,  which  also  has 
profitable  book  division,  netted  $8.6  million  last  year  on  re 
enues  of  $200  million.  Mailing  100  million  magazines  a  year 
the  U.S.,  it  probably  saves  at  least  $5  million  on  second-cla 
postage  alone. 

Smithsonian  and  National  Geographic  and  some  of  the  oth 
"nonprofit"  magazines  could  probably  survive  without  tl 
mail  subsidies.  Others,  like  Harper's  or  Mother  Jones,  might  nc 
But  you'd  never  get  them  to  admit  that  "profit"  is  what  they' 
after.  Listen  to  acting  Publisher  Joseph  Bonsignore  of  Smithso 
ion,  which  accounted  for  most  of  the  $6.4  million  netted  la 
year  by  the  Smithsonian  Institution's  "associates"  prograi 
"Profit,"  he  says,  "is  an  alien  word  to  us."  ■ 
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Quite  simply,  this  is  what  it  means 
to  be  an  information  systems  company. 


E7 


Bell  &  Howe 


Information  is  knowledge.  To  work  for  business, 
government,  education  or  industry,  it  has  to  be 
controlled. 

To  control  information  is  to  store  it,  retrieve  it, 
distribute  it  or  display  it.  And  that  requires  the  creation 
of  functional  innovations. 

When  these  innovations  interact,  a  system  is 
created  that  makes  information  work.  An  information 
system. 

Bell  &  Howell  provides  microimagery  systems, 
mail  and  remittance  processing  systems,  video  and 
learning  systems,  and  electronic  instrumentation 
systems  to  accomplish  this  end. 

Our  business  is  information.  And  our  job  is 
to  make  information  work  by  providing  the  means 
to  control  it. 

Quite  simply,  Bell  &  Howell  is  one  of  the 
leading  suppliers  of  information  systems  in  the  world 
today. 

Information  is  the  business  of  today's  Bell  &  Howell. 

If  you  would  like  to  know  more  about  what  Bell  &  Howell  is  doing  in  the  field  of  information  systems  today,  eall  or  write  James  Ritchie. 
Staff  Vice  President.  Corporate  Relations,  fi)  BELLe, HOUIELL,  7100  Mc<  lormick  Road.  C  hicago.  Illinois  60645  (312)  673-3300. 


"Savage  capitalism,  with  its  lack  of  ethics,  is  very  similar  to  dictatorn 
socialism  with  its  nonethical  principles, "  says  Paulo  Evaristo  Car  dim 
Arns,  archbishop  of  Sao  Paulo.  By  no  means  the  most  extreme  Roma 
Catholic  critic  of  business  in  Brazil,  he  is  perhaps  the  most  powerfi 
one.  U.S.  business  people  need  to  understand  his  views.  I 

When  capitalism  and 
Christianity  clash 


A  strange  thing  is  happening  in  Brazil, 
the  world's  largest  Catholic  nation,  a 
country  vital  to  the  U.S.  economically 
and  politically.  Among  the  120  million 
people  of  Latin  America's  largest  nation, 
leaders  of  the  Roman  Catholic  Church 
have  emerged  as  perhaps  the  strongest 
organized  opposition  to  the  present  gov- 
ernment and  the  strange  mixture  of  state 
capitalism  and  free  enterprise  policies  it 
has  pursued  since  it  seized  power  in 
1964.  Far  from  supporting  free  enter- 
prise, priests  and  bishops  have  led  at- 
tacks on  "savage  capitalism"  and  lately 
have  taken  intransigent  positions  on  the 
side  of  workers  in  strikes  while  trying  to 
nurse  back  to  life  Brazil's  long-sup- 
pressed trade  union  movement.  While 
most  Brazilian  bishops  are  moderate  po- 
litically, some  have  not  shied  away  from 
confrontations  with  the  government  on 
human  rights  issues.  Others  have  been 
backing  the  incorporation  of  Marxist 
thought  into  the  "liberation  theology" 
that  has  been  spreading  rapidly  among 
Catholics  over  the  past  decade.  Brazilian 
churchmen  now  are  a  power  in  Vatican 
politics  because  they  include  one-tenth 
of  the  world's  bishops,  because  they  have 
come  to  the  fore  in  social  and  political 
struggles  in  Latin  America,  which  now 
contains  about  half  of  the  world's  Catho- 
lic population. 

What  does  this  portend?  How  far  has 
the  Catholic  Church  gone  along  the  road 
to  radicalization?  How,  moreover,  does 
this  sit  with  Pope  John  Paul  II?  Critics 
have  called  him  a  "reactionary"  who 
would  reverse  the  tendency,  so  strong 
today  in  the  Latin  American  Church 
(and  increasingly  so  in  the  U.S.),  to  side 
with  workers  against  management,  with 
the  poor  against  the  well-to-do.  Consider 
the  orders  from  Rome  that  forced  Father 
Robert  Dnnan,  the  liberal  Massachusetts 
Democrat,  to  withdraw  from  his  race  for 
reelection  to  the  U.S.  House  of  Represen- 
tatives. If  Rome  wanted  a  moderate  lib- 
eral like  Drinan  out  of  politics,  what 
would  the  Pope  say  to  the  far  more  radi- 


As  I  See  It 


cal  churchmen  in  Brazil?  In  short,  where 
will  the  Church  stand? 

For  answers,  the  world  looked  to  John 
Paul  II's  July  visit  to  Brazil.  What  would 
he  tell  the  faithful?  Would  he  encour- 
age— or  repudiate — social  action?  While 
the  Pope  won  headlines  with  his  ringing 
condemnation  of  social  and  economic 
inequalities  in  Brazil,  he  seemed  deliber- 
ately ambiguous  when  it  came  to  ways  of 
correcting  them.  He  was,  for  example, 
quite  specific  about  the  need  for  priests 
and  bishops  to  stay  out  of  politics,  to 
respect  temporal  authority  and  to  refrain 
from  assuming  governmental  roles  for 
themselves.  On  the  one  hand,  he  de- 
clared, "The  Church  of  Brazil  does  well 
in  proclaiming  itself  to  be  the  church  of 
the  poor."  But  then  came  his  slap  at 
socialism:  "Audacious  reforms,  which 
are  necessary,  do  not  have  as  sole  objec- 
tive the  collectivization  of  the  means  of 
production  .  .  .  the  concentration  of  ev- 
erything in  the  hands  of  the  state."  He 
urged  "permitting  the  access  of  all  to 
property,  since  this  constitutes  an  indis- 
pensable right  for  the  freedom  and  cre- 
ativity of  man." 

Shortly  after  the  Pope's  visit,  Forbes' 
Norman  Gall  interviewed  Paulo  Evaristo 
Cardinal  Arns,  archbishop  of  Sao  Paulo, 
who  during  the  1970s  in  the  course  of  his 
denunciations  of  torture  and  disappear- 
ance of  political  prisoners  emerged  as 
one  of  Latin  America's  most  important 
churchmen.  These  denunciations,  along 
with  his  radical  political  views,  earned 
Arns  the  hatred  of  many  businessmen 
and  government  officials.  After  the  Car- 
dinal accused  the  police  of  dragging  its 
feet  in  investigating  a  terrorist  gang's 
brutal  beating  of  a  prominent  civil  rights 
lawyer,  a  former  head  of  the  archdio- 
cese's Justice  &  Peace  Commission,  on 
the  eve  of  the  Pope's  visit  to  Sao  Paulo,  a 
government  spokesman  accused  Arns  of 
being  "possessed  by  Satan."  Not  only  is 


ft 

Arns  the  administrator  of  one  of  i  ?Ct 
world's  largest  archdioceses,  but  he  a  1 
speaks  for  powerful  forces  within  l  111 
entire  Catholic  Church.  In  his  intervi  13 
Arns  seemed  to  feel  the  impact  of  t  v 
Pope's  warning  against  political  invol  r 
ment  but  was  by  no  means  ready  to  gi 
up  encouraging  workers  to  defy  the  B  lC 
zilian  government. 

Forbes:  In  his  speech  to  the  Sao  Pai  ' 
workers,  the  Pope  did  not  mention  t  E 
right  to  strike.  Does  the  archdiocese 
Sao  Paulo  feel  itself  supported  by  t  F 
Pope  in  its  use  of  parish  churches 
union  meetings  to  organize  strikes  a 
the  role  of  priests  in  these  strikes? 

Anis  We  never  request  approval  : 
anything  that  does  not  require  approv 
The  bishop  is  the  supreme  pastoral  lea 
er  of  his  archdiocese.  He  does  not  a 
anyone's  approval.  I  never  thought  of  d 
cussing  this  point  with  the  Pope  or  an 
one  else.  I  decide  this  together  with  t 
priests  and  auxiliary  bishops  of  Sao  Pau 
and  with  the  faithful  of  each  parish.  Eai 
time  a  problem  of  this  kind  occurs, 
meet  with  the  representatives  of  tl 
community  and  their  priests  and  ask 
they  agree.  I  ask  them  to  form  a  commi 
sion  to  keep  track  of  the  workers'  negoi 
ations  for  supporting  a  strike:  1)  The 
must  be  no  violence,  either  inside 
outside  the  churches;  2)  The  rights  of  tl 
poorest  always  must  be  defended,  tho 
with. the  lowest  wages  and  those  who  a 
unemployed.  I  never  thought  of  askn 
approval  for  this  action  from  the  Natioi 
al  Council  of  Brazilian  Bishops,  the  Pap 
Nuncio  in  Brasilia  and,  much  less,  froi 
Rome.  The  bishop  has  sufficient  autho 
ity  to  decide  these  questions.  Nobody  i 
Rome  has  ever  uttered  as  much  as  a  woi 
of  disapproval. 

Forbes:  It  seems  that  the  Church,  as  a 
institution,  has  made  dramatic  pre 
nouncements  on  the  precapitalist  phas 
of  man's  development  and  on  a  possibl 
postcapitalist  phase.  But  it  does  nc 
seem  to  address  itself  to  the  fundamer 
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are 


conse- 


problems  of  the  capitalism  under 
|:h  we  are  living  today. 
I  is:  That's  right.  The  Church  criti- 
;  the  consequences  of  economic  sys- 
|(j ;  when  they  damage  large  segments 
ciety.  It  has  always  done  this.  The 
Jl  rch  also  has  criticized  hypercon- 
ption  many  times  as  a  consequence 
pitalism,  especially  the  multination- 
But]  now  for  the  Church  to  make 
ouncements  on  the  inner  workings, 
he  meshing  of  the  gears,  of  capital- 
would  involve  a  highly  specialized 
of  study  that  would  be  outside  its 
petence    to    verify.  Technicians, 
omists,  should  become  Christians. 
rbes:  But  aren't  problems  such  as  m- 
3n  and  unemployment  really  politi- 
nd  moral  problems  as  well  as  techni- 
>nes? 

fits.-  These  problems 
ices  of  the  installation 
le  multinational  cor- 
dons and  of  a  savage 
talism  that  can  pro- 
:  these  ills  in  order  to 
greater  profits  later, 
this  the  Church  has 
;en  continuously.  If 
study  the  documents 
uced  by  the  Assembly 
.atin  American  Bish- 
in  Puebla,  Mexico  last 
,  you  see  an  analysis 
irecapitalism,  of  cap- 
sm  and  of  postcapita- 
^,  indicating  where  in- 
ice  continually  attacks 
broadest  and  most  de- 
eless  sectors  of  the 
ilation.  I  believe  that 
his  point  the  Church 
as  rigorous  toward 
talism  as  it  was 
,nst  communism  or 
atorial  socialism. 
)KBFS:  Do  you  believe 
capitalism  and  com- 
lism   are  equivalent 

ns:  That  depends  on 
they   show  them- 
es. Savage  capitalism, 
1  its  lack  of  ethics,  is 
similar  to  dictatorial 
alism,  with  its  non- 
cal  principles.  Very  similar.  Now 
e  are  many  forms  of  capitalism,  just 
here  are  many  forms  of  socialism, 
e  of  which  come  closer  than  others. 


you  see  that  capitalism  can  survive  mor- 
ally in  Brazil? 

Arns:  I  cannot  say  whether  there  exist 
ways  of  understanding,  or  what  such  un- 
derstanding means  from  your  point  of 
view.  It  is  said,  for  example,  that  the 
Vatican  has  investments.  That's  possi- 
ble. I  don't  know  whether  you  call  this  a 
form  of  understanding.  But  it  is  not  the 
purpose  of  the  Church  to  sustain  interna- 
tional capitalism.  I  believe  the  purpose  of 
the  Church  is  to  find  a  more  just  and 
universal  way  for  all  men  to  participate 
in  human  iife  with  fundamental  rights. 
In  many  cases  our  bishops  have  been 
accused  of  being  subversive  for  taking 
the  side  of  squatters  and  settlers  expelled 
from  their  land.  With  the  workers  [we 
preach]  the  gospel  of  just  wages.  ® 

Forbes:  In  his  51  speeches  in  13  Brazil- 
ian cities,  the  Pope  made  hardly  any 


Vibes.  Dom  Paulo,  the  church  con- 
ins  the  expulsion  of  peasants  from 
J  by  businessmen  who  are  backed  by 
I  exemptions  and  subsidized  credit 
:ited  by  the  government.  It  denounced 
i  repression  of  industrial  wages  for  a 
I  time  during  the  so-called  Brazilian 
lomic  "miracle."  Do  you  believe  that 
rs  exist  for  achieving  understanding 
veen  international  capitalism  and 
Church?  Are  there  ways  in  which 


Pope  John  Paul  II  and  Cardinal  Ams  in  Sao  Paulo 
How  far  has  the  Church  gone  along  the  road  to  radicalization? 

mention  of  the  revolutionary  encyclical,  traordinarily 
Populorum  Progressio,  that  Pope  Paul  VI 
addressed  to  the  peoples  of  the  Third 
World  in  1967.  Instead,  his  statements 
on  social  questions,  especially  on  work- 
ers' rights,  drew  heavily  from  the  encyc- 
lical Rerum  Novarum  issued  by  Pope  Leo 
Xin  in  1891,  nearly  a  century  ago.  For 
example,  in  his  speech  to  150,000  work- 
ers at  Morumbi  Stadium  in  Sao  Paulo, 
the  Pope  made  no  allusion  to  the  Sao 
Paulo  metalworkers'  strike  that  shook 
the  country  recently  and  ended  in  bitter 
failure  for  the  unions.  Does  this  mean 
that  the  Church  has  changed? 


Arns:  Those  who  heard  the  Pope,  espe- 
cially those  who  have  heard  him  in  other 
circumstances,  tell  me  jokingly  that  in 
Europe  people  see  the  Pope  moving 
toward  the  left.  What  we  do  in  Sao  Paulo 
is  defend  the  rights  of  workers  to  assem- 
ble, to  discuss  their  problems  freely  and 
not  be  forced  by  hunger  to  return  to  work 
during  a  strike.  We  work  to  build  a  soci- 
ety that  is  possible.  We  are  not  revolu- 
tionaries here  and  we  thank  God  that 
nobody  among  us  practices  subversion  in 
the  name  of  God.  In  Sao  Paulo  we  never 
would  make  a  Christ  of  Che  Guevara. 

(But)  we  must  improve  social  welfare, 
which  would  be  a  decisive  step,  as  well  as 
help  create  a  just  wage  scale.  The  dignity 
of  man  is  at  stake  in  the  struggle  for 
workers'  rights.  In  Sao  Paulo  the  concen- 
tration of  wealth  in  a  few  hands  is  scan- 
dalous. It's  true  that  the  workers,  some 
of  them,  felt  that  the  Pope 
stood  aside  from  their 
cause  when  he  preached 
against  class  struggle.  But 
later  the  union  leaders 
analyzed  the  Pope's 
speeches  and  did  not  find 
them  as  negative  as  you 
found  them.  I  thought  the 
Pope's  speech  to  the 
workers  was  good,  and  so 
did  most  workers. 

In  preaching  "the  gospel 
of  just  wages,"  Cardinal 
Arns  clashes  with  the  gov- 
ernment's efforts  to  con- 
trol raging  inflation,  now 
approaching  110%  annu- 
ally, and  with  economic 
czar  Antonio  Delfim  Net- 
to's  argument  that  in- 
creasing the  number  of 
jobs  is  more  urgent,  in  the 
context  of  Brazil's  demo- 
graphic explosion,  than 
increasing  wages  (Forbes, 
Feb.  4).  While  many  of  Sao 
Paulo's  8  million  people 
live  in  pockets  of  abysmal 
poverty,  they  live  better 
than  people  in  other  Bra- 
zilian and  Latin  American 
cities.  Indeed,  this  ugly 
metropolis  has  been  ex- 
successful  during  the 
postwar  decades  in  absorbing  new  mi- 
grants and  offering  them  jobs. 

Meanwhile,  Brazil's  Church  and  gov- 
ernment pound  at  each  other,  polarizing 
the  body  politic  and  leaving  less  room 
for  dialog  in  the  middle.  The  govern- 
ment security  apparatus  seems  obsessed 
with  checking  the  activities  of  a  Catho- 
lic hierarchy  that  operates  beyond  its 
control.  Church  radicals  heap  mvective 
on  a  capitalist  system  on  whose  further 
development  the  welfare  of  their  flock 
and  the  freedom  of  the  Church  itself 
depend. — Norman  Gall 
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today's  Bunker  Ramo 
pperates  more  aircraft  in  a 
Hay  than  the  average  pilot 
will  fly  in  a  lifetime. 


iimong  other  things,  a  commercial 
irplane  is  a  marvel  of  electrical, 
lectronic  and  hydraulic 
omponents.  All  of  which  have  to  be 
onnected  to  make  that  airplane 
perable. 

That's  why  connectors  become  so 
ritical.  And  when  you  consider  that 
very  commercial  aircraft  requires 
bout  1 500,  you  can  easily 
nderstand  why  connectors  are  big 
lusiness  for  Bunker  Ramo. 

Probably  no  connectors  are  better 
;nown  than  those  marketed  by 
Junker  Ramo  under  the  Amphenol 
lame.  Ranging  from  low-cost  simple 
Jesigns  to  the  highest-technology 
.ophisticated  environmental 
iroducts  for  space  and  defense, 
\mphenol1  connectors  are  also 
;erving  the  needs  of  international 
ustomers  in  business  equipment, 


instrumentation,  federal  technology, 
radio  frequency  communications  and 
telephony. 

To  sustain  and  strengthen 
Amphenol  leadership,  Bunker  Ramo 
invests  heavily  in  new  product 
development  and  in  technologically 
advanced  production  equipment. 

Today,  through  our  well-known 


Amphenol  connectors,  Bunker 
Ramo  has  a  leading  position 
in  the  aerospace  and  aircraft 
industries,  a  strong  foothold  in 
telecommunications,  and  a  growing 
role  in  fiber  optics.  In  addition,  we  are 
a  major  producer  of  the  data 
terminals  and  minicomputers  that, 
together,  comprise  the  information 
systems  widely  used  by  commercial 
banks,  thrift  institutions,  insurance 
companies  and  brokerage  houses. 

Most  important,  we  are  a  company 
with  a  reservoir  of  high  technology,  a 
solid  base  of  innovative  products, 
and  a  strong  management  team.  All 
of  which  is  why  today's  Bunker  Ramo 
is  a  company  that's  on  the  move.  For 
our  latest  financial  reports,  write 
Bunker  Ramo  Corporation,  Dept.  FR, 
900  Commerce  Drive,  Oak  Brook, 
Illinois  60521. 


BUNKER 
RAMO 


How  unassuming  little  Zero  Corp.  brought 
standardization  to  the  aluminum  box  busi- 
ness— and  made  a  fortune  on  tiny  orders. 

Getting  rich  on 
little  nothings 


The  Up-And-Comers 


Zero  Corp.  Chairman  Jack  Gilbert 

Formulajbr  a  happy  corporate  life:  Piggyback  on  the  world's  IBMs. 


If  Zero  Corp.  had  an  imposing  mal 
facade  with  a  "guiding  light"  inscripj 
chiseled  above  its  door,  the  inscripj 
would  read  why  take  a  chance? 
Zero's  Burbank,  Calif,  headquarters 
no  such  facade.  That's  far  too  grand] 
for  a  company  with  business  built  u 
40,000  different-sized  aluminum  bo 
"The  sheet-metal  business  is  rai 
mundane,"  says  Zero  Chairman  1 
Gilbert  with  pardonable  understatem 
"You've  got  to  have  a  gimmick." 

Boy,  does  Zero  have  some  gimmn 
But  they're  not  immediately  obvl 
ones.  Mainly,  Zero  piggybacks  off 
powerful  technological  superstars  of 
time,  from  IBM  to  the  Defense  Dep 
ment.  Unlike  these  behemoths,  hoM 
er,  Zero  won't  touch  the  high-rol 
R&D  game.  Why  bother?  Leave  it  to 
big  boys.  On  a  sophistication  scale  of 
10,  say,  Zero's  aluminum  box  technol 
rates  about — well,  you  guessed  it,  zei 

Boring  can  be  beautiful,  however, 
ro's  performance  is  right  up  there  v 
the  superstars.  During  the  last  five  y» 
Zero  has  been  compounding  earning 
25%,  and  in  fiscal  1980  returned  22. 
on  equity.  Net  was  $4.7  million  on  : 
enues  of  $66  million.  At  IBM,  that  r 
be  just  one  day's  sales,  but  Zero  1 
make  a  fine  living  foraging  along 
fringes  of  the  IBMs  just  the  same. 

Consider  this  classic  piggyback: 

Each  year  Digital  Equipment  turns 
thousands  of  computer  printers,  sel] 
for  about  $2,000  apiece,  a  result  of  pr< 
gious  R&D  programs.  But  Digital  Eqi 
ment  can't  be  bothered  building 
stands  the  printers  rest  on.  Enter  Zj 
which  produces  the  simple  stand 
about  $40.  Digital  Equipment  writes 
book,  so  to  speak,  Zero  the  cover. 

Zero's  specialty  is  "deep-drawn  alu 
num  enclosures,"  which  account 
more  than  half  of  sales.  "Deep-drav 
simply  means  that  Zero  takes  a  t 
sheet  of  aluminum  and  applies  hundr 
of  tons  of  pressure  to  stretch  it  dc 
over  a  block  die.  The  result  is  an 
mense  variety  of  seamless  alumin 
boxes  that  are  nearly  indestructible.  1 
boxes  are  used  in  thousands  of  ws 
from  aircraft  bomber  control  housing 
covers  for  electric  wheelchair  motors 

Jack  Gilbert,  a  heavyset  man  wit 
thicket  of  silver-blond  hair,  bought 
business  from  Herman  Zierold  back 
1951.  After  having  worked  at  half  a  c 
en  jobs  since  the  early  Forties,  Gill 
decided  he  wanted  to  piggyback  on 
booming  electronics  business,  and  pr> 
sion  sheet  metal  was  the  ticket, 
looked  at  30  or  35  companies,"  Gill 
recalls,  "until  I  found  Zierold  Metal 
Zierold  was  into  precision  alumin 
work,  and  that  was  the  future  in  sh 
metal.  Herman  Zierold  had  about 
employees.  He  was  delivering  sheet-ru 
al  orders  himself  and  his  wife  was  ke 
ing  the  books.  Sales  had  declined  si: 
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MESS 
PEOPLE  ANXKXJ 

AWAITING  THE 
ARRIVAL  OF  THE 

VOLVO  DIESEL: 

YOUR  CAR  HAS 
COME  IN. 


If  the  idea  of  a 
diesel  has  always 
appealed  to  you  but  you 
never  found  one  you 
wanted  to*  buy,  it's  no 
wonder.  Much  of  what's 
available  to  the  diesel 
buyer  today  is  either 
woefully  underpowered 
or  ridiculously  over- 
priced. 

But  now  there's  a 
way  to  avoid  these  unde- 
sireable  extremes  and  still 
get  the  advantages  of  a 
diesel.  Buy  a  Volvo. 

Here's  how  Diesel 
Motorist  magazine 
described  the  new  Volvo 
Diesel  sedans  and  wagons 
in  their  most  recent  issue. 
"They're  the  first  pas- 
senger cars  in  America 
powered  by  an  in-line  six- 
cylinder  diesel  engine,  a 
design  which  in  this 
rendering  is  smoother, 
quieter  and  quicker  than 
any  four,  most  fives,  and 
V-8  cylinder  diesel  cars." 

And  while  the  Volvo 
Diesel  is  built  to  the  high 
quality  standards  Volvo 
is  famous  for,  it  can  be 
had  for  surprisingly  little. 
As  Diesel  Motorist  puts 
it,  "...you  can  have  a 
matched  set  of  his  and  hers 
Volvo  Diesels  for  less  than 
one  Mercedes  300TD." 

Haven't  you  waited 
long  enough?  A  boatload 
of  Volvo  Diesels  has  just 
landed.  So  don't  miss 
the  car. 

VOLVO 

A  car  you  can  believe  in. 


The  Volvo  GL  diesel  with  manual  transmis 
depending  on  speed,  trip  length  and  weatr 


m  and  overdrive.  Use  these  numbers  for  comj 
.  Actual  highway  mpg  will  probably  be  lower  tr 


lal  mpg  may  differ 
/ay  estimate. 


World  War  II  to  less  than  $300,000.  I 
offered  him  $350,000,  a  pretty  good 
price,  if  he'd  finance  the  deal,"  Gilbert 
says.  "I  mortgaged  my  home  to  raise  part 
of  the  $50,000  down  payment,  and  if  I 
missed  installments,  the  business  went 
right  back  to  Herman.  Herman  went 
down  the  street  and  made  a  bet  with  a 
scrap  dealer  that  he'd  have  the  business 
back  within  a  year." 

By  the  time  Gilbert's  last  payments 
were  due,  however,  Zierold  was  taking 
stock  instead  of  cash.  Zierold,  retired 
now  and  living  in  Arizona,  lost  the  bet 
but  made  out  pretty  well  with  some 
modest  amounts  of  Zero  stock.  And  the 
name?  Gilbert's  company  received  so 
many  letters  addressed  to  the  Zero 
Corp.,  Burbank,  that  he  gave  up  and  sim- 
ply changed  it. 

Sheet-metal  businesses  were  a  dime  a 
dozen  after  World  War  n,  of  course.  Zero 
needed  a  gimmick.  Having  worked  for 
Douglas  Aircraft  in  the  early  Forties,  Gil- 
bert still  hadafewfriendsat  Douglas.  They 
told  him  how  Douglas  was  paying  $500  or 
$600  apiece  for  small,  custom-made  preci- 
sion aluminum  boxes,  generally  used  to 
cover  electronic  gadgets.  "I  couldn't  be- 
lieve it,"  Gilbert  says.  "I  thought  those 
parts  ought  to  sell  for  about  $35." 

The  trick,  Gilbert  later  realized,  was  to 
develop  a  simple  method  of  producing 
the  aluminum  boxes  in  standard  sizes. 
That  way  Douglas  could  buy  them  off  the 
shelf  cheaply  from  Zero,  instead  of  pay- 
ing expensive  tooling  costs  and  then 
waiting  weeks  for  delivery. 

In  a  way  Gilbert  was  rediscovering  a 
lesson  learned  150  years  earlier  by  Eli 
Whitney  of  cotton  gin  fame.  Whitney 
revolutionized  American  industrial  pro- 
duction by  standardizing  parts  in  his  fire- 
arms business,  making  them  inter- 
changeable. By  the  mid- 19th  century  an 
American  cowboy  could  buy  a  Colt  .45 
revolver  part  off  the  shelf,  for  instance, 
instead  of  waiting  to  have  one  crafted. 
Over  the  years  all  U.S.  industry  turned  to 
standard,  interchangeable  parts. 

The  principle  was  simple  enough. 
While  developing  his  own  hydro  presses 
to  do  the  metal  stretching,  Gilbert  began 
taking  orders  for  various-size  aluminum 
boxes,  most  used  in  the  burgeoning  elec- 
tronics and  aerospace  industries.  If  the 
order  was  for  a  fairly  standard  box,  Gil- 
bert ate  the  cost  of  designing  and  build- 
ing a  die.  As  those  dies  cost  anywhere 
from  $300  to  $1,200  at  that  time,  he 
rarely  made  money  on  the  initial  order. 
But  Zero  kept  the  die,  salting  it  away  in  a 
growing  collection  of  other  dies.  When 
used  again  and  again,  these  dies  produced 
highly  profitable  orders. 

Now,  nearly  30  years  later,  Zero  has  an 
enormous  ace  in  the  hole — its  collection 
of  1,500  basic  dies,  some  costing  up  to 
$10,000,  but  all  fully  amortized.  Zero's 
die  collection  is  something  of  a  garlic 
necklace,  warding  off  would-be  competi- 


tors who  would  have  to  develop  their 
own  die  collection  before  taking  on  Zero. 
While  Zero  has  enough  deep-draw  busi- 
ness (generally  more  than  half  the  mar- 
ket) to  keep  itself  in  clover,  Gilbert 
doesn't  think  there's  enough  business  to 
bait  anyone  else  into  deep-draw.  "Sure,  if 
GM  wants  in  this  business  it  can  come 
in,  but  the  market's  too  small.  It 
wouldn't  be  worth  it,"  he  explains. 

The  catch,  of  course,  was  that  building 
up  that  invaluable  die  collection  proved 
so  costly  that  Gilbert  had  to  turn  busi- 
ness away  because  he  couldn't  finance 
it — not  without  losing  control  of  the 
company,  that  is.  "I  went  down  to  Spring 
Street  [Los  Angeles'  Wall  Street]  to  raise 
money,  but  they  wanted  warrants,  too, 
and  I  knew  I'd  lose  control  of  the  com- 
pany that  way,"  Gilbert  recalls. 

Then  Gilbert  got  lucky.  Just  as  Zero 


Zero  President  Howard  W.  Hill 
Happy  investors,  not  Hula-Hoops. 

was  stretched  tighter  than  some  of  its 
deep-drawn  aluminum  sheets,  an  SBA 
loan  came  through,  easing  the  pinch.  In 
1957  Zero  turned  the  corner,  not  because 
the  company  began  doing  anything  dif- 
ferent, but  because  overnight  it  acquired 
credibility  in  the  person  of  the  late  Al- 
bert Ruddock,  chairman  of  the  Cal  Tech 
board  of  trustees.  Ruddock,  a  widely  re- 
spected West  Coast  venture  capitalist, 
poured  $250,000  into  Zero  stock.  Then 
Gilbert  persuaded  him  to  join  the  board. 
"That  was  it,"  Gilbert  smiles.  "We  had 
credibility  everywhere."  Two  years  later 
Zero  went  public,  permanently  solving 
its  money  problems.  Today  Zero  can 
grow  at  15%  to  20%  a  year  and  finance  it 
internally,  Gilbert  says. 


Zero  really  stumbled  badly  only  c 
after  getting  caught  up  in  an  early  Se 
ties  mini-acquisition  binge,  hopin 
"round  out  the  company."  Zero  acqil 
several  heating  and  cooling  businei 
They  lacked  the  deep-draw  gimmick 
were  hardly  making  money,  so  Zero  I 
up  and  sold  them.  "After  that,"  Gil 
chuckles,  "we  said,  'Shoemaker,  stio 
your  last.'  " 

By  1973  Zero  was  back  on  track 
growing  too  big  for  entrepreneur  Gill 
"I  missed  the  excitement  of  hand 
work,  the  thrill  of  closing  a  big  order 
small  company,"  he  explains.  "3 
turned  the  company  over  to  our  p 
dent,  Howard  Hill."  Gilbert  entered 
industrial  real  estate  development  b 
ness  in  Ventura  County  north  of 
Angeles,  where  he  has  made  a  sefl 
fortune,  topping  his  first,  which  st< 
at  $6  million — his  10%  position  in  i 
stock.  Gilbert  says  he  intends  to  hoi 
for  ten  years  or  so. 

Before  embarking  on  his  second 
reer,  however,  Jack  Gilbert  left  behi 
few  key  lessons  he  learned  from  his 
tomers  over  the  years. 

From  IBM:  "Once,  in  1955,  IBM 
me  my  price  was  too  high,"  Gilber 
calls.  "They  said,  'Jack,  we  can't  see 
your  overhead  justifies  this  price.' 
cut  my  price  to  get  the  order.  Ther 
spent  $15,000  sprucing  up  the  fac 
and  modernizing  our  offices  so  the  : 
time  IBM  would  be  impressed.  We  n 
had  that  problem  again,"  he  smile! 
learned  that  electronics  people  are  ac 
tomed  to  seeing  clean,  neat  facili 
Normally  sheet-metal  plants  aren't 
pressive,  but  ours  is  now." 

From  Bendix:  "About  25  years 
Bendix  made  us  an  acquisition  a 
which  I  turned  down.  I  really  neve] 
tended  to  sell,  but  like  any  entre 
neur,"  Gilbert  says,  "I  wondered  v 
somebody  thought  our  business 
worth.  During  the  talks  Bendix  sho 
me  its  market  plans,  tipping  why  i 
wanted  companies  like  ours.  Bendia 
lieved  it  needed  a  precision  sheet-rr 
company  within  500  miles  of  key  a 
space  growth  areas — California,  New 
gland  and  the  South.  So  I  hopped  a  p 
and  headed  to  New  England  and  1 
Florida  to  find  out  who  needed  all  tl 
aluminum  boxes.  I  found  out  all  right 
signed  up  big  customers  like  Raythec 
Massachusetts  and  Martin  Mariett. 
Florida."  Today  Zero  has  manufactu 
plants  in  Massachusetts  and  in  Florit 

But  Gilbert  didn't  let  big  account 
to  his  head.  Most  of  Zero's  orders  an 
$10,000  and  less.  Zero  won't  go  dow 
flames  if  one  big  customer  stumbles 
cause  as  a  matter  of  policy  Zero  w 
sell  more  than  5%  of  its  output  to 
single  customer,  IBM  or  not.  "I  leaj 
that  at  Douglas,"  Gilbert  says.  "I 
many  a  supplier  get  into  deep  troi 
when  a  Douglas  program  was  cancel' 


106 


FORBES,  SEPTEMBER  I, 


5  the  easiest  way  to  use  me 
already  in  your  wallet? 


OAVID  P  COOK 

4  WOOD  HOLLOW  ROAO 

PARSIPPANY  NJ  07054 


9^  e.  © 


Sometimes  you  forget  just  how  convenient  your 
Bell  Credit  Card  is,  especially  when  you  use  it  with  me, 
your  public  phone. 

You  can  call  on  it  anywhere,  talk  at  any  length, 
without  worrying  about  the  correct  change. 
What's  more,  you'll  get  a  complete  record  of  your  calls  every  month. 
If  you  don't  already  have  a  card,  call  your  Bell  Business  Office  to  apply  for  one. 
And  wherever  your  travels  take  you,  remember  to  use  us  together. 


201-555-1234-6016 


I'm  your  branch  office. 


COMBUSTION  ENGINEERING  REPORTS  TO  THE  FINANCIAL  COMMUNITY: 


C-E  technology  is  helping  utilities  and  industry 
use  America's  most  abundant  fuel,  coal. 


Coal  is  America's  most 
abundant  energy  re- 
source. At  C-E,  we're 
providing  electric  utilities 
and  industry 
with  the 
technology 
and  equip- 
ment they 
need  to 

burn  coal  cleanly,  efficiently  and 
economically.  And  we're  pioneer- 
ing new  technologies  that  will 
make  it  possible  to  substitute 
coal  for  other  fuels. 
A  massive  energy  complex 
in  Antelope  Valley. 
C-E  Lummus,  a  C-E  subsidiary, 
is  now  engineering  the  first 
commercial  coal  gasification 
plant  to  be  built  in  the  United 
States.  The  project  is  being 
planned  by  Great  Plains 


Gasification  Associates.  It  is  to 
be  located  near  Beulah,  North 
Dakota. 

Next  to  this  site, 
C-E  Power  Systems  is 
building  two  lignite-fired 
utility  steam  generat- 
ing systems  for  Basin 
Electric  Power  Coop- 
erative. The  syn- 
thetic fuel  plant  and  the  860 -Mw 
fossil-fired  utility  station  will 
be  fueled  from  the  same  North 
Dakota  lignite  fields. 

At  the  Great  Lakes  Naval 
Training  Center,  a  fluidized  bed 
boiler  built  by  C-E  Power  Sys- 
tems is  part  of  a  program  to 
demonstrate  that  high-sulfur 
coal  can  be  burned  in  an  en- 
vironmentally acceptable  manner 
without  the  use  of  scrubbers 
and  precipitators. 


C-E:  Positioned  for  growth 
in  the  80  s. 

Helping  to  find  and  bring  in  oil 
and  gas.  Upgrading  and  building 
refineries  and  petrochemical 
plants.  Developing  cleaner,  more 
efficient  ways  electric  utilities 
can  use  coal.  Providing  equip- 
ment and  services  for  nuclear 
power  generation.  And  leading 
the  way  in  the  development  of 
alternative  fuels. 

No  other  company  has 
Combustion  Engineerings  broad 
range  of  capabilities  for  helping 
energy-related  industries  meet 
the  challenges  of  the  80s  and 
beyond.  For  a  copy  of  our  latest 
report  to  shareholders,  write 
Combustion  Engineering,  Inc. , 
Dept.  7004-162,  900  Long  Ridge 
Road,  Stamford,  Connecticut, 
USA  06902. 


COMBUSTION 
ENGINEERING 


C 

The  Energy  Systems  Company 


here's   yet   another   advantage  in 
King  to  small  orders.  When  compa- 
like  Raytheon  or  Texas  Instruments 
|l  a  custom-made  aluminum  case, 
:rally  for  protecting  expensive  elec- 
lic  gear,  price  isn't  the  prime  consid- 
ion.  What's  the  price  of  a  case,  corn- 
Id  with  all  the  electronic  gizmos  in- 
k's like  that  book  cover.  So  for 
)  the  margins  can  be  impressive.  To 
e  his  point,  Zero  President  Howard 
mil,  a  folksy  former  Haskins  &  Sells 
,  pulls  out  a  file  drawer  containing 
dreds  of  cards,  each  tracking  orders, 
ugh  a  few  show  losses,  most  show 
Isome  margins,  a  few  eye-popping. 
;ro's  crafty  operating  style  extends  to 
factories   where   Hill,   54,  strolls 
nd,   stopping  frequently  to  greet 
cers  by  name.  Zero's  employees  have 


repeatedly  voted  down  unions,  and  the 
company  continues  to  woo  them  with 
attractions  like  a  four-day,  ten-hour-a- 
day  workweek  and  a  stock  purchase 
plan.  When  you're  competing  for  metal- 
workers with  Lockheed,  about  two  miles 
away,  you'd  better  have  a  gimmick. 

Though  Zero's  marketing  efforts  are 
primarily  directed  toward  electronic 
manufacturers,  the  company  has  shown 
some  moxie  promoting  its  one  consum- 
er line,  the  Zero-Halliburton  luggage.  It's 
loved  by  professional  photographers  and 
well-heeled  travelers  who  want  their 
possessions  protected  by  Zero's  almost 
indestructible  luggage.  A  shiny,  full-size 
suitcase  sells  for  $300  or  so,  a  medium- 
size  camera  case  for  about  $150.  When 
Zero  bought  Halliburton  (once  owned  by 
Earl  Halliburton,  founder  of  the  oil  ser- 


vice company),  1969  sales  totaled 
$200,000.  Today  they  are  pushing  $3 
million. 

The  key  to  Zero's  success,  of  course,  is 
its  discipline  not  to  have  any  huge  cus- 
tomers, not  to  do  anything  spectacular — 
in  short,  to  work  the  fringes,  mainly,  of 
the  booming  electronics  industry.  Does 
this  anonymity  bother  Hill?  "I  think  it 
would  bother  a  Henry  Ford  or  Gene  Am- 
dahl," Hill  responds.  "Sure,  we  won't 
have  the  ego  satisfaction  of  inventing 
the  Hula-Hoop  or  line  computer,  nor  will 
we  make  the  cover  of  Time  or  even 
Forbes,"  he  continues.  "But  during  the 
last  seven  or  eight  years  we've  outper- 
formed most  of  the  companies  on  the 
American  and  New  York  stock  exchang- 
es, and  for  our  shareholders,  that's  satis- 
faction enough."— /obti  Merwin 


SECs  S-16  short  registration  form  has 
:ome  a  popular  way  of  selling  debt  securi- 
|?  with  lightning  speed. 

Instant  bond 
issues 


n  Wednesday,  July  16,  Upjohn 
Co.  filed  a  $150  million  debt  is- 
sue, got  it  priced,  and  went  to 
<et  on  Friday  the  18th.  Total  elapsed 

48  hours, 
pjohn  isn't  the  only  big  U.S.  corpora- 
that  has  been  issuing  debt  with 
ming  speed  this  summer.  During  the 
k  of  July  4,  for  example — a  four-day 
f. — almost  $700  million  in  new  is- 
was  brought  to  market  using  the 
%  accelerated  "S-16"  registration 
hment,  a  paperwork-slashing  proce- 
that  has  been  available  to  corpora- 
ls since  1978  but  which  has  suddenly 
ed  into  a  hit  in  the  capital  markets, 
sveloped  in  1971  to  make  it  easier 
ndividuals  to  sell  securities,  S-16  is 
shortest,  least-expensive  type  of  reg- 
tion  statement.  It  can  be  prepared  in 
tatter  of  hours  and  cleared  by  the  SEC 
I  day  or  so. 

ifound  1976,  says  Lee  B.  Spencer  Jr., 
:  deputy  director  of  corporation  fi- 
l;e,  the  commission  began  to  feel  that 
i  might  be  useful  to  large  corpora- 
's whose  10-Ks  and  annual  reports 
E  timely  and  comprehensive.  In  such 
s,  the  SEC  decided,  investors  prob- 
would  be  adequately  protected  if  the 
itration  statement  merely  referred  to 
updated  information  already  dis- 
d,  rather  than  repeating  it  in  full. 


That's  what  S-16  does,  often  in  no  more 
than  two  or  three  pages.  Furthermore, 
unlike  any  other  registration  statement, 
S-16  can  be  used  again:  It  is  designed  to 
remain  effective  indefinitely,  with  only  a 
minor  update  once  a  year. 

The  SEC  cleared  S-16  for  use  by  corpo- 
rate issuers  on  May  30,  1978.  What  sud- 
denly made  it  such  a  popular  item,  of 
course,  was  last  winter's  superhigh  inter- 
est rates,  which  forced  corporations  into 
commercial  paper  and  bank  loans,  fol- 
lowed by  the  sharp  interest-rate  decline 
in  the  spring.  As  rates  came  down,  com- 
panies that  had  become  excessively  de- 
pendent on  short-term  financing  rushed 
to  the  bond  market.  The  quickest  way  to 
get  there,  they  soon  found,  was  S-16. 

They  also  found  that  S-16  allowed 
maximum  flexibility.  These  days,  inter- 
est rates  can  fluctuate  so  widely  in  20 
days — the  SEC's  customary  registration 
period — as  to  render  a  debt  issue  infeasi- 
ble  when  the  date  of  sale  comes  around. 
With  S-16,  a  chief  financial  officer  can 
get  an  issue  on  the  launch  pad,  wait  for 
the  right  time  to  press  the  button  and  go 
to  market  almost  immediately.  Even 
though  the  market  has  cooled  recently, 
dozens  of  big  corporate  borrowers  are  on 
the  launch  pad,  and  dozens  more  have 
pushed  the  button.  Debt  financing  hit  a 
record  high  in  June  and  then  again  in 


July,  with  total  public  underwritings  of 
$7  billion  and  $5.5  billion,  respectively. 

The  savings  on  paperwork  and  red  tape 
are  considerable,  too.  Jesse  M.  Brill,  se- 
curities counsel  for  Dean  Witter  Reyn- 
olds, estimates  that  the  S-16  saves  U.S. 
companies  $100  million  a  year — in  legal 
fees,  printing  and  distribution — just  on 
its  uses  for  employee  stock  plans.  Prefil- 
ing  supervision,  says  David  C.  Batten,  a 
managing  director  at  First  Boston  Corp., 
has  gone  from  as  much  as  eight  weeks  to 
as  little  as  eight  hours. 

But  what  is  S-16  doing  to  the  market's 
movement?  Clearly,  whatever  risk  there 
was  before  has  now  become  greater.  The 
ebb  and  flow  of  ST  6s  also  may  be  adding 
to  an  already  volatile  market  as  corporate 
financial  officers  become  more  sophisti- 
cated about  market  timing.  Says  Batten: 
"Corporate  CFOs  are  acting  on  high- 
grade  debt  deals  almost  as  though  they 
were  block  trades." 

For  underwriters,  due  diligence  is  more 
difficult  while  their  responsibilities  for  it 
have  not  diminished.  Old  benchmarks 
like  the  corporate  bond  and  stock  calen- 
dar or  the  "30-day  visible  supply"  have 
been  rendered  less  useful.  "It  used  to  be 
you  could  check  the  registrations,  look 
down  the  road  20  days  and  get  a  good 
idea  of  what  the  30-day  calendar  was 
going  to  be,"  says  the  syndicate  man  in 
one  big  Wall  Street  house.  "Now,  it's 
almost  impossible  to  tell."  Market  rallies 
can  be  stopped  cold  as  hordes  of  issuers 
burst  into  the  market  simultaneously  to 
get  favorable  rates.  And  investors  who 
don't  do  their  homework  by  checking 
back  in  10-Ks  and  annual  reports  obvi- 
ously could  be  making  decisions  based 
on  insufficient  information. 

But  whatever  the  effects,  good  and 
bad,  S-16s  look  to  be  around  for  a  while. 
In  the  first  fiscal  year  the  S-16  was  avail- 
able to  corporations  (ending  Sept.  30, 
1979),  400  offerings  were  registered  un- 
der it.  This  fiscal  year  the  SEC  expects 
there  to  be  more  than  600.  ■ 
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The  $3  billion  that  GM  will  spend  for  new  automobile  assembly  pla% 
is  more  remarkable  for  how  late  it  is  than  for  how  much  it  is. 


GM's  chance 
of  a  lifetime? 


By  Allan  Sloan 
with  Christine  Miles 


While  its  domestic  competitors 
are  reconciling  themselves  to 
becoming  smaller  as  the  price  of 
survival,  General  Motors  Corp.  is  charg- 
ing straight  ahead  and  betting  billions  on 
expanding  its  capacity.  In  a  decision  qui- 
etly made  over  the  last  year,  GM  re- 
versed a  decades-long  policy  of  conscious 
penny-pinching  on  assembly  plant  in- 
vestment. Instead  of  tinkering  any  more 
with  ancient,  multistory  relics  like  its 
60-year-old,  five-floor  assembly  plant  in 
St.  Louis,  which  uses  16  freight  elevators 
to  move  parts  from  floor  to  floor,  GM 
decided  to  build  new  ones.  The  decision 
means  that  for  the  first  time  in  its  72- 
year  history,  GM  is  closing  assembly 
plants  simply  because  they're  too  old 
and  inefficient,  and  will  replace  them 
with  new,  single-story,  air-conditioned 
plants — at  about  a  half-billion  dollars  a 
throw — that  promise  to  be  25%  more 
productive.  "This  is  the  chance  of  a 
lifetime,"  says  GM  President  Pete  Es- 
tes.  "We  can  have  modern  plant  and 
equipment." 

But  GM  could  always  have  had  new 
plant  and  equipment.  What  stopped  it? 
The  disarmingly  simple  answer  is  GM's 
traditional  profit  criteria,  which  require 
a  payback  in  five  years  or  less.  Until  this 
year  GM's  numbers  showed  it  would 
take  about  seven  years  to  make  back  the 
cost  of  a  new  plant,  so  GM  made  do  with 
its  old  ones.  As  a  result  of  decision-mak- 
ing by  the  book  over  the  years,  GM's  21 
U.S.  assembly  plants  now  average  39 
years.  The  average  age  of  the  18  auto 
assembly  plants  of  Japan  Inc.  is  14  years. 

GM  would  be  fixing  its  old  plants  up 
again — in  early  1979  GM  Chairman 
Thomas  Aquinas  Murphy  promised  St. 
Louis  that  GM  would  keep  the  plant 
open — had  the  Iranian  crisis  not 
knocked  the  company's  plans  out  of 
whack.  When  the  Shah  began  to  topple 
and  oil  prices  soared,  GM  found  itself 

no 


making  big  cars  in  a  small-car  market, 
just  as  it  did  during  the  1973-74  Arab  oil 
embargo.  This  time  GM  decided  that 
high  oil  prices  and  unpredictable  OPEC 
actions  were  here  to  stay,  and  rushed  the 
development  of  a  new  generation  of  fuel- 
efficient  cars.  The  new  cars  differ  so  radi- 
cally from  the  traditional  GM  product 
that  massive  changes  in  GM's  assembly 
plants  are  needed.  The  gutting  of  the 
plants,  combined  with  environmental 
problems  including  reduction  of  emis- 
sions from  paint  ovens,  led  GM's  num- 
ber crunchers  to  decide  it  would  cost 
almost  as  much  to  refit  old  plants  as  it 
would  cost  to  build  new  ones.  "We  would 
spend  all  this  money  on  a  56-year-old 
plant,  and  when  we're  done,  we'd  still 
have  a  56-year-old  plant,"  says  Robert 
Stempel,  recently  promoted  from  Ponti- 
ac  general  manager  to  European  oper- 
ations. "For  just  a  little  more  money,  we 
can  have  a  whole  new  plant." 

As  a  bonus,  Pontiac's  planned  new 
plant,  scheduled  to  open  in  time  to  build 
1983-model  cars,  will  be  able  to  switch 
from  one  car  size  to  another  in  six  weeks 
rather  than  a  few  months. 

But  GM's  program  spells  problems 
ahead  for  some  industrial  cities  and  for 
the  UAW.  To  accommodate  the  sprawl- 
ing single-story  layout  it  wants,  GM  de- 
mands that  a  site  have  400  acres  or 
more — an  enormous  plot  of  land  to  find 
in  a  city.  And  even  though  the  plants 
may  help  GM  make  cars  to  recapture 
market  share  from  the  Japanese,  there's 
no  question  new  plants  need  fewer  work- 
ers to  make  cars.  Take  GM's  Cadillac 
operation,  including  an  engine  plant, 
near  downtown  Detroit.  When  Caddies 
are  selling,  GM  can  make  848  of  them  a 
day  employing  9,500  production  workers 
on  double  shifts.  The  new  plant  GM 
wants  to  build  to  replace  the  Cadillac 
plant  is  rated  at  1,200  cars  a  day  using 
5,200  assembly  and  body  workers. 

This  doesn't  mean  the  United  Auto 
Workers  will  wither  away.  A  strong  do- 
mestic industry  means  jobs.  Doubtless, 


■ 


Old  CM  engine  line  in  St.  Louis 
Low  ceilings,  high  density  and  U 
bearing  pillars  everywhere. 
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I  foreign  carmakers  may  set  up  new 
1 5  here  and  employ  UAW  workers. 
|;ven  with  that,  plus  a  healthy  truck 
met,  the  UAW  now  seems  a  slow- 
(jth  enterprise  at  best. 
Iitil  this  year  GM  had  replaced  only 
|issembly  plant  in  its  history,  a  land- 
ed, cramped  facility  in  Oakland,  Cal- 
f  M  has  built  only  two  new  U.S.  as- 
lily  plants  in  14  years:  Lordstown, 
I  in  1966  and  Oklahoma  City  in 
j.  This  year  GM  has  begun  work  on 
I  cement  plants  for  its  St.  Louis  and 
iac  facilities;  has  optioned  potential 
I  cement  sites  for  its  77-year-old 
|<  plant  in  Flint,  Mich,  and  one  in 
|iix  Kans.;  has  got  the  City  of  Detroit 
ing  for  $160  million-plus  in  federal 
n  assemble  a  replacement  site  for  the 
liar-old  Cadillac  plant;  and  is  think- 
If  phasing  out  others. 


To  get  an  idea  of  what  the  new  plants 
will  be  like,  let's  tour  GM's  new  Oklaho- 
ma City  plant,  which  GM  intends  to 
clone  in  St.  Louis  and  Pontiac,  Mich. 

Air-conditioning  makes  the  plant 
comfortable,  even  when  it  is  100  degrees 
outside.  The  ceiling  is  25  feet  high,  so 
cars  can  be  lifted  high  enough  for  work- 
ers to  work  on  undercarriages  without 
having  to  stand  in  pits.  The  lighting  is 
good.  Because  there  is  lots  of  room  and 
no  pillars  in  the  3  million-square-foot 
plant — equal  to  1.5  Empire  State  Build- 
ings— workers  can  stack  supplies  where 
they're  needed.  Railroad  sidings  run  right 
into  the  plant,  so  material  can  be  unload- 
ed without  having  to  go  through  a  dock. 

Conspicuously  missing  from  Oklaho- 
ma City  are  ultrasophisticated  industrial 
robots,  common  in  Japan  and  being  used 
increasingly  by  Chrysler  in  the  three 


U.S.  assembly  plants  on  which  it's  bet- 
ting its  clouded  future.  Robot-like  tech- 
nology is  there  but' nothing  that  would 
remind  anyone  of  R2D2.  GM  President 
Estes  says  GM  was  burned  by  extensive 
robotizing  of  Lordstown  15  years  ago  and 
is  going  slowly  before  adapting  them  to 
the  new  plants. 

The  sprawling  acreage  needed  for  the 
prototype  assembly  plant  spells  problems 
for  the  industrial  areas  that  are  the  sites 
of  the  plants  GM  wants  to  replace.  Land 
there  is  at  a  premium — that's  the  reason 
the  plants  were  built  high-rise  in  the  first 
place.  GM  plans  to  keep  its  new  plants  in 
the  same  area  as  the  plants  they  replace, 
not  because  Pete  Estes  aspires  to  saint- 
hood, but  because  the  economic  and  po- 
litical costs  of  moving  to  a  new  region 
outweigh  the  costs  of  staying  put.  In 
Missouri,  for  instance,  GM  is  closing  a 


GM  engine  line  in  Oklahoma  City 

ngs  25  feet  high,  air-conditioning,  plenty  of  light  and  no  pillars, 
ty  not  he  paradise,  but  it's  still  a  vast  improvement. 
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plant  in  St.  Louis  and  building  a  new  one 
in  suburban  Wentzville,  35  miles  away. 
Wentzville  and  St.  Louis  may  be  the 
same  place  as  far  as  GM  is  concerned, 
but  the  two  cities  are  not  the  same  so  far 
as  St.  Louis  and  its  tax  base  are  con- 
cerned. The  new  Pontiac  assembly  plant 
will  be  just  three  miles  from  the  current 
one,  but  it  will  be  in  Orion  Township, 
not  Pontiac.  The  same  holds  true  for  the 
other  sites  GM  has  bought. 

Although  it  will  have  to  borrow  to  do 
it,  GM  can  come  up  with  the  $3  billion  it 
needs  to  finance  half  a  dozen  new  assem- 
bly plants.  If  Congress  approves  faster 
plant  writeoffs  or  higher  investment  tax 
credits,  the  task  will  be  even  easier.  But 
what  of  Chrysler  and  Ford,  which  are 
cutting  back  to  survive?  They  have  a 
hard  enough  time  now  competing  with 
GM — what  will  happen  to  them  if  GM 


suddenly  begins  running  much  lower- 
cost  plants?  "We've  been  competing 
with  GM  for  50  years,  and  we're  still 
here,"  proclaims  Wendell  Larsen, 
Chrysler's  vice  president  for  public  af- 
fairs. Ford  says  much  the  same  thing. 
"Mr.  Ford  was  smarter  than  [GM  man- 
agement genius  Alfred  P.]  Sloan,"  says 
Chuck  Dotterrer,  Ford's  chief  assembly 
plant  engineer.  "We  don't  have  any  mul- 
tistory plants." 

Plants  alone  aren't  enough  for  GM  to 
prosper,  of  course.  GM  still  needs  attrac- 
tive cars  to  sell.  But  GM's  comparatively 
huge  production  runs  gave  it  a  powerful 
advantage  in  its  drive  for  lower  and  lower 
unit  cost  over  the  years.  The  new  assem- 
bly plants,  which  Ford  and  Chrysler  can't 
afford  to  build  and  American  Motors  can 
only  dream  of,  should  secure  GM's  place 
as  the  low-cost  producer  of  U.S. -built 


cars  and  light  trucks.  Should  the  1 
market  turn  up,  which  it  undoubtt 
will,  and  should  the  U.S.  car  compai 
make  Estes'  goal  of  knocking  Jap, 
share  of  the  U.S.  market  down  to  11 
there  will  be  a  lot  more  demand  for  I 
built  vehicles.  With  Chrysler  and  I 
having  cut  back  so  drastically  GM  wil 
the  only  carmaker  in  position  to  supp 
lot  of  cars  quickly  in  an  up  mar 
Should  GM  gain  some  market  from 
Japanese,  it's  conceivable  that  it  cc 
win  70%  or  more  of  the  domestic  ci 
panies'  share  of  the  U.S.  market.  Tho 
Estes  says  antitrust  has  never  crossed 
mind,  it  is  then  also  conceivable  that 
Justice  Department  would  not  let  t 
continue  without  a  fight.  So  GM's 
ward  for  sharply  slowing  the  Japan 
could  be  another  epic  slugfest  with 
Justice  Department.  ■ 


Truck  body  being  lowered  two  stories  in  St.  Louis  (left)  and  new  Cheirolet  assembly  line  in  Oklahoma  City 
In  the  old  plant,  60  years  old.  and,  in  places.  Jive  stories  high,  the  16  freight  elevators  alone  needed  a  maintenance  st 
of  40  people.  In  the  new  one-story  plant,  railroad  tracks  in  the  floor  get  materials  positioned  quickly. 
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\cause  the  auto  industry  is  in  such  trouble, 
r  machine-tool  industry  is  having  some  of 
\  fattest  days  in  its  history. 


The  other  side 
of  agony 


By  Steven  Flax 


he  contrast  between  the  eerie 
silence  of  Chrysler's  recently  shut- 
down Dodge  Main  assembly  plant 
-lamtramck,  Mich,  and  Cross  & 
ker's  bustling  factory  just  25  miles 
j  in  Fraser,  Mich,  could  hardly  be 
;  striking.  At  Hamtramck,  about  the 
employees  to  be  seen  are  security 
ds.  At  Fraser  there  are  long  lines  of 
pplicants,  many  being  hired  on  the 
as  the  nation's  second-largest  ma- 
e-tool  maker  feverishly  expands.  It 
oducing  so  fast  that  it's  in  danger  of 
g  swamped  by  its  own  supplies  and 
ut  stacked  in  the  aisles, 
lose  customers?  General  Motors, 
Chrysler,  American  Motors.  Like  a 
lful  of  other  large,  technologically  ad- 
ed  machine-tool  companies,  Cross 
ecker  has  become  a  major  beneficia- 
f  the  auto  industry's  agony.  C&T 
s  what  Detroit  must  have  to  build 
mailer,  fuel-efficient  cars  its  future 
nds  upon.  By  some  estimates,  the 
our  automakers  will  spend  a  stag- 
lg  $80  billion  for  "downsizing"  by 
-,  and  right  now  the  machine-tool 
stry  is  sitting  on  top  of  a  $5.6  billion, 
year  backlog. 

me  question  the  $80  billion  esti- 
:;  for  example,  Arvid  F.  Jouppi,  an 
analyst  at  John  Muir  &  Co.,  projects 


that  capital  expenditures  in  1980-84  by 
General  Motors — presumably  the  auto- 
maker that  can  afford  the  largest  outlay — 
will  amount  to  about  $25  billion  rather 
than  the  $40  billion  announced  by  GM 
Chairman  Thomas  A.  Murphy.  But  even  if 
it's  considerably  less,  it's  still  a  monumen- 
tal figure.  For  example,  the  cost  of  one 
"engine  line" — the  full  set  of  machine 
tools  needed  to  make  an  engine — is  $250 
million  to  $300  million.  These  days,  any- 
thing that  costs  merely  in  the  millions 
almost  seems  small.  Says  Craig  R.  Smith, 
president  of  the  industrial  equipment 
group  at  Bendix  Corp.:  "One  $50  million 
project  that  we  were  involved  with  was 
just  one  little  bitty  project  buried  deep  in 
the  bowels  of  General  Motors." 

The  revamping  is  so  thorough  that 
some  experts  say  the  automobile  is,  in 
effect,  being  reinvented.  Says  Philip  J. 
Mazziotti  of  the  Society  of  Automotive 
Engineers:  "We  are  seeing  the  first  auto- 
mobile in  which  every  piece  is  new.  The 
engines  for  Chrysler's  K-cars,  for  exam- 
ple, are  the  first  completely  new  engines 
Chrysler  has  developed  in  18  years.  De- 
troit is  trying  to  do  more  in  the  next  5 
years  than  it  did  in  the  last  25  years." 

Says  Smith  of  Bendix:  "The  automak- 
ers can't  draw  on  any  of  their  old  equip- 
ment to  make  the  new  parts.  For  in- 
stance, we  had  one  project  to  make  the 
assembly  system  for  the  new  automatic 


transaxle  on  front-wheel-drive  cars.  If 
you  put  all  156  stations  needed  for  this 
one  job  together  in  one  straight  line  it 
would  be  a  quarter  of  a  mile  long." 

Because  so  much  is  completely  new, 
hybrid  skills  are  in  demand.  The  longest 
line  in  C&T's  Fraser  employment  office, 
for  example,  is  for  mechanics  and  ma- 
chinists, but  anyone  who  has  worked 
with  computer-controlled  machine  tools 
goes  right  to  the  head  of  it.  Engineers  are 
somewhat  less  in  demand  right  now — 
but  if  General  Motors  should  come  in  as 
it  has  so  often  with  design  changes,  then 
it's  a  lucky  engineer  who  is  in  that  line. 
And  any  engineer  who  knows  something 
about  programming  as  well  as  machine- 
tool  designing  will  probably  be  told  to  go 
right  to  work;  the  personnel  people  will 
take  care  of  the  paperwork  later. 

Other  industries,  of  course,  also  are 
getting  a  big  share  of  this  bonanza.  The 
computer,  semiconductor  and  high-tech- 
nology electronics  industries  are  benefit- 
ing because  advanced  machine  tools  now 
are  often  computer-controlled:  Mini- 
computers sometimes  are  used  to  aid  the 
engineer  in  perfecting  the  design  of  a 
part,  then  reprogrammed  to  help  operate 
the  tool  that  makes  it.  Companies  that 
manufacture  industrial  robots  (some  of 
them  the  machine-tool  companies  them- 
selves, like  Cincinnati  Milacron)  also  will 
get  a  lot  of  orders.  The  automobile  manu- 
facturers are  already  the  largest  users  of 
industrial  robots.  This  year  Unimation, 
the  leading  manufacturer,  has  received 
orders  from  automakers  for  300  robots. 

Plastics  and  chemical  manufacturers 
will  get  a  good  piece  of  the  pie  now  and  in 
the  future,  because  even  when  the  down- 
sizing is  over,  the  search  for  a  more  fuel- 
efficient  car  will  go  on.  Once  the  lower 
limit  of  size  has  been  reached — as  it  will 
be,  since  it's  unlikely  that  Americans  will 
start  getting  smaller — the  only  way  to  get 
more  mileage  is  to  make  the  car  lighter. 
That  means  more  business  for  companies 
that  make  the  plastic-molding  machine 
tools,  especially  the  reaction  injection 
molding  machines. 

There  will  be  some  losers  in  this  sce- 
nario, too:  spark-plug  manufacturers  like 
Champion,  maybe,  since  four-cylinder 
engines  use  half  as  many  plugs  as  V-8s; 


Tooling  along 


The  machine-tool  companies  are  working  on  a  back- 
log as  large  as  the  industry's  current  annual  sales:  $5.6 


billion.  Prospects  for  the  five  major  toolmakers  be- 
low, as  recent  stock  prices  suggest,  have  been  noticed. 


1980- 


ii  pan  v 


sales  earnings 
(est.,  in  millions) 


Automotive  machine  tool 
sales 

1980  (est)  backlog1 
(millions)  (millions) 


-Earnings  per  share- 
1980  1981 

(est)  (est) 


Recent 
price 


Price/ 
earnings 
ratio 


-52  weeks 


high 


low 


idix  Corp 
Cell-O 

icinnati  Milacron' 
)ss  &  Trecker 
ldings  &  Lewis 


$4,300  $193.6  $200 

1,010  47.0-50.0  1502 

810  52.0  85-95 

380  35.0  100 

310  32.0  35 


$200  $7.25         $7.00  49%  7  557*  37% 

230  4.50-4.75  5.05-5.65  41  7  46%  26 

230  3.45  3.70-4.00  50'/2  13  52'/4  18 

190  4.20-4.30  4.60-4.90  47%  11  47%  18'/8 

60  5.00           5.00  33  6  33%  18'/2 


Company  figures.  2  Auto  manufacturers  and  direct  suppliers  '  Excluding  discontinued  operations. 
yurce  Hendix  statistics  arc  Fohhks  estimates  All  otlx'ts  I  aunt  ConitdUmt,  Hache  Halse)1  Stuart  shields 
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It's  one  of  our  hemlocks;  it's  there 
for  reasons  of  nutrition;  and  it 
helps  to  illustrate  why  we  say  we 
know  where  we're  growing. 

You  see,  once  we've  turned  the 
bulk  of  our  hemlocks  into  wood 
and  paper  products,  we  use  some 
of  what's  left  over  to  make  a 
yeast  that's  added  to  soups,  gravies 
and  snack  foods  to  boost  their 
protein  and  vitamin  B  content. 

We  also  turn  other  leftovers  into 
particleboard,  chunk  bark  and 
wood  chips  for  fuel. 

Making  useful  products  from 
leftovers  is  a  nifty  way  to  add  to 
profits. 

We  have  others  too. 

We're  using  our  capital  to  take 
advantage  of  our  leading  posi- 
tions in  growing  businesses— like 
business  forms  paper  manu- 
facturing and  office  products 
distributing. 

We  know  where  we're  growing. 
Think  you  might  like  to  grow  along? 

Our  annual  report  might  just 
convince  you.  For  your  copy,  write 
Irv  Littman,  Investor  Relations 
Manager,  Boise  Cascade  Corpora- 
tion, One  Jefferson  Square,  Boise, 
Idaho  83728. 


Boise  Cascade 
Corporation 


Anatomy  of  a  new  kind  of  wood  and  paper  company. 


S7 


75  76  77  78  79 


Earnings  Per  Share 

'Before  Extraordinary  Items 


76  77  78  79  80 
Annualized  Dividend  Rale 


A  $200,000  Cincinnati  Milacron  reaction  injection  molding  machine  on  the  job 
Recession?  The  big  toolmakers  say  they  don't  even  know  how  to  spell  it. 


and  steel  frame  and  chassis  makers, 
since  those  little  cars  increasingly  will  be 
"unitized." 

But  the  machine-tool  companies  see 
the  great  Detroit  tool-up  in  a  somewhat 
different  light  than  most  of  the  others, 
winners  or  losers.  To  companies  like 
C&T,  this  is  the  beginning  of  a  perma- 
nent expansion.  In  previous  Detroit 
changeovers,  the  machine-tool  compa- 
nies accepted  orders  to  the  limit  of  their 
in-house  and  rented  capacity,  then 
farmed  out  the  overflow  to  job  shops  and 
subcontractors.  They  knew  their  cyclical 
industry  too  well  to  acquire  capacity  that 
would  be  left  idle  as  soon  as  the  backlog 
was  worked  off.  Now,  reversing  that  con- 
servative policy,  they  are  spending  heav- 
ily on  their  own  retooling  and  adding 
permanent  capacity  with  a  vengeance. 

Cross  &.  Trecker,  for  example,  is  build- 
ing a  new,  130,000-square-foot  plant  in 
Port  Huron,  Mich.,  a  73,500-square-foot 
plant  in  Georgetown,  Ky.  and  adding 
20,000  square  feet  to  the  overburdened 
Fraser  plant.  Cincinnati  Milacron,  the 


largest  of  the  big  machine-tool  makers, 
added  200,000  square  feet  last  year  to  its 
plant  capacity,  and  most  of  its  $36  mil- 
lion 1979  capital  budget  was  spent  on 
new  equipment.  This  year  CM  is  adding 
another  227,000  square  feet  of  plant  and 
putting  most  of  its  $46  million  capital 
budget  into  new  machines. 

Will  the  machine-tool  makers  regret 
this  commitment  someday?  Not  the  way 
they  see  it;  the  auto  industry,  they  feel,  is 
only  one  of  many  U.S.  industries  that 
will  have  to  retool  to  stay  competitive. 
According  to  the  American  Machinist,  a 
trade  magazine,  almost  70%  of  Ameri- 
can machine  tools  are  at  least  10  years 
old  [vs.  64%  in  West  Germany  and  41% 
in  Japan)  and  more  than  a  third  are  at 
least  20  years  old.  But  even  if  nothing 
like  this  comes  along  again  for  a  while, 
the  industry  seems  pretty  well  assured  of 
prosperity  for  some  time  to  come.  "Re- 
cession?" says  Leon  B.  Musser,  C&T's 
vice  president  for  marketing  and  corpo- 
rate development,  "we  don't  even  know 
how  to  spell  it."  ■ 
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Right  now  Mitsubishi  Electric  is  a  household 
word  only  in  Japan,  but  the  venerable  manu- 
facturer plans  to  export  that  status  to  the  U.S. 


Faceless  no  more 


Chainnan  Sadakazu  Shindo  of  Mitsubishi  Electric  Corp. 
From  TVs  and  stereos  into  the  computer  jungle. 


ABOUT  THE  LAST  COMPANY  YOU 
would  expect  to  desert  its  heavy 
machinery  past  and  turn  into  a 
marketing  whiz  is  Mitsubishi  Electric 
Corp.  Chiefly  a  producer  of  heavy  electri- 
cal equipment  like  giant  turbine  gener- 
ators for  the  electric  power  industry,  ele- 
vators and  motors  for  the  transportation 
industry,  it  was  often  called  tonosama  or 
"lord"  among  the  score  of  companies 
loosely  affiliated  with  Japan's  largest 
trading  house,  Mitsubishi  Corp.,  because 
it  seemed  to  care  little  about  the  pedes- 
trian task  of  selling  the  goods  it  made. 
The  trading  company  did  that. 

But  one  should  never  underestimate 
the  ability  of  a  company  to  change  in 
response  to  powerful  outside  pressures, 
and  in  this  case  the  pressure  was  power- 
ful indeed:  the  1973-74  OPEC  oil  embar- 
go, which  shattered  at  one  blow  the  com- 
fortable assumptions  that  Japanese  com- 
panies had  been  making  about  their 
energy  future.  In  Mitsubishi  Electric's 
case  it  led  Chairman  Sadakazu  Shindo, 
who  had  become  president  in  1971,  to 
decide  that  the  company's  products  bad- 
ly needed  broadening,  and  that  concen- 


trating on  consumer  appliances  would  be 
the  most  profitable  route  out  of  the  oil- 
induced  slump.  So  starting  in  1977  Mit- 
subishi Electric  brought  out  a  succession 
of  consumer  products  cleverly  designed 
for  the  Japanese  market. 

Take  the  futon  dryer,  which  resembles 
a  large  hand-held  hair  dryer.  Most  Japa- 
nese sleep  on  a  matted  floor  between  two 
futons  or  thick  quilts.  Before  Japan's 
cities  became  so  overbuilt,  futons  were 
simply  hung  out  to  air.  But  Mitsubishi's 
futon  dryer  made  airing  unnecessary. 
The  dryer  met  a  real  need  in  humid  Japan 
and  became  a  huge  success:  Mitsubishi 
sold  600,000  in  1977  alone. 

Because  apartments  in  cities  like  To- 
kyo are  dollhouses  by  U.S.  standards, 
Mitsubishi  recently  introduced  a  series 
of  space-saving  appliances — a  small  bed- 
room air  conditioner  to  be  attached  near 
the  ceiling,  and  a  stereo  system  only 
eight  inches  thick  with  a  vertical  turnta- 
ble. Both  are  reportedly  selling  well. 

In  a  company  whose  executives  have 
traditionally  been  faceless  "organization 
men,"  Chairman  Shindo  has  been  both 
friendly  and  frank;  at  70  he  will  often 


join  a  group  of  company  workers  { 
afterwork  sing-along  at  some  locai 
where  they  belt  out  Japan's  hit  para 
they  belt  down  their  beer.  That's 
an  unbending  for  Japan,  where  di: 
tions  in  rank  are  as  ingrained  as  be 
from  the  waist. 

Mitsubishi  Electric's  sales  and 
ings  have  certainly  been  somethii 
sing  about  in  the  iast  four  years, 
profits  were  up  more  than  fourfold 
58%  sales  gain.  There's  no  slacke 
either:  For  the  year  ended  Mar.  31, 
rose  15%  to  $4.7  billion,  net  73%  to 
million.  Now  Japan's  third-largest 
trical  equipment  maker,  Mitsubishi 
trie  is  challenging  second-rankec 
shiba  in  sales  (though  not  yet  in  p 
ability),  which  in  its  turn  is  driving 
to  overtake  front-runner  Hitachi. 

Mitsubishi  Electric's  next  challei 
more  risky.  Its  exports  now  accoui 
only  17%  of  sales,  which  is  low  for 
Japanese  company.  Like  most  such 
panies  it  is  marketing  energetical 
the  Middle  East,  in  an  effort  to 
back  the  yen  that  Japan  pays  out  fc 
Most  of  its  exports  of  heavy  equipr 
now  a  third  of  total  output  versus 
10%  pre-embargo,  go  to  the  Middle 
where  company  subsidiaries  not  onl 
power  station  and  communic 
equipment  but  install  it  and  teach  b 
how  to  use  it — for  a  price. 

But  Mitsubishi  Electric's  real  gc 
the  rich  U.S.  market,  and  not  jus 
splashy  projects  like  the  20-by-2£ 
color  TV  screen  it  unveiled  at  Di 
Stadium  in  Los  Angeles  for  the  July 
Star  game.  It  wants  part  of  the  U.S. 
ket  for  electronics  and  small  compi 

The  company  has  already  nailed  < 
the  number  one  spot  in  Japan  for  ! 
business  computers,  with  28%  o 
market.  How  important  it  consider 
U.S.  market  can  be  judged  from  thf 
that  its  existing  Mitsubishi  Electric 
U.S.  subsidiary,  which  will  sell 
$130  million  worth  of  TV  sets,  sj 
speakers  and  microwave  ovens  here 
year,  was  bypassed  in  favor  of  a 
subsidiary,  Mitsubishi  Electronics  A 
ica,  to  market  its  MELCOM  80  con 
er  priced  from  $15,000  to  $150,00C 
plains  its  President  Akira  Takei, 
need  acceptance  in  the  U.S.  so  we  c. 
acceptable  worldwide." 

•Beyond  question  the  market  is  t 
By  some  estimates  over  500,000 
firms  with  sales  between  $500,00C 
$25  million  are  potential  custoi 
"The  market  is  fluid  enough  ant 
enough  so  that  we're  possibly  five  t 
years  from  maturity,"  says  Jam< 
Webb,  head  of  a  joint  venture  bet' 
electronics  giant  TRW  and  Jap; 
computermaker  Fujitsu,  which  will 
ket  a  small  business  computer  he 
the  near  future. 

But  the  existence  of  that  market 
secret.  There  are  already  at  least  12 
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w's  largest  TV  screen  at  Dodger  Stadium 
itibishi's  goal:  acceptance  in  the 
■  to  become  acceptable  worldwide. 


jf.S.  entries,  starting  with  IBM,  Digi- 
j.quipment  and  Wang  Laboratories, 
1  perhaps  50  more  companies  eyeing 
tield.  Even  companies  like  Basic  Four 
Data  General  can  already  number 
1  installations  in  the  thousands, 
^eas  Takei  can  only  hope  to  have 
ips  200  Mitsubishi  Electric  comput- 
i  place  in  the  U.S.  by  year's  end.  In 
]L  the  market  is  there,  but  that's  no 
l^intee  Mitsubishi  can  win  a  signifi- 
Ipart  of  it. 

lie  thing  that  makes  Chairman 
po  optimistic  is  Mitsubishi  Elec- 

1 innovative  research  effort,  which 
Japanese  feel  outdoes  even  mighty 
■  ushita,  the  world's  largest  electric 
j  ance  maker.  For  decades  Mitsubishi 
|i  heavily  on  a  technical  tie-up  with 
finghouse.  But  times  change.  "In 
Ifct  years  we  have  been  exporting 
1  technology  to  Westinghouse, "  says 
iiachiro  Katayama,  who  succeeded 
1  do  as  president  this  June, 
jrt  of  the  change  is  credited  to  Shin- 
ipolicy  of  hiring  high  school  gradu- 
|as  researchers  rather  than  the  more 
•p"  college  graduates.  The  futon  dry- 
f  r  example,  was  developed  by  "non- 
'  engineers.  In  his  recent  book  How 
i  vitalize  a  Company,  Shindo  asserts 
;  high  school  graduates  seem  more 
■ng  to  ask  questions  rather  than 
d  time  and  money  looking  for  their 
(answers.  Another  Shindo  strategy  is 
courage  company  divisions  to  com- 
with  each  other  in  bringing  up  new 
(acts  and  marketing  strategies, 
hether  such  tactics  will  enable  Mit- 
;hi  Electric  to  establish  itself  in  a 
1  business  computer  field  swarming 
large,  aggressive  and  competent 
?etitors  is  far  from  certain.  What  is 
in  is  that  Chairman  Shindo  will  go 
l  in  company  history  as  a  man  who 
i  no  small  plans.— Atsuko  Cbiba 
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A  resource 
for  resources 


Efficient  use  of  known  resources 
and  exploration  for  new  ones  are 
more  important  today  than  ever 
before.  The  Bank  of  Tokyo  is  a 
growing  resource  for  such 
activities  with  its  wide  range 
of  international  finance 
functions. 

A  dramatic  example  of 
the  Bank  of  Tokyo's 
contribution  to  such 
activities  is  its  rising  role 
in  world-wide  syndicated 
loans.  In  evaluating  1979, 
International  Insider 
ranked  the  Bank  of  Tokyo 
as  the  world's  No.  1  lead 
manager  of  international 
financing  with  a  total  of  over 
15.9  billion  U.S.  dollars. 

A  powerful  reason  behind  this 
ranking  is  the  bank's  century  of 
experience  as  the  leading 
Japanese  bank  specializing  in 
foreign  exchange  and 
international  finance.  Known  for 
its  own  extensive  world-wide 


network,  the  Bank  of  Tokyo  is 
also  recognized  as  an  important 
element  in  the  international 
network  that  determines  the 
direction  of  today's  global 
economy. 


Active  on  all  five  continents — 


® Leaders  in  international  banking  since  1880 
BANK  OF  TOKYO 


w 


Follow  through... 
i    with  your  help 
to  prevent 

Birth 
Defects. 


SUPPORT 
MARCH  OF  DIMES 


THIS  SPACE  CONTRIBUTED  BY  THE  PUBLISHER 
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Fear  and  necessity  made  Dick  Beauchamp 
expand  Refrigerated  Transport  aggressively. 
Before  he  knew  it  he  was  number  one. 


Put  that  hammer 
down,  good  buddy! 


The  Up-And-Comers 


When  Richard  Beauchamp  and 
his  father,  Lamar,  bought  con- 
trol of  Refrigerated  Transport 
Co.  in  1965  for  $600,000,  the  then  $8 
million  (sales)  trucker  was  just  about 
bankrupt.  "Their  bank  account  was  sev- 
eral hundred  thousand  dollars  over- 
drawn," Beauchamp  recalls.  "Their  sup- 
pliers hadn't  been  paid  for  three  months. 
The  two  fellows  running  the  company 
didn't  even  know  how  much  money  they 
were  losing.  And  they  couldn't  agree  on 
what  to  do." 
The  Beauchamps  knew  what  to  do. 


Today  $100  million  (sales)  Refrigerated  is 
the  biggest  independent  hauler  of  perish- 
able foodstuffs  in  the  U.S.,  with  a  five- 
year  average  return  on  equity  of  18.3%. 

But  Wall  Street  is  unimpressed  by  that 
track  record.  Refrigerated  shares  trade  on 
the  American  and  Pacific  exchanges  for 
just  3  times  earnings.  Everyone  seems  to 
have  decided  that  industry  deregulation 
is  going  to  cripple  earnings  for  every 
trucker.  Everyone,  that  is,  except  Dick 
Beauchamp.  "I  can  live  with  the  new 
law,"  he  says  calmly.  Chances  are  he 
can.  Refrigerated  has  captured  an  envi- 


able niche  in  the  trucking  industry 
The  older  Beauchamp  (pronoi 
"/tef-chum"  in  the  British  fashion) 
ed  trucking  in  the  early  1930s  as  a 
ager  on  the  family  farm  in  Winter  H 
Fla.  At  harvest  time  young  Lamar  > 
haul  oranges  and  grapefruit  up  to  At 
Restless  back  on  the  farm,  he  took 
in  Orlando  after  Prohibition  Repeal 
ing  a  beer  truck.  Soon  Lamar  w^ 
vancing  rapidly  in  the  bom-again 
trade,  moving  up  to  bookkeeper  anc 
to  salesman.  But  one  day  in  1944 
before  he  was  due  to  report  to  the 
Army  for  basic  training,  he  was  a 
down  by  a  passing  truck  and  bad 
jured.  As  he  lay  recovering,  his  f. 
told  him  of  farmland  back  home  th;j 
up  for  sale  cheap.  As  soon  as  h 
better,  Lamar  traded  in  the  insu 
money  he  collected  from  the  accide 
a  crack  at  the  citrus  and  cattle  busi 
es.  Richard  says  of  his  father,  "Ii 
something  he  had  a  background  ir 
sides,"  he  adds  with  a  chuckle, 
doesn't  like  to  be  inside,  in  fact,  I  h 
hard  time  getting  him  to  sit  throug 
board  meetings!" 

Soon  he  had  made  enough  to  acq 
small  slaughterhouse  and  meat-pa 
factory.  But  Floridians  began  to  \ 
corn-fed  midwestern  beef.  So 
closed  down  the  slaughterhouse 
bought  five  trucks  to  haul  midwe 
stock  into  his  packing  plant.  The 
champs  were  in  the  trucking  busin< 
Enter  son  Richard,  in  1962,  fresh  c 
Stetson    University.    He,  too, 


Dick  Beauchamp  of  Refrigerated  Transport  and  one  of  his  rigs 
"Trucking  just  had  more  to  offer  our  personalities." 
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IMonica  Madawinata,  psychologist,  talking  about  her  husband  Kusuma,  specialist  in  chemistry  for  adhesives  at  Henkel. 


'Kusuma  joined  Henkel  because 
we  wanted  to  return  to  Asia" 


|My  husband  Kusuma 


"Though  Kusuma 
and  I  are  Indo- 
nesian, we  were 
students  in  Ger- 
,  \  i  many.  We  even 
met  in  Germany, 
in  front  of  the 
Cologne  cathedral,  which  prob- 
ably is  one  of  the  most  beauti- 
ful settings  in  the  world.  It  seem- 
ed only  natural  then  for  us  to 
Ibe  married  in  Germany,  and 
iBraunschweig  was  a  perfect 
(choice  for  our  wedding.  Small 
wonder  that  most  often  we  felt 
truly  at  home  in  Germany. 
Btill,  we  really  wanted  to  return 
ito  Asia  and  it  looks  as  though 
Henkel  is  going  to  make  it 
happen  for  us.  Henkel  was 
searching  for  a  chemist  who 
could  speak  Chinese,  for  their 


operations  in  Southeast  Asia, 
and  Kusuma  was  hired  to  start 
there  as  an  application  spe- 
cialist in  adhesives. 
Currently,  we  are  in  Dusseldorf, 
while  Kusuma  is  being  briefed 
for  his  assignment.  We  know 
it's  going  to  be  a  challenging 
and  rewarding  job  for  him  be- 
cause Henkel  has  several  sub- 
sidiary companies  and  many 
clients  in  Southeast  Asia.  I  like 
to  think  that  these  Henkel 
customers  will  be  even  better 
serviced  and  informed  with 
Kusuma  there. 

But  the  waiting  is  difficult.  We're 
staying  in  a  lovely  company 
apartment,  and  everyone  is 
very  helpful,  but  the  nearness 
of  our  return  has  made  me  even 
more  homesick  for  Asia.  How- 


ever, once  we  are  back  in  Asia 
I  know  there  will  be  times  when 
I  will  again  be  homesick.  Then 
it  will  be  for  Germany." 


Based  in  Dusseldorf, 


Federal  Republic  of  Germany, 
the  Henkel  Group  comprises  over 
100  companies  in  over  40  countries. 
Worldwide  sales  in  1979: 

 6.8  billion  DM.  

33,000  employees.  

Product  range  includes  laundry 
products,  household  cleaners, 


cosmetics,  adhesives,  industrial 

cleaners,  oleochemicals, 
auxiliary  products  for  the  textile 

 and  leather  industries. 

Over  8,000  products  for  all  walks 
of  life. 


Chemistry  working  for  you. 


The  Up-And-Comers 

trucks,  having  driven  dairy  rigs  since  he- 
was  14.  Lamar  asked  him  to  run  the 
ailing  family  trucking  business.  In  eight 
months,  the  5-truck  fleet  grew  to  15 
units  and  was  back  in  the  black.  "I  put  in 
some  financial  controls  so  I  was  able  to 
determine  my  cost  and  then  realized  that 
our  rates  were  far  below  cost." 

Then  Richard  really  began  to  roll.  He 
talked  the  young  Iowa  Beef  Packers  into 
letting  his  trucks  bring  its  product  to 
market.  In  time  Iowa  Beef  would  become 
the  largest  meat  packer  in  the  country 
and  Refrigerated's  largest  customer.  Next 
he  bought  a  small  carrier  with  routes 
between  Sioux  City,  Omaha,  Kansas 
City  and  Chicago.- He  also  extended  his 
reach  by  cooperating  with  a  larger  truck- 
er up  in  Atlanta,  an  outfit  named  Refrig- 
erated Transport. 

By  1965,  however,  Refrigerated  was  in 
trouble,  so  much  trouble  it  nearly 
dragged  the  Beauchamps  down  with  it. 
"They  owed  us  $125,000,"  says  Richard, 
"all  our  working  capital."  When  he  drove 
up  to  Atlanta  to  collect,  Richard  discov- 
ered that  Refrigerated  was  about  to  go 
belly  up.  The  only  way  for  the  Beau- 
champs  to  get  their  working  capital  back 
and  stay  afloat  themselves  was  to  send 
good  money  after  bad  and  buy  control  of 
Refrigerated.  That  meant  selling  off  a 
good  chunk  of  the  family  farm. 

Lamar  bit  the  bullet.  He  raised 
$100,000  by  selling  off  some  prime  acre- 
age, borrowed  another  $100,000  from  the 
then  go-go  Citizens  &  Southern  Bank 
and  wangled  promises  of  another 
$100,000  from  C&S  as  soon  as  an  operat- 
ing plan  for  Refrigerated  was  drafted, 
risking  the  citrus,  cattle  and  dairy  oper- 
ations as  collateral. 

A  look  at  the  books  proved  to  be  a 
sobering  experience.  Accountants  found 
far  more  dry  rot  beneath  the  surface. 
"The  stated  net  worth  was  right  around  a 
million  dollars,"  says  Beauchamp.  "They 
got  it  down  to  $225,000  and  were  still 
writing  it  down.  It  was  only  because  I 
pleaded  with  them  to  stop  that  we  ended 
up  with  any  net  worth  at  all!" 

Moving  quickly,  Beauchamp  begged 
suppliers  for  time.  "I  asked  them  to  give 
me  60  days,"  he  says.  "I  told  them  that 
by  that  time  we'd  either  bring  their  ac- 
counts current  or  have  a  plan  whereby 
they  could  be  brought  current."  Next 
stop  was  the  bank.  "I  told  them  we 
wouldn't  write  any  more  checks  except 
payroll  and  payments  to  owner-operators 
until  the  overdraft  was  cleared  up,"  says 
Beauchamp.  Finally,  Beauchamp  gave 
the  owner-operators  who  hauled  his 
trailers  a  pep  talk.  "I  had  60  trailers  sit- 
ting idle  out  here  in  the  backyard  and  I 
told  the  owner-operators  we  had  to  get 
working.  I  told  them  the  only  difference 
between  their  investment  in  Refrigerat- 


ed Transport  and  mine  was  the  number 
of  zeros  behind  the  first  number.  That's 
the  truth.  I  hadeverything  invested  here." 

Then  Refrigerated  was  carted  off  to 
emergency  surgery.  Beauchamp  took  one- 
look  at  Lake  Transport,  a  moneylosing 
eastern  subsidiary  with  strike-prone 
union  drivers,  and  closed  it  right  down. 
The  Thermo  King  truck  air-conditioning 
franchise  was  scarcely  marginal.  Beau- 
champ got  rid  of  that  at  once.  Then  the 
Beauchamps  took  the  offensive.  Fighting 
for  survival,  they  concentrated  on  the 
industries  they  knew:  citrus  and  beef. 
They  hired  28  salesmen  to  beat  the 
bushes  for  cargo  to  fill  those  idle  trailers, 
a  sales  staff  that  a  trucker  several  times 
their  size  would  have  thought  large.  As 
business  began  to  pour  in,  the  Beau- 
champs kept  on  expanding,  using  all  the 
operating  authority  that  Refrigerated  had 
acquired  over  the  years  but  never  used. 
Refrigerated  went  after  all  business — 
even  less  than  full  truckload  lots  (LTL  in 
the  trade).  Hauling  LTL  may  only  be 
marginal,  Beauchamp  reasoned,  but  it 


"When  people  see  that  we  lost 
$6  million  pretax  in  1974, 
they  say,  'Oh  my  goodness,  re- 
cession really  got  you!'  It  did 
not.  The  problem  was,  I  lost 
control  of  the  company." 


was  a  great  business  builder.  Most  com- 
petitors wouldn't  touch  it.  LTL  also 
proved  a  powerful  argument  when  Re- 
frigerated sought  new  authority.  "If  we 
applied  for  a  certificate  and  were  chal- 
lenged," says  Beauchamp,  "we  could 
point  out  that  the  challenger  didn't  offer 
LTL.  So  we  usually  got  the  authority." 

The  Beauchamps'  sharply  increased 
marketing  effort  had  those  60  trailers 
back  on  the  turnpike  in  a  matter  of 
months,  edging  the  company  into  the 
black.  But  instead  of  slowing  down  to 
fatten  their  margins,  pay  down  their  debt 
and  recoup  their  equity  internally,  the 
Beauchamps  pressed  the  attack.  "We 
were  really  flying  high  in  those  days," 
says  Richard,  throwing  his  leg  over  the 
arm  of  his  chair.  "I  ran  my  debt-to-equity 
at  5-to-l  back  then."  To  keep  Refrigerat- 
ed's equity  up  to  bankers'  stipulated 
minimums  the  family  businesses  were 
put  on  the  block  bit  by  bit,  the  beef 
cattle,  dairy  cattle  and  citrus  groves — 
despite  Lamar's  love  for  farming.  "They 
weren't  doing  all  that  well  at  the  time," 
the  younger  Beauchamp  explains.  But, 
"he's  probably  got  a  couple  of  cows 
somewhere  that  I  don't  know  about!" 

Trucking  proved  to  be  rewarding  for 
both  father  and  son.  "I  know  the  reason 
Daddy  liked  it  was  because  it  gave  him 
the  opportunity  to  get  back  into  travel- 
ing and  selling  and  meeting  a  lot  of  inter- 
esting people  all  over  the  country.  It  just 


had  more  to  offer  our  personalities." 

But  even  that  wasn't  enough.  Grov 
at  over  20%  a  year,  demanding  hug« 
fusions  of  equity,  Refrigerated  was  ta 
public  in  1972,  the  Beauchamps  sej 
some  34%  of  the  shares  at  13  tu 
earnings,  or  $13.50.  In  the  year  that] 
lowed  the  stock  nearly  doubled. 

Refrigerated,  however,  was  not  ye 
the  right  route.  When  the  six  moil 
figures  came  up  in  July  1974,  Dick  B> 
champ  realized  for  the  first  time- 
Refrigerated  had  plunged  sudde 
steeply  into  the  red. 

"When  people  see  that  we  lost  $6 
lion  pretax  in  1974,  they  say,  'Oh 
goodness,  recession  really  got  you!'  Il 
not,"  says  Beauchamp,  straightening 
"I  lost  control  of  the  company."  J. 
were  embarrassingly  obvious  mista 
like  not  keeping  tight  enough  cor 
over  the  amount  of  diesel  fuel  pun 
for  owner-operators  during  the  oil 
bargo.  There  were  unavoidable  problc 
like  a  new  ICC  accounting  requirem 
"We  also  put  in  a  new  compensa 
system,  which  was  my  idea,"  says  B* 
champ,  "but  we  didn't  have  the  conn 
to  make  it  work." 

Beauchamp  is  proud  of  Refrigerat 
tight  controls  today.  When  a  driver  c 
in,  Refrigerated's  IBM  370  soaks  uf) 
the  information  it  can  get,  from 
whereabouts  right  down  to  his  nea 
girl  friend's  telephone  number,  alvi 
monitoring  fuel,  maintenance  reqiJ 
ments,  shipper  accounts,  owner-oper 
accounts  and  shipment  status.  Pity 
poor  driver  who  doesn't  call  in  on  ti 
making  Refrigerated's  headquarters  \ 
ry  about  hijacking.  If  a  hijacking  is 
pected,  the  chief  of  security  scramb 
the  company  plane  is  airborne  and  c 
the  area  in  question  at  once.  "We 
that  we  are  not  as  susceptible  to  hijj 
ing  or  theft  because  of  our  security 
tern,"  Richard  boasts.  "They  know, 
we  know  they  know,  that  we're  pn 
tough  to  deal  with."  Six  out  of  se 
trucks  have  been  recovered  from  hij 
attempts  in  recent  years. 

Lack  of  controls  is  no  longer  a  pf 
lem,  Beauchamp  insists.  But  he 
have  a  close  call  up  in  Washing 
D.C.  recently  when  an  llth-hour  ; 
posal  to  free  all  food  products  from 
ulation  cropped  up.  For  Beaucha: 
who  hauls  mostly  (75%)  proce; 
foods,  that  could  have  meant  ramf 
price-cutting  by  "exempt"  indivic 
truckers  of  the  type  so  prevalent 
hauling  produce  and  livestock.  " 
been  an  exempt  trucker  before,"  & 
he,  "and  I  don't  want  to  be  again. 

"Politicians  will  have  you  believe  t 
we're  a  protected  monopoly,"  he  a 
earnestly.  "But  this  is  ivery  competi; 
business." 

And  if  Dick  Beauchamp  has  fared  1 
ter  than  most  it's  because  the  hungri 
hunter  usually  has  the  edge.— Jean  A.  Bi\ 
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AEP's  Chief  Sees  Way 
To  Energy  Abundance 

By  David  Lore 


By  David  Lore 
Of  The  Dispatch  Staff 

■  A    are  known.  White  added  The  missing 
America  can  return  to  a  period   f^£S2  to  political  leadership, 
of  energy  abundance  but  only  by   ^^^IfTL^  n.fi..foc»— 


oi  energy  auun^-^  —  -  „  - 
using  coal  and  nuclear  power  as 
transition  fuels  to  the  more  exotic 
technologies  of  the  21st  Century, 
American  Electric  Power  System 
Chairman  Willis  White  said  Monday 
during  a  Columbus  Rotary  Club 
luncheon  speech  at  the  Southern 

HoteL  , 
Energy  will  never  be  cheap 


eaient  is  pouu^ 
While  Washington,  D.C.,  focuses 
on  synthetic  fuels  and  solar  power, 
energy  technolo^es  which  White 
believes  will  not  be  significant  until 
the  21st  Century,  the  irnmediate 
demand  to  for  greater  use  of  nuclear 
power  and  full  development  of  the 
nation's  coal  reserves. 

White  is  the  head  of  a  seven- 


Energy  will  never  be  cheap         " «"  d  company 

again.  White  said,  but  a  weU-planned  ^ate  "tili^y  *  fco 

-^rriSr Sent  ggbg.  and  Southern  OMo 

dependenceonoverseasoUproducers  Electric  Co. 


Columbus  Dispatch,  Columbus,  Ohio 
July  22, 1980 


We're  American  Electric  Power. 
We're  also  Appalachian  Power, 
Columbus  and  Southern  Ohio  Electric, 
Indiana  &  Michigan  Electric, 
Kentucky  Power,  Kingsport  Power, 
Michigan  Power,  Ohio  Power, 
and  Wheeling  Electric. 


American  Electric  Power 


Where  Politics  and 
Economics  Converge . . . 


..the  Financial  Times  Excels. 


a  fact  that  the  U.S.  becomes  daily  more 
iendent  on  events  abroad  —  events  over  which 
.  business  exerts  no  control. 

a  fact  that  the  U.S.  has  changed  more  in  the 
5  years  than  in  the  previous  10.  This  change 
:cts  some  businesses  more  quickly  than  others. 

a  fact  that  the  impact  of  political  and 
nomic  developments  abroad  is  cumulative. 
t  impact  on  American  business  is  part  of  a 
in  of  international  interdependence,  the  links 
vhich  tighten  each  year.  This  international 
?rdependence  is  a  crucial  element  of  America  's 
nomic  malaise. 

believe  that,  with  a  business  to  run,  you  cannot 
nitor  events  everywhere  in  the  world  which 
?ct  you. 

t  we  can  and  we  do.  The  FT  has  3 1  full-time 
respondents  round  the  world  backed  by  an 
ert  team  of  editors  in  London.  The  FT  places 


We've  a  tough  job  ahead  —  making  ourselves 
known  to  the  American  business  executive.  But 
we  know  we  have  something  from  which  Ameri- 
can business  can  profit:  A  newspaper  designed  to 
meet  the  priorities  of  the  international  business 
executive. 

We  airspeed  the  FT  from  Frankfurt,  West 
Germany,  for  same-day  hand-delivery  in  selected 
areas  of  New  York  and  Washington,  D.C. 
Next  day  in  downtown  Chicago,  Boston  and 
Los  Angeles  and  by  mail  elsewhere. 

If  you  already  know  us  and  need  us,  order  your 
daily  subscription  by  marking  the  term  of  your 
choice  and  return  this  ad  with  your  business  card: 

□  1  year  $365 

□  6  months  $183 

□  3  months  $  92 

We  have  found  that  a  fine  product  is  the  best 
advertisement  possible.  A  single  thorough  look 


resources  of  its  2 5 5  specialists  at  your  disposal,  at  the  Financial  Times  is  the  best  way  for  you  to 


ey  are  employed  to  monitor 
nts  24  hours  a  day,  7  days 
eek,  round  the  world.  Their 
lysis  excels  in  the  most 
icult  of  areas  —  where  the 
nplexities  of  international 
itics  and  economics 
l  verge. 


TFI  FINANCIAL  TIMES 


Interest  rates  fall         .  Iran  negotiates 

„E„EbUddr>i,de»lwith 
possible  East  Europe 


sawiis  sterling  !  as  U.S.  'enters 

bar  UK  up  2.7c;  ...  •  • 

en«>, »  Tokyo a  mild  recession' 

film  ron  nc*  high  fffftSSTS^S^.  nm 


Soviet  Union  'arranges 
$lbn  loan  for  Warsaw' 


Poland  In  DM  500m  order  for 
'-  =.;.:  =:'>=.-:  German  machine  tool  equipment 


decide  if  your  business  can 
profit  from  the  FT  Please 
write  to  us  on  your  company 
letterhead  and  we  will  be 
happy  to  send  a  free  issue  for 
your  assessment. 


Financial 


Times 


75  Rockefeller  Plaza 
New  York.  N.Y.  10019 


Forbes  Travel  Guid 
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A  special  advertising  section  for  Travel  advertisers 
appearing  in  the  December  8, 1980  issue. 
Closing  date:  October  7 


An  easy,  low  cost  way  to  reach  upscale  readers 

Forbes'  new  Travel  &  Resort  advertising  section  is  the 
ideal  place  to  advertise  your  travel-oriented  sales 
message  before  one  of  America's  most  affluent 
markets.  Forbes  Magazine's  690,000  subscribers  have 
an  average  household  income  of  more  than  $93,000 
and  average  net  worth  exceeding  $700,000.  And  one 
out  of  seven  subscribers  is  a  millionaire— an  upscale 
audience  by  any  measure  of  affluence. 

Travel-minded  audience 

Forbes'  subscribers  are  prime  travel  prospects.  They 
have  the  means  and  the  desire  to  travel:  61%  have 
valid  passports;  72%  have  taken  at  least  one  domestic 
air  trip  for  pleasure  in  the  past  year;  710/o  regularly 
use  travelers  checks;  70%  have  taken  at  least  one  trip 
outside  the  U.S.  in  the  past  year;  16%  have  taken  at 
least  one  cruise  over  the  past  three  years.  Travel- 
minded  indeed. 

Cost-efficient  national  exposure 

Here's  an  opportunity  to  give  your  travel  advertising 
national  exposure  to  a  large,  affluent  market.  At  the 
low  cost  of  only  $6,000  for  a  four-color,  one-quarter 
page,  Forbes'  new  Travel  Guide  represents  what  is 
potentially  your  most  productive  and  efficient  promo- 
tion investment  during  1980.  Reach  Forbes'  690,000 
subscribers  at  a  cost-per-thousand  of  only  $7.97. 


mom 


Your  headline  will  appear  here 

This  space  will  carry  the  text  (maximum  75  words) 
for  your  four-color,  travel-oriented  advertisement. 
The  area  above  would  carry  the  illustration  of  your 
promotional  literature  or  a  four-color  photo  from 
your  current  advertising  campaign.  Forbes  will  set 
type  and  prepare  color  separations  without  charge. 
A  postage-paid  reply  card  included  in  the  section 
will  enable  you  to  generate  leads  from  Forbes' 
responsive  readers.  Forbes  will  process  all 
inquiries  and  forward  them  to  you. 


Forbes  handles  all  the  detail  work 

Just  send  us  the  necessary  material  ( 75  words  or  less 
of  descriptive  copy  along  with  a  four-color  trans- 
parency or  original  art ),  and  Forbes  will  handle  all 
the  detail  work.  In  addition,  Forbes  will  process  all 
requests  generated  from  the  reader  reply  card  and 
forward  them  to  you.  It's  that  simple. 

To  reserve  space  in  the  Forbes  Travel  Guide,  contact 
your  local  Forbes  Representative  or  call: 
Stephen  G.  Nicoll,  Director  of  Advertising, 
(212)620-2228.  R)rbeS: 

Capitalist 


er  the  past  ten  years,  one  of  the  best-per- 
ming bank  common  stock  funds  has  been 
ated  in  Galveston,  Tex.  Galveston? 


Lone  star 
strategy 


The  Money  Men 


iston's  Harris  (Shrub)  Kempner  Jr. 
in-gaUon  hats  or  cowboy  boots. 


|     ALVESTON   IS  NOT   DALLAS.  The 

rWest  End  is  not  South  Fork.  And 
mild-mannered  Harris  Kempner 
I  definitely  not  J.R.  Ewing. 
jit  like  the  fictional  Texas  money 
!,  Kempner  has  an  astonishing  ability 
Sim  a  profit.  Over  the  past  ten  years,  a 
hnon  stock  fund  he  manages  as  chief 
:  department  investment  officer  of 
U.S.  National  Bank  of  Galveston 
ts,  $140  million)  has  been  a  consis- 
c  top-rank  performer  in  a  rating  agen- 
limple  of  some  250  similar  funds  na- 
wide.  The  fund — a  $9  million  ac- 
pt  for  individual  trusts  and  estates — 
I  a  pack  leader  throughout  the  Seven- 
with  an  incredible  total  return  of 
:/o.  Another  of  Kempner's  funds, 
;h  has  $4.5  million  in  pension,  prof- 


it-sharing and  Keogh  plan  assets,  came  in 
fourth  with  a  160%  total  return. 

How  does  Kempner,  working  virtually 
alone,  outthink  money  managers  at  such 
giant  institutions  as  Morgan  Guaranty, 
Chase  Manhattan  and  Citibank?  "I  fol- 
low an  ultraconservative  strategy.  I  don't 
worry  about  beating  the  market  on  the 
upside,"  he  explains.  "My  objective  is  to 
preserve  capital  and  outperform  the  in- 
flation rate.  To  do  so,  I  concentrate  on 
undervalued  stocks  and  expect  to  hold 
them  for  three  to  five  years." 

This  in  sharp  contrast  to  the  strategies 
of  most  money  managers  whose  in- 
comes, and  even  jobs,  depend  on  short- 
term  results.  Harris  (Shrub)  Kempner  is 
able  to  take  the  long  view  because  he 
enjoys  an  unusual  luxury:  His  family  con- 


trols U.S.  National  Bancshares,  the  Gal- 
veston bank's  parent.  (His  father,  Harris 
Kempner,  a  Bancshares  director,  is 
known  as  Bush  and  his  teenage  son,  Har- 
ris Kempner  HI,  is  naturally  known  as 
Branch.)  Kempner,  in  fact,  holds  down 
two  jobs.  In  addition  to  being  chief  in- 
vestment officer  of  the  bank's  trust  de- 
partment, he  is  president  of  Bancshares. 
The  holding  company  also  owns  another 
Texas  bank,  Sugar  Land  State,  and  a 
Houston  data-processing  company. 

Kempner,  40,  joined  the  family  busi- 
ness in  1969  after  picking  up  degrees 
from  Harvard  and  Stanford's  graduate 
business  school.  Since  then  he  has  con- 
centrated on  investing  rather  than  bank- 
ing because  "investment  management  is 
more  exciting  than  the  routine  of  com- 
mercial banking." 

Banking  is  certainly  routine  in  Galves- 
ton, where  two  powerful  families — the 
Kempners  and  the  Moodys — control  two 
of  the  three  big  banks.  In  the  19th  cen- 
tury, today's  "sleepy"  Galveston  was  the 
fastest-growing  and  most  important  city 
in  the  Southwest.  That  era  came  to  a 
sudden  halt  in  1900  when  a  hurricane 
killed  6,000  people;  future  growth  cen- 
tered on  the  inland  city  of  Houston,  49 
miles  away,  where  Galveston's  well-to- 
do  relocated. 

But  the  Kempners  and  Moodys,  and  a 
third  family — the  Sealys — stayed  behind 
and  came  to  the  fore  by  helping  to  re- 
build the  city.  Kempner  concedes  that 
his  family's  prominence  in  Galveston  ac- 
counts for  the  conservatism  that  marks 
both  his  personal  life  and  investment 
philosophy.  "Everybody  knows  me 
here,"  he  says,  "and  if  I  make  a  mistake 
everybody  knows  that,  too." 

In  picking  stocks,  Kempner  has  made 
few  mistakes.  One  of  Kempner's  biggest 
winners  this  year  was  Eastman  Kodak, 
which  institutional  investors  dumped  in 
February  on  fears  that  the  Hunt  brothers 
were  about  to  corner  the  silver  market. 
"The  Hunts  scared  the  institutions  to 
death,"  he  says.  "They  thought  the  cost 
of  silver,  which  is  essential  for  photopro- 
cessing,  would  continue  to  go  through 
the  roof.  So  they  dumped  Kodak."  As  a 
result,  Kempner  bought  a  substantial 
number  of  the  company's  shares  for 
about  45.  Today  they  are  selling  for  65%. 

"Institutional  money  managers  do 
many  things  I  simply  don't  understand," 
says  Kempner,  looking  genuinely  puzzled 
in  his  cluttered,  top-floor  office  in  the 
U.S.  National  Bank  building.  "I  love  to 
watch  institutions  throw  away  good 
stocks  for  insignificant  reasons.  When 
these  big  blocks  hit  the  market,  I  jump." 

What  puzzles  him  even  more  is  the 
fact  that  institutions  buy  when  the  mar- 
ket goes  up  and  accumulate  cash  when  it 
falls.  Kempner,  of  course,  has  built  his 
remarkable  record  doing  the  opposite. 
"When  the  market  is  rising,  stocks  are 
no  longer  undervalued  and  should  be  sold 
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THE  WINNING  TEAM  OF 
BUCK  AND  STRAM  AGAIN 
_  KICKS  OFF  NFL 
0k  \  ^\  FOOTBALL 


It's  the  way  to  enjoy  the  NFL. 
Starting  Monday  night,  Sept.  8, 
when  the  Dallas  Cowboys  and 
Washington  Redskins  meet  at 
R.EK.  Stadium,  CBS  Radio  again 
brings  you  the  applause-winning 
coverage  of  all  the  NFL  play-by- 
play action  by  Jack  Buck  and 
Hank  Stram. 

What's  more,  this  year 
our  team  also  features  Dick 
Stockton  with  pre-game  coverage, 
and  Brent  Musburger,  with 
updates  and  half-time  reports. 

So  stay  with  CBS  Radios 
all-star  coverage  for  the  1980-81 

season  right 
through  the 
Super  Bowl. 
Wherever  you 
go— you'll  be 
on  top  of 
every  play! 


REGULAR  SEASON  GAMES 

(All  air  times  listed  here  are  Eastern  time.) 


Monday,  Sept.  8 
Thursday,  Sept.  1 1 
Monday,  Sept.  15 
Monday,  Sept.  22 
Monday,  Sept.  29 
Monday,  Oct.  6 
Monday,  Oct.  13 
Monday,  Oct.  20 
Sunday,  Oct.  26 
Monday,  Oct.  27 
Monday,  Nov.  3 
Monday,  Nov.  10 
Monday,  Nov.  17 
Thursday,  Nov.  20 
Monday,  Nov.  24 
Thursday,  Nov  27 

Monday,  Dec.  1 
Thursday,  Dec.  4 
Monday,  Dec.  8 
*Saturday,  Dec.  13 

Monday,  Dec.  15 
'  Saturday,  Dec.  20 

Monday,  Dec.  22 


Dallas  at  Washington 
Los  Angeles  at  Tampa  Bay 
Houston  at  Cleveland 
New  York  Giants  at  Philadelphia 
Denver  at  New  England 
Tampa  Bay  at  Chicago 
Washington  at  Denver 
Oakland  at  Pittsburgh 
San  Diego  at  Dallas 
Miami  at  New  York  Jets 
Chicago  at  Cleveland 
New  England  at  Houston 
Oakland  at  Seattle 
San  Diego  at  Miami 
Los  Angeles  at  New  Orleans 
Chicago  at  Detroit 
Seattle  at  Dallas 
Denver  at  Oakland 
Pittsburgh  at  Houston 
New  England  at  Miami 
New  York  Giants  at  Washington 
Seattle  at  San  Diego 
Dallas  at  Los  Angeles 
New.  York  Jets  at  Miami 
Chicago  at  Tampa  Bay 
Pittsburgh  at  San  Diego 

"Doubleheader 


:50PM 
:50PM 
:50PM 
:50PM 
:50PM 
:50PM 
:50PM 
:50PM 
:50PM 
:50PM 
:50PM 
:50PM 
:50PM 
:20PM 
:50PM 
:15PM 
:45PM 
:50PM 
:20PM 
:50PM 
15PM 
45PM 
50PM 
15PM 
45PM 
50PM 


Musburger 


Stockton 


NFL  FOOTBALL  STARTS 
SEPTEMBER  8,8:50PM 
CBS  RADIO  NETWORK 

*7:50  PM  Central,  6:50  PM  Mountain,  5:50  PM  Pacific 


ortions.  When  the  market  is  falling, 
should  buy  as  bargains  appear." 
empner  cites  his  purchase  of  Carrier 
p.,  a  maker  of  air  conditioners,  as  an 
nple.  Institutional  holders  dumped 
rier  during  the  selling  panic  generat- 
)y  the  energy  crisis  two  years  ago. 
ire  that,  the  stock  sold  for  20.  But  it 
1  fell  to  14,  and  Kempner  picked  up  a 
chunk.  Later,  United  Technologies 
;hased  the  company  for  $28  a  share, 
lthough  he  disagrees  with  most  mon- 
managers,  the  Texas  money  man 
ild  feel  just  as  much  at  home  on  Wall 
et  as  on  Kempner  Avenue,  the  Gal- 
on street  where  U.S.  National  Bank 
ocated.  Indeed,  were  it  not  for  the 
;nificent  view  of  Galveston  and  the 
f  that  his  office  provides,  it  would  be 
ossible  to  detect  Kempner's  Texas 
s.  His  hobbies  include  sailing,  jog- 
;  and  tennis  rather  than  rodeos  and 
ldups.  He  wears  conservative  suits, 
n  selected  by  his  wife,  Peaches,  who 
Drs  both  ten-gallon  hats  and  cowboy 
ts  on  her  husband. 

Vlaybe  I'm  attracted  to  stodgy,  con- 
ative  and  dull  stocks  because  I'm 
way  myself,"  Kempner  muses, 
itever  the  reason  he  picks  them,  such 
ks  have  proved  to  be  the  big  winners 
ng  the  late  1970s.  Kempner  selects 
ks  by  poring  over  brokerage  house 
prts,  checking  a  constantly  clattering 
'.er  and  talking  to  a  network  of 


brokers  and  other  investment  managers 
who  phone  him  up  to  ten  times  a  day. 

His  recent  purchases  include  ITT,  Gulf 
&  Western  and  Sears.  Why  such  big  com- 
panies? "Those  particular  companies  are 
now  the  cheapest,  and  I  look  for  value 
wherever  it  can  be  found.  I  don't  believe 
in  first-  and  second-tier  stocks." 

Kempner  particularly  likes  Comsat, 
"the  one  stock  I'd  like  to  have  in  my 
portfolio  for  the  next  five  years  because 

"J  love  to  watch  institutions 
throw  away  good  stocks  for 
insignificant  reasons.  When 
these  big  blocks  hit  the  mar- 
ket, I  jump." 


it  is  on  the  leading  edge  of  technology." 
Another  favorite  is  Westinghouse,  "one 
of  the  best  values  in  the  Dow." 

Normally,  however,  Kempner  prefers 
to  buy  stocks  that  have  yet  to  be  discov- 
ered by  institutions  or  are  ex-institution- 
al favorites.  "After  a  while,  the  institu- 
tions come  along  behind  us,  buy  them 
and  the  price  goes  up."  One  of 
Kempner's  biggest  coups  to  date  came 
this  way:  In  1973  he  bought  more  than 
5,000  shares  of  Pioneer  Corp.,  an  Amaril- 
lo  gas  pipeline  company,  because  he 
thought  natural  gas  prices  would  rise 
sharply.  When  prices  did  go  up,  heavy 


institutional  buying  pushed  the  shares 
Kempner  had  purchased  at  13  up  to  36. 

As  becomes  a  conservative-minded 
man,  Kempner  is  unwilling  to  predict  the 
course  of  the  market  over  the  next  few 
months.  "The  course  of  the  broad  mar- 
ket is  less  relevant  to  me,"  he  explains, 
"since  I'm  interested  in  individual 
stocks.  I'm  also  no  good  at  making  gross 
market  judgments."  But  industries  he 
likes  at  present  include  food  wholesal- 
ers— companies  like  Fleming  and  Wet- 
terau,  which  he  sees  as  hedges  against 
food  inflation  that  have  not  yet  caught 
the  eye  of  Wall  Street. 

Surprisingly,  Kempner  also  likes  the 
steel  industry,  particularly  National  Steel 
and  Armco.  He  says  the  industry  com- 
bines sufficient  dividend  protection 
against  downside  risk  with  long-term 
growth  potential.  A  third  industry  he 
owns  is  banking.  Choices  here  include 
First  National  of  Boston,  Republic  of 
Texas  and  General  Bancshares,  of  Mis- 
souri, which  he  says  are  all  undervalued 
and  should  benefit  from  the  growing  de- 
regulation of  the  industry. 

Can  Shrub  Kempner  duplicate  his  suc- 
cess in  the  Eighties?  "I  don't  know  and  I 
don't  care,"  he  says,  in  a  rare  display  of 
emotion.  "As  long  as  I  achieve  my  objec- 
tive of  preserving  capital  and  outpacing 
the  inflation  rate,  I  will  be  satisfied  even 
if  500  banks  post  a  better  record  than  I 
do."-- Thomas  C.  O'Dumiell 


Invest 
in  a  quality  name. 


At  Scudder  the  emphasis  is  on  quality.  [~4 
The  Scudder  Cash  Investment  Trust  is  a  high- 
quality  portfolio  that  offers  you  easy  access  to 
your  money  while  earning  you  today's  high 
interest. 

•  Stable  price  and  liquidity. 

•  No  load,  no  commissions. 

•  Free  check  redemption  privileges. 

•  Dividends  declared  daily. 

•  Withdrawals  by  mail  or  phone  (no  interest 
penalty). 

•  $1000  minimum  investment,  additions  in 
any  amount. 

•  Backed  by  60  years  of  investment 
counseling  experience. 

Write  or  call  toll-free  800-343-2890. 
In  Mass.,  call  collect  (617)  482-3990.  L_ 


SCUDDER 


SCUDDER  STEVENS  &  CLARK  INVESTMENT  COUNSEL 

Scudder  Cash  Investment  Trust 
Scudder  Fund  Distributors,  Dept.  //  8024555T03 
175  Federal  Street,  Boston,  MA  02110. 

For  more  complete  information,  including  management  fee 
charges  and  expenses,  please  write  or  call  for  a  free  prospectus. 
Read  it  carefully  before  you  invest  or  send  money 

Name  


Address. 


City. 


State. 


Zip. 


Scudder  Cash  Investment  Trust. 
A  Money  Market  Fund. 


J 


Faces 

Behind  The  Figures 


Kdited  by  Jefferson  ( »rij>sb\ 


Concrete  reality 


Lone  Star's  Stewart 
Cementing  profits? 


The  road  to  hell  may  be  paved  with  good 
intentions,  but  to  Lone  Star  Industries 
Chairman  James  E.  Stewart,  the  road  to 
heaven  is  merely  paved.  On  the  strength 
of  his  conviction  that  "an  extreme  short- 
age" of  cement  is  looming,  the  58-year- 
old  Stewart  has  stripped  his  onetime 
conglomerate  back  to  its  basic  business 
as  resolutely  as  any  CEO  in  America.  In 
the  midst  of  the  worst  slump  in  U.S. 
cement  demand  in  years,  Stewart  plans 
to  spend  $64  million  to  expand  cement 
capacity  at  Lone  Star,  already  the  coun- 
try's largest  producer. 

Last  month,  Stewart  began  putting 
three  more  pieces  into  place.  For  a  total 
of  $11  million  he  wants  to  buy  a  half- 
interest  in  the  Bahamas  Cement  Co.  of 
Freeport,  Bahamas,  and  to  pay  $53  mil- 
lion for  the  New  Orleans  cement  plant 
and  dock  facilities  of  OKC  Corp.  Lone 
Star  and  Kansas  City  Southern  Industries 
also  set  up  a  joint  venture  to  make  con- 
crete railroad  ties,  which  Stewart  says 
will  replace  wooden  ties  on  thousands  of 
miles  of  U.S.  track.  The  venture  will 
build  a  plant  in  Kansas  City  capable  of 
producing  200,000  ties  a  year,  to  add  to 
the  production  of  another  Lone  Star  sub- 
sidiary, San-Vel  in  Massachusetts,  which 
has  a  contract  to  make  1 . 1  million  cross- 
ties  for  Amtrak's  northeast  corridor,  the 
largest  U.S.  concrete  tie  order. 


To  Jimmy  Stewart,  the  big  crunch  in 
cement  is  so  plain  it  can't  be  missed: 
Capacity  has  stagnated,  and  the  industry 
cannot  meet  the  demand  beginning 
within  the  next  24  months  without  im- 
ports. Recession?  "A  bad  one  would 
mean  make-work  programs — building 
bridges,  airports,  sidewalks  and  streets," 
he  says,  while  recovery  will  stimulate 
those  projects  anyway.  Says  Stewart 
nonchalantly:  "This  industry  is  currently 
19%  down.  So  a  20%  uplift  in  demand 
would  turn  it  around."— Maurice Barnf other 

Rent  an  orange  tree 

Score  one  for  the  little  guy  in  Orange 
Cove,  Calif.,  where  64-year-old  Jacques  J. 
Giddens  has  been  feuding  with  the  Agri- 
culture Department  for  four  years  over 
the  crop  from  his  4,500  orange  trees. 

Giddens  wants  to  sell  all  the  oranges 
his  trees  produce  into  the  fresh-fruit 
market,  which  supplies  supermarkets. 
Because  of  federal  marketing  orders,  Gid- 
dens is  able  to  sell,  on  average,  only  60% . 
The  rest  goes  into  the  "by-product"  mar- 
ket to  make  things  like  orange  juice  con- 
centrate, where  prices  are  only  a  fraction 
of  the  $150  a  ton  prevailing  recently  in 
fresh-fruit  markets.  In  1976  Giddens  de- 
fied the  industry-set  and  government- 
backed  quotas  and  sold  more  of  his  crop 
to  the  grocery  market.  He  wound  up  pay- 
ing over  $15,000  in  fines  and  interest. 

So,  instead  of  just  selling  oranges,  Gid- 
dens has  been  renting  some  trees  for  the 
last  four  years.  For  $16  a  year  he  will  rent 
you  a  tree  from  his  farm  near  Fresno  and 
ship,  at  your  expense,  all  its  oranges — 
about  160  pounds  a  year.  His  leasing 
scheme  is  more  profitable  per  tree  than 
selling  into  the  fresh-fruit  market. 

"The  government  marketing  order  is 
just  a  price  fixer,"  growls  the  lean  and 
weather-beaten   Giddens,    who's  been 


growing  oranges  on  his  40-acre 
for  21  years.  "The  government  us 
to  keep  the  market  a  little  short 
they   haven't   beaten   me  yet. 
might  have  won  a  battle  or  twoj 
not  the  war."— Ellen  Parts 

The  saddest  words . .  J 

Master  liquidator  Irwin  L.  Jacobs 
have  broken  his  pick  a  time  or  two 
rarely  has  he  been  unable  to  get  more 
a  foot  in  the  door.  Rarely,  that  is,  urn 
took  aim  this  summer  at  American 
tilling  Co.,  a  burnt-out  case  with  virf 
no  business  left  to  operate,  but  does 
$25  a  share  in  cash  and  equivalents,  re 
ables  or  assets  held  for  sale — comj 
with  a  recent  stock  price  on  the 
market  of  17  bid  and  19  asked. 

You  don't  have  to  be  Irwin  Jacol 
realize  that  is  a  liquidator's  dres 
which  may  have  been  part  of  his 
lem.  That  threat  was  not  lost  on  At 
can  Distilling  Chairman  Bernard  C 
berg,  the  former  Schenley  president 
since  1974,  at  egregious  compensa 
($300,000  a  year  in  salary  and  bom 
has  been  presiding  over  the  compi 
decline  and  dismemberment.  He 
owns  29%  of  the  stock  including  20C 
shares  for  which  he  had  options 
average  $4.34. 

In  March  and  June,  Goldberg  soli 
American  Distilling's  liquor  brands 
inventory  to  Standard  Brands'  Julius 
Sons  &  Co.  for  $27  million,  and  it: 
kin,  111.  distillery  to  Midwest  Solven 
$10.5  million.  Early  in  July,  the  com 
tendered  for  500,000  of  its  own  shar 
$17.50  a  share.  That's  what  gave  Ja« 
he  says,  "the  enthusiasm  to  go  fo 
He  picked  up  9.7%  of  the  compi 
916,899  shares  outstanding  for  $1.7 
lion,  or  $19  a  share,  and  announce 
would  tender  for  all  of  it. 


Orange  grower  Jacques  J .  Giddens 

"They  might  have  won  a  battle  or  two,  but  not  the  war. 
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dator  Jacobs 


rtain flair,  to  be  sure. 



it  Goldberg  slammed  the  door  in  his 
Closeted  with  his  board,  Goldberg 
kly  got  approval  for  the  company  to 
another  150,000  shares  on  the  open 
<et,  then  emerged  to  announce  he 
!  his  associates  owned  39% .  Jacobs 
[:ves  Goldberg  had  carte  blanche  "to 
ut  and  pay  any  price  to  block  our 
er  offer,  to  buy  up  to  50%  or  55%  of 
company."  Goldberg  insists  he  has 
r  plans  for  the  company;  he  intends 
;t  into  a  new  line  of  business  under  a 
name,  Amdisco  Corp. 
:obs  threw  in  the  towel  without  ever 
juncing  what  he  would  have  paid, 
never  even  gave  us  a  chance  to  tell 
,"  he  says  morosely.  Now,  he  says, 
vill  push  for  liquidation  under  the 
;  of  Maryland,  where  American  Dis- 
lg  is  incorporated.  Says  Jacobs:  "The 
there  says  that  under  certain  condi- 
s,  25%  of  the  shareholders  can  vote 
liquidation,  and  we  think  we  will 
:  no  trouble  getting  proxies  for  that." 
evertheless,  Goldberg  has  won  Ja- 
'  grudging  respect.  "When  they 
jht  back  those  500,000  shares,  the 
ing  was  oversubscribed,  if  you  can 
:ve  it,"  he  says.  "He  made  it  look  as 
e  was  giving  the  shareholders  a 
ice  to  get  out.  No  question  about  it, 
pt  a  real  flair  to  it."— Linda  Gasparello 


Timing  is  all 

n  L.  Feldman  learned  one  thing  in  a 
y  when  he  left  General  Tire  &  Rub- 
5  Aerojet-General  subsidiary  back  in 
i  to  become  president  of  Frontier  Air- 
>.  "You  can  work  on  an  engine  for  five 
s  before  you  know  whether  you're 
rt  or  not,"  he  says.  "In  the  airline 
ness  you  find  out  very  quickly." 
:ldman  went  on  to  rack  up  an  impres- 
record  at  Frontier.  He  soon  turned 
noneylosing  regional  line,  controlled 
General  Tire,  into  one  of  the  most 
itable  in  the  nation.  That  perfor- 


mance caught  the  eye  of  Continental  Air 
Lines'  chairman,  pioneer  aviator  Robert 
Six,  when  he  was  searching  for  a  succes- 
sor last  year. 

Now,  only  six  months  into  the  job  of 
president  at  Continental,  Feldman  is 
about  to  find  out  anew  how  smart  he  is. 
If  the  proposed  merger  between  Conti- 
nental, the  nation's  tenth-largest  airline, 
and  number-nine  Western  Air  Lines  is 
approved  by  the  Civil  Aeronautics  Board, 
Feldman  will  become  president  and  CEO 
of  what  will  be  the  country's  seventh- 
largest  air  carrier — but  one  amalgamated 
from  two  moneylosers.  In  the  bloody  bat- 
tle for  the  deregulated  skies,  Continental 
and  Western  have  lost  a  combined  $25.7 
million  in  the  first  half  of  this  year. 

The  two  lines  tried  once  before  to 
merge,  but  the  CAB  last  year  turned  it 
down.  Why  is  Feldman  hopeful  this 
time?  "Last  year  the  freedom  of  market 
entry  under  deregulation  was  still  untest- 
ed and  the  CAB  was  worried  about  com- 
petition," he  says.  Now,  the  red  ink  at 
Continental  and  at  Western  is  one  proof 
that  there  is  plenty  of  competition. 

Feldman  was  an  early  proponent  of 
deregulation,  obviously  a  point  in  his  fa- 
vor when  it  came  time  to  select  the  top 
man  for  the  merged  line.  His  age — 52 — is 
also  a  plus.  Both  Western  CEO  Dominic 
Renda  and  Chairman  Arthur  Kelly  are  in 
their  late  60s,  and  Six  is  73.  They  will  be 
looking  over  Feldman's  shoulder, 
though:  All  three  will  serve  as  chairmen 
of  various  executive  committees.  (If  the 
merger  had  gone  through  last  year,  when 
Feldman  was  still  at  Frontier,  Renda 
would  have  had  the  top  job.) 

If  the  CAB  gives  the  go-ahead,  the  new 
airline,  as  yet  unnamed,  will  take  off  in 
the  spring  of  next  year.  Does  Feldman 
plan  to  expand  outside  of  Western's  and 
Continental's  current  routes,  which  are 
mainly  in  the  West?  "I  have  no  geograph- 
ic vision,"  he  says.  "We'll  fly  wherever 
the  money  is."— Kathleen  K.  Wiegner 


Paying  the  piper 

Until  last  year  Burt  Proom's  insurance 
syndicate  and  its  two  sister  groups  boast- 
ed the  kind  of  numbers  casualty  under- 
writers dream  about:  In  22  years  they 
had  taken  in  $326  million  in  premiums 
and  paid  out  only  $66  million  in  claims. 
What  human  endeavor  could  possibly  be 
that  low-risk? 

The  answer:  nuclear  power.  Actuarial- 
ly, it  is  one  of  the  safest  industries  in  the 
world,  with  only  a  handful  of  proved  in- 
juries in  the  U.S.  and  not  a  single  fatality 
at  a  plant  site. 

But  Proom's  numbers  aren't  so  good 
anymore.  He  is  president  of  American 
Nuclear  Insurers,  a  Farmington,  Conn.- 
based  syndicate  of  136  stock  property 
and    casualty    insurance  companies 


Proom  of  AMI 

For  a  while  there,  it  was  great. 


which,,  together  with  two  syndicates  of 
mutual  companies,  insures  all  72  U.S. 
nuclear  plants.  Since  the  Three  Mile  Is- 
land accident  in  March  1979,  the  insur- 
ers have  paid  $130  million  in  property- 
damage  claims  to  Metropolitan  Edison 
and  General  Public  Utilities,  and  expect 
to  pay  another  $170  million.  The  finan- 
cial strain  prompted  eight  smallish  insur- 
ers to  drop  out  (Proom  still  has  the  likes 
of  Aetna,  Allstate  and  Fireman's  Fund 
aboard)  and  precipitated  a  65%  hike  in 
property  insurance  premiums  paid  by 
utilities,  bringing  them  to  as  much  as 
$2.3  million  annually. 

Under  the  law,  a  utility's  public  liabil- 
ity in  case  of  a  nuclear  accident  is  limited 
to  $560  million.  The  insurers  cover  up  to 
$160  million  of  that,  as  well  as  property 
damages  up  to  $300  million.  The  utilities 
would  chip  in  up  to  $5  million  per  plant 
to  cover  the  next  $350  million  of  public 
liability,  and  the  government  indemni- 


Continental's  Feldman 
Twice  smart? 
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Faces 

Behind  The  Figures 


fies  the  remaining  $50  million. 

Proom,  55  years  old,  majored  in 
chemistry  and  zoology  at  Dartmouth 
but  switched  from  a  planned  medical 
career  to  business  and  joined  Maryland 
Casualty  Co.,  where  he  was  recruited  to 
head  ANI  in  1974.  In  ANI's  lexicon, 
Three  Mile  Island  is  known  as  "Incident 
Number  40"  and  Proom  sees  it  as  just 
another  cost  of  doing  business.  Because 
ANI  insures  plants  under  construction, 
too,  the  cancelations  and  licensing  de- 
lays that  are  wreaking  havoc  with  the 
nuclear  industry  (Forbes,  Aug.  4)  are  not 
a  problem:  Once  a  plant  is  started,  it 
needs  insurance,  and  the  underwriting 
"pools"  are  the  only  game  in  town.  As 
for  the  utilities,  says  Proom,  they  may 
be  upset  at  premium  hikes  on  top  of 
their  other  problems,  "but  they've  en- 
joyed the  benefits  of  the  good  experi- 
ence as  well.  Now  they're  paying  the 
piper."— Jane  Carmichael 

Biting  the  hand? 

Does  every  aspiring  young  executive-to- 
be  really  need  an  M.B.A.?  "Not  as  far  as 
I'm  concerned,"  says  Rene  McPherson, 
new  dean  of  the  Stanford  Graduate 
School  of  Business.  "It's  just  another 
something  to  have  in  your  bag  of  tricks," 
says  McPherson.  "But  as  a  requirement 
to  open  the  door — I  hope  not." 

McPherson,  former  chief  executive  of- 
ficer of  $3  billion  automotive-parts  mak- 
er Dana  Corp.,  also  questions  the  hype 
surrounding  M.B.A.  graduates'  starting 


Marshall  of  the  U.K. 

Hello,  Pittsburgh,  London  calling. 


salaries,  regularly  ballyhooed  by  the  lead- 
ing schools  (at  Stanford,  last  year's  figure 
was  $27,500).  "These  big  starting  salary 
claims  are  ridiculous,"  he  says.  "If  mon- 
ey is  what  you  want,  the  important  thing 
isn't  the  first  job  salary,  but  whether 
eventually  it  will  lead  to  a  megabucks 
position  between  the  ages  of  45  and  60. 
That's  when  the  big  paychecks  generally 
are  brought  home." 

McPherson's  appointment,  effective 
Sept.  1,  came  as  something  of  a  surprise. 
"When  some  friends  heard  former  Ford 
President  Arjay  Miller  was  retiring  as 
Stanford  dean,  they  nominated  me," 
McPherson  says.  "They  sent  me  a  copy 
of  the  letter.  I  laughed,  then  threw  it  in 
the  trash  can."  McPherson  never 
thought  Stanford  would  consider  him. 
Stanford  not  only  did,  but  apparently 
made  him  its  first  choice. 

One  more  question,  though:  Is 
McPherson  himself  an  M.B.A. ?  Yes:  Har- 
vard '52.— John  Meruin 


McPherson  of  Stanford 

Pont  worry  about  the  entry  level;  worry  about  the  megabucks. 


Wheels  within  wheels 

Was  there  a  hidden  motive  behind 
British  government's  $4  million  ofj 
Ian  McGregor  and  Lazard  Freres  to 
the  financial  hemorrhaging  at  B] 
Steel  Corp.?  Indeed  there  was,  sayj 
chael  Marshall,  the  U.K.  undersecr 
for  industry  who  helped  recruit  Mc 
gor  to  be  BSC's  new  chairman  ej 
this  year.  Marshall  figures  that  Mc 
gor  is  just  the  man  to  convince 
steelmen  to  drop  their  antidumping 
against  Europe's  leading  steelmaker 
eluding  the  nationalized  British 
pany,  which  lost  a  staggering  $1.3  bi 
last  year. 

U.S.  Steel— which  itself  lost  $293 
lion  last  year,  partly  because  of  c 
imported  steel — filed  the  suit  last  M 
The  International  Trade  Commi: 
has  agreed  to  hear  it  in  October. 
$1.5  billion  worth  of  European  stee 
ports  in  jeopardy,  Marshall  himself 
to  convince  the  Americans  to  dro] 
action  during  a  U.S.  visit  last  fall  ^ 
he  was  wooing  McGregor.  Vise 
Etienne  Davignon,  the  Common 
ket's  Commissioner  for  Industry, 
with  similar  lack  of  success  on  a 
tour  in  July. 

Now  the  hope  lies  with  McGrl 
says  Marshall,  who  at  50  is  consic| 
one  of  the  Conservative  Party's  brig 
stars.  "McGregor  has  an  intemat 
dimension,  which  is  very  importai 
the  steel  industry,"  says  Marshall 
the  U.S.  he  knows  all  the  leading  pe 
alities.  Personal  relationships  and  ir 
trial  stature  really  count  for  someth 

Maybe  so.  But  industrial  Ameri 
not  the  cozy  old-boy  society  indu; 
Britain  still  seems  to  be.  Marshall  an 
establishmentarian  Tories  may  soor 
cover  that  it  takes  more  than  per:| 
relationships  and  industrial  statui 
melt  the  protectionist  hearts  of  I'| 
burgh  and  Washington.— Rosemary  Ba, 
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Why  the 1980's  look 
brighter  in  Florida 
than  in  other  states. 


FLORIDA  _ 

|_^_  CALIFORNIA 

■  |L     MM[  TEXAS 

III 


THE  DEPARTMENT  OF  COMMERCE  PREDOS 

WE'LL  ADD  MORE  PEOPLE  THAN 
TEXAS. CALIFORNIA  OR  ANY  OTHER  STATE 


74        7S        76      •  77        78  79 


1978  VS  1979  U.S  BUSINESS  GREW 
AN  AVERAGE  OF  10%  FLORIDA  BUSINESS 
GROWTH  ALMOST  DOUBLED  THAT  RATE 


WITH  OVER  125  OFFICES  I 
65  CITIES. WE  REACH  90%< 
THE  PEOPLE  IN  FLORIDA 


As  the  banks  with  more  offices  in  more  places  around  the  state, 
you'd  expect  us  to  be  optimistic  about  Florida.  But  when  it  comes  to 
economic  prospects,  facts  are  facts. 

Fact  #1:  During  the  1980s,  Florida  will  outgrow  every  state  in  the 
country,  to  a  1990  population  of  over  12  million. 

And  the  faster  a  state  is  growing,  the  better  for  business. 

Fact  #2:  The  nations  lowest  tax  rate.  The  most  recent  data  shows 
that  the  average  family  of  four  earning  $15,000  a  year,  paid  only  $656 
in  state  and  local  taxes,  66%  less  than  many  residents  of  the  Northeast. 

And,  the  more  disposable  income,  the  better  for  business. 

Fact  #3:  In  1979,  business  incorporations  grew  17%  over  1978  in 
Florida,  vs.  a  U.S.  average  of  10%.  102  industries  moved  here,  resulting 
in  $850  million  of  capital  investment. 

All  this  indicates  a  healthy  business  climate,  and,with  resources  of 
$4.0  billion,  we  can  help. 

We  can  lend  over  $25  million  to  a  single  business  customer. 

We  offer  every  service  a  business  is  likely  to  need,  from  Leasing  to 
International  Services  to  Cash  Management. 

So,  whether  you're  considering  a  move,  or  you're  already  here, 
contact  us  soon. 

Because  what's  good  for  American  business  in  the  1980s  will  be 
better  for  Florida  business.  And,  in  Florida,  business  couldn't 
have  a  better  bank  than  Barnett. 


For  more  information,  contact  Hugh  Jones.  First  Vice  President,  Barnett  Banks  of  Florida,  Inc., P.O.  Box  40789,  Jacksonville,  Florida  32231.(904)791-7441. 

AJI  Barnett  Banks  are  members  of  FDIC 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  securities. 

.The  offer  is  made  only  by  the  Prospectus. 


July  30,  1980 

MCI 

$52,500,000 

MCI  Communications  Corporation 

15%  Subordinated  Debentures  due  August  1,  2000 

( Interest  payable  on  February  1  and  August  1 ) 


Price  100% 

(  Plus  accrued  interest,  if  any,  from  date  of  delivery  ) 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  only  from  such  of  the  undersigned 
and  the  other  several  underwriters  as  may  lawfully  offer  the  securities  in  such  State. 


Shearson  Loeb  Rhoades  Inc. 
Bear,  Stearns  &  Co.  Dillon,  Read  &  Co.  Inc.  Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 

Drexel  Burnham  Lambert        E.  F.  Hutton  &  Company  Inc.         Lehman  Brothers  Kuhn  Loeb 

Incorporated  Incorporated 

L.  F.  Rothschild,  Unterberg,  Towbin  Warburg  Paribas  Becker 

A.  G.  Becker 

Sanford  C.  Bernstein  &  Co.,  Inc.  Hambrecht  &  Quist 

ABD  Securities  Corporation  Arnhold  and  S.  Bleichroeder,  Inc.  Basle  Securities  Corporation 
Alex.  Brown  &  Sons  Daiwa  Securities  America  Inc.  F.  Eberstadt  &  Co.,  Inc. 

EuroPartners  Securities  Corporation  Ladenburg,  Thalmann  &  Co.  Inc. 

Moseley,  Hallgarten,  Estabrook  &  Weeden  Inc.  The  Nikko  Securities  Co. 

International,  Inc. 

Nomura  Securities  International,  Inc.  Oppenheimer  &  Co.,  Inc. 

Win.  E.  Pollock  &  Co.,  Inc.  Stuart  Brothers  Thomson  McKinnon  Securities  Inc. 

Tucker,  Anthony  &  R.  L.  Day,  Inc.  Yamaichi  International  (America),  Inc. 


The  Economy 


win  reelection  President  Carter  must  carry 
he  of  the  industrial  heartland,  which  is 
[ring  the  brunt  of  the  recession.  Some  ac- 
\i  against  auto  imports  seems  inevitable. 

Thinking  the 
unthinkable 


you  believe  that  curbing  imports 
i  protect  American  industry  is  un- 
linkable,  start  thinking  the  un- 
able. That's  where  the  wind  sits, 
vhen  or  how  sharp  the  restriction 
e  is  uncertain,  but  the  economic, 
onal,  philosophical  and  political 
is  are  blowing  in  that  direction, 
i  government's  International  Trade 
nission  is  making  its  study  now. 
ope  and  importance  it's  the  largest 
ligation  we've  ever  handled,"  says 
Reavis,  who  is  orchestrating  the 
Hearings  will  be  held  in  the  fall,  in 
November  the  report  will  go  to  the 
lent,  and  if  it  holds  that  imports  are 
portant  part  of  the  automobile  in- 
k's problem,  the  President  has  60 
to  act — and  he  can  do  about  any- 
raise  duties,  set  quotas,  negotiate 
itions.  Beyond  that,  Michigan's 
>cratic  senators,  supported  by  Re- 
:ans  such  as  Robert  Dole  of  Kansas 
/illiam  Roth  of  Delaware,  are  push- 
congressional  resolution  aimed  at 
ing  the  President  into  even  earlier 
ining  with  the  Japanese. 


Such  actions  would  represent  more 
than  a  one-industry  palliative;  they 
would  be  part  of  the  growing  determina- 
tion in  Washington  to  jump  into  the 
fight  to  "save  American  industry" — call 
it  industrial  policy  or  reindustrializa- 
tion — through  tax  changes,  regulatory  re- 
form and,  yes,  even  some  protection 
once  in  a  while. 

There's  no  question  of  economic  pain. 
Some  300,000  auto  workers  are  laid  off 
but  another  500,000  to  600,000  are  out  of 
work  because  of  Detroit's  slump,  such  as 
the  100,000  who  lost  jobs  when  their 
showrooms  closed.  That's  more  than 
one-third  of  the  2.3  million  unemployed 
added  by  the  recession.  Meanwhile,  Japa- 
nese vehicle  sales  soar — 30%  of  the  total 
American  market  in  July  and  maybe  2.4 
million  cars  and  trucks  for  the  full  year. 
Auto  executives — free  traders  all,  only 
yesterday — are  increasingly  bitter  as  the 
Japanese  pour  it  on.  Ford  has  formally 
asked  for  protection;  GM  wants  a  "gen- 
tlemen's agreement"  rather  than  formal 
restrictions.  Lee  Iacocca,  Chrysler's 
chairman,  is  just  livid:  "They're  my  part- 
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ners,"  he  says.  "They  don't  talk  much 
about  it.  They  smile.  All's  fair  in  love  and 
war  here,  boys.  And  they  say  if  you're 
stupid  enough  to  let  us  keep  shipping, 
we'll  work  every  Saturday  and  Sunday. 
You've  got  unemployment  checks  going 
out  but  we've  got  'em  working  their 
asses  off  for  the  good  of  the  Emperor." 

President  Carter  was  opposed  to  such 
restrictions  as  recently  as  last  spring,  and 
probably  still  is,  but  the  political  lien  is 
growing  more  important  now.  To  win 
reelection  he  must  carry  some  of  the 
industrial  heartland,  and  that  means  sup- 
port from  unions  such  as  the  United 
Auto  Workers. 

The  President,  logic  tells  you,  needs 
the  benefit  of  some  political  action  be- 
fore the  election.  But  special  trade  repre- 
sentative Reubin  Askew  says  there  are 
"very  serious  antitrust  problems"  if  the 
U.S.  tries  to  push  the  Japanese  into  vol- 
untary restraints,  at  least  before  any  fa- 
vorable ruling  by  the  Trade  Commission. 
"Don't  be  so  sure  the  President  will 
change  his  mind,  or  that  there  will  be 
any  action  before  the  election,''  he 
warns.  Says  another  Washington  hand,  a 
longtime  lobbyist:  "When  the  President 
doesn't  want  to  do  something,  he  has  his 
'can't-do'  lawyers;  when  he  wants  to 
move,  then  he  gets  his  'can-do'  lawyers." 
The  duties  on  Japanese  truck  imports 
have  just  jumped  from  4%  to  25%, 
which  will  crimp  that  500,000-a-year 
volume.  Some  Americans  want  a  trade- 
off— a  return  to  a  lower  truck  duty  in 
exchange  for  Japanese  agreement  to  slow 
their  car  exports,  at  least  a  halt  to  heavy 
overtime  to  supply  the  U.S.  market.  But 
the  Japanese  may  not  bend  yet,  particu- 
larly with  their  stockpiles  of  already- 
landed  trucks  high  enough  to  avoid  any 
immediate  pain. 

Carter's  political  problems  notwith- 
standing, some  action  to  cut  auto  imports 
is  more  likely  after  the  election.  A  Demo- 
cratic President  would  owe  a  debt  to  his 
union  supporters.  A  Republican  victory 
could  delay  any  restrictions  ("We'll  have 
to  start  an  educational  effort  all  over 
again,"  says  one  auto  executive  pushing 
protection),  but  then  Reagan's  repeated 
promise  has  been  "jobs,  jobs,  jobs." 

There  are,  of  course,  other  voices  in 
opposition.  They  range  from  Carter  aides 
such  as  Charles  Schultze  to  Reagan  ad- 
viser Alan  Greenspan.  The  Japanese  and 
their  dealers  here  will  muster  a  powerful 
lobbying  effort.  There  are  the  arguments 
that  protectionism  spawns  more  protec- 
tionism, that  it  spurs  inflation  and  would 
reward  Detroit  for  its  mistakes. 

Even  with  those  arguments,  the  odds 
on  some  restrictions  have  moved  from 
not  likely  to  even  up.  As  the  man  said, 
you  don't  need  a  weatherman  to  know 
which  way  the  wind  blows.— ferry  f  lint 


v)  its  Jimmy  Carter  of  the  U.S.  and  Douglas  A  Fraser  of  the  United  Auto  Workers 
e  layoffs  mount,  deserting  the  free-trade  cause?  
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The  old-fashioned,  fixed-rate  mortgage 
does  not  work  for  the  lender.  As  a  result, 
some  interesting  changes  are  taking  place. 

ALPHABET  SOUP 


By  Ben  Weberman 

^flpBfc-        Forbes  has  been 
writing  (skeptically) 
/  since  1976  about  the 

|H    various  alternatives 
~-~  ^"^J»    to  the  classic  fixed- 
ly   ar    rate'  i(->vt-'l"Payment 

"*  J M  home  mortgage. 
_^|fM  Now,  alter  a  period 
B  .gST^^B  I  of  unprecedented 
■  WT  m  I  lluctuations  in  in- 
^ — terest  rates,  might 
be  a  good  time  to  see  where  these 
innovations  stand. 

What  most  people  think  of  as  a 
mortgage  is  the  old-fashioned  kind, 
whose  interest  rate  is  fixed  at  closing 
and  whose  payments  remain  the 
same  year  after  year.  Like  other  old- 
fashioned  ideas,  it  still  works — for  the 
consumer.  Not  so,  sometimes,  for 
lenders  who  have  been  coming  up 
with  increasingly  ingenious  forms  of 
floating- rate  mortgages.  Instead  of  be- 
ing squeezed  between  the  rising  costs 
of  deposits  and  fixed  yields  from  their 
mortgages,  the  lenders  would  like  to 
have  their  returns  float  as  well.  This 
desire  was  born  out  of  the  recurrent 
stress  (and  occasionally  near  collapse) 
of  many  savings  and  loans  every  time 
there  was  a  credit  crunch.  A  good 
example  was  earlier  this  year,  when 
thrifts  were  paying  16%  for  deposits 
and  getting  8%  from  their  older  mort- 
gage portfolios. 

The  innovations  these  crises  stimu- 
lated have  alphabet-soup  acronyms 
like  VRMs,  RRMs,  GPMs  and  RAMs. 
The  VRM  is  a  variable  rate  mortgage. 
The  RRM  is  a  renegotjable  rate  mort- 
gage, a  variant  of  the  VRM.  The  GPM 
is  a  graduated  payment  mortgage  that 
has  a  fixed  rate  and  a  rising  monthly 
repayment  pace.  RAMs  are  the  least 
popular,  and  for  good  reason.  The  let- 
ters stand  for  "reverse  annuity  mort- 
gage," an  instrument  designed  to  al- 
low those  who  have  paid  off  their 


Hen  Weberman  is  economics  editor  of  Forbes 
magazine. 


mortgages  to  borrow  against  their  eq- 
uity: Instead  of  your  making  a  house 
payment  to  the  neighborhood  S&L, 
the  S&L  makes  one  to  you. 

The  problem  is  that  every  month, 
the  new  mortgage  debt  grows.  An 
aged  homeowner  who  lives  long 
enough  to  see  his  reverse  mortgage 
eat  up  the  equity  he  started  with  could 
be  forced  to  restart  large  monthly  pay- 
ments or  be  put  out  on  the  street.  Not 
exactly  terrific  for  the  lenders'  image. 

So  lenders  are  reluctant  to  push  the 
RAMs.  But  they  are  not  averse  to  pro- 
moting many  of  the  other  new  mort- 
gage instruments.  When  interest  rates 
were  rising  rapidly  late  last  year  and 
early  this  year,  for  example,  the  mar- 
keting experts  thought  GPMs  were 
the  thing — they  would  make  housing 
affordable.  Why?  Along  with  their 
graduated  payments,  GPMs  have 
fixed  interest  rates.  Monthly  pay- 
ments start  out  low  and  are  increased 
gradually  later  on. 

But  here,  too,  there  were  few  tak- 
ers— again,  for  good  reason.  Consider 
that  a  monthly  payment  of  $526.62 
will  carry  a  (fixed-rate)  12%,  25-year, 
$50,000  mortgage.  The  first  year's  in- 
terest comes  to  almost  $6,000  and 
principal  reduction  is  $337.  But  cut 
that  monthly  payment  by  more  than  a 
few  dollars  under  a  GPM  scheme  and 
the  mortgage  will  grow  instead  of  di- 
minishing. Then,  during  the  latter 
part  of  the  mortgage,  the  homeowner 
who  wants  to  sell  a  house  would  not 
have  accumulated  as  much  equity — 
even  with  his  higher,  later,  pay- 
ments— as  he  would  have  had  paying 
a  fixed  monthly  payment  all  along. 

These  days,  even  the  lenders  aren't 
too  enthusiastic  about  graduated  pay- 
ment mortgages.  They  were  when 
they  had  plenty  of  money  and  few 
borrowers,  but  now  they  have  little 
money  and  they  want  high  rates.  So 
they're  pushing  the  VRM  or  some 
form  of  it.  In  VRMs,  the  interest  rate 
is  adjusted  periodically  to  market  con- 
ditions, generally  limited  to  0.5%,  up 
or  down,  in  any  one  year  and  2.5% 


over   the   life   of   the  mortgag 

A  variation  of  the  VRM  called  tl 
RRM,  or  renegotiable  rate  mortgag 
now  has  the  blessing  of  the  Fedei 
Home  Loan  Bank  Board  and  is  offen 
by  many  lenders  at  a  rate  discoul 
from  standard  fixed-rate  mortgage 
The  Federal  Home  Loan  Mortga; 
Corp.  has  indicated  it  would  like 
establish  a  secondary  market  for  the 
RRMs.  Thrifts  like  them  because  thi 
can  be  resold  to  raise  cash. 

The  RRM  is  issued  for  up  to 
years.  Technically,  it's  a  three-to-fiv 
year  loan  secured  by  a  long-ter 
mortgage.  The  interest  rate  is  bast 
on  a  national  mortgage  index  calcula 
ed  by  averaging  interest  rates  c 
home  resales  during  the  precedii 
month.  At  the  end  of  eitber  thn 
years  or  five  years,  the  current  indc 
is  used  to  adjust  the  interest  charj 
for  the  next  period  to  a  maximum,  i 
or  down,  during  the  life  of  the  loan 
5%  or  a  maximum  of  0.5%  in  any  or 
year.  Borrowers  can  repay  the  mou 
gage  without  penalty  after  the  fir 
RRM  renewal  notice.  (This  is  not  j 
simple;  in  fact,  it  can  be  costly.  If  yc 
go  to  another  lender  because  his  rat< 
are  lower,  you  must  pay  all  over  aga; 
for  title  search  and  closing  fees.) 

The  thrifts  are  trying  to  encouraj 
use  of  the  RRMs  by  offering  them  . 
lower  rates  than  the  standard  fixe- 
rate  mortgages.  In  New  York,  for  e: 
ample,  some  savings  banks  ask  12' 
on  a  traditional  mortgage  but  on. 
11%  on  an  RRM.  The  difference  c4 
be  substantial.  A  $65,000  house  wit 
a  $50,000  mortgage  would  require 
monthly  payment  of  $526.62  on 
12%,  25-year  mortgage  (fixed  rate 
An  1 1  %  mortgage  would  call  for 
monthly  payment  of  $490.06.  At  tr 
end  of  five  years,  the  principal  h; 
been  reduced  by  $2,174  under  tr 
12%  mortgage,  compared  with  $2,52 
under  the  11%  rate— and  the  homi 
owner  paying  12%  has  shelled  oil 
$2,543  more  in  interest. 

But  these  figures  can  be  misleadin, 
For  my  money,  the  standard  mortgag 
at- a  fixed  interest  rate — even  if  it  : 
1%  higher — is  still  preferable  if  yo 
can  get  one.  After  three  to  five  year 
most  mortgages  are  prepayable  witl 
out  penalty.  So  if  rates  come  dow 
enough  to  justify  the  closing  costs, 
could  roll  over  my  own  mortgagi 
And,  I  would  not  be  subject  to  th 
potential  5%  increase  in  interest 
rates  rise  sharply  over  the  next  seven 
years.  Sometimes  things  that  hav 
been  around  for  years — like  old-fasr 
ioned  mortgages — are  better.  That 
why  they've  been  around  for  years.  9 
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Read  before 
you  trade. 


The  more  you  know- 
the  better  we  look. 


he  Chicago  Mercantile 
ixchange  wants  you  to  be 
i  successful  futures  trader, 
"he  better  you  understand 
utures  trading,  the  better 
rour  chances  for  success. 

b  foster  knowledgeable 
utures  trading,  the  CME 
ias  created  a  virtual  library 
)f  highly  informative,  con- 
tantly  updated  booklets 
md  brochures.  They're  all 


free  and  there  is  absolutely 
no  obligation. 

In  todays  unsettled  econo- 
my, the  investment  oppor- 
tunities of  the  '60s  and  70s 
may  no  longer  be  sufficient. 
You  can  learn  about  the 
dynamic  Chicago  Mercan- 
tile Exchange  and  the  fu- 
tures industry  as  it  applies 
to  your  business  and  your 
personal  investments  in 


the  '80s  from  us. 

We'll  send  you  our  popular 
"Trading  in  Tomorrows," 
which  includes  a  bibliogra- 
phy of  our  other  publica- 
tions plus  many  that  are 
readily  available  elsewhere 
if  you'll  fill  in  the  coupon 
below.  Or  call  toll-free 
800-228-2027,  in  Nebraska 
402-571-4900. 

We  want  you  to  succeed. 


■  Mail-in  Coupon  ■ 


CHICAGO  MERCANTILE  EXCHANGE 

International  Monetary  Market®       Associate  Mercantile  Market® 
444  West  Jackson  Boulevard,  Chicago,  Illinois  60606 


Gentlemen:  Please  send  me  "Trading  in  Tomorrows." 
Name  


Dept.  4861 


Address 
City  


.State. 


Zip. 


Stock  Comment 
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THE  DINES  LETTER 

Special  Vi  Price 
Trial  Offer!! 


Written  by  James  Dines,  "The  Original 
Goldbug"  based  on  his  being  the 
first  Wall  Street  Security  Analyst  to 
consistently  recommend  gold  at  $35. 

In  late  1968  THE  DINES  LETTER  predicted  a 
long  and  bitter  bear  market  (concealed  by  the 
bloating  effect  of  inflation)  together  with  gold 
soaring  from  $35  to  the  $250-$400  area.  THE 
DINES  LETTER  has  never  stopped  recommend- 
ing gold  and  silver.  At  this  critical  juncture,  we 
simply  want  you  to  see  THE  DINES  LETTER  and 
we  will  not  let  price  be  an  obstacle!  So,  we've 
cut  our  regular  "trial  package"  price  of  $10  in 
half  to  $5!  What  harm  could  be  done  by  merely 
examining  a  pro-gold  point  of  view  not  found  in 
Forbes?  THE  DINES  LETTER  specializes  in  gold  and 
silver.  No  math  or  special  knowledge  required. 

If  your  present  sources  of  advice  are  nega- 
tive on  precious  metals,  maybe  it's  time  to  get 
a  different  point  of  view.  Let  THE  DINES  LETTER 
explain  "The  Coming  Gold  Crisis  and  The  In- 
visible Crash." 

Your  subscription  will  include  a  copy  of  both 
Dines  Model  Long-Term  Precious  Metals  Portfolios 
recommended  very  strongly  for  immediate  pur- 
chase. Send  no  messages  Merely  forward  this  ad 
with  your  name,  address  and  $5  in  U.S.  funds  for 
a  2-issue  trial  to  Dept.  J90M2.  Do  it  now— we 
don't  advertise  in  Forbes  very  often  and  you  might 
not  catch  our  next  ad  Offer  expires  in  one  month 
(Sorry,  no  refunds.) 

THE  DINES  LETTER 

P.O.  Box  22,  Belvedere,  CA  94920 
(Not  assignable  without  your  consent) 
(NY  residents,  please  add  applicable  sales  tax) 


"Everybody 
has  to  be 
somebody 

to  somebody 
to  be 
anybody." 


-f  rom  The  Sayings  oj 
i  'htiirmmi  Malcolm 


For  the 
complete 
volume 
of  530 
perceptive" 
thoughts  by  the^ 
Editor-in-Chief  of 
Forbes  Magazine,  published  by 
Harper  &  Row,  send  $7.95  in 
check  or  money  order,  plus  $1.00 
for  postage  and  handling  to 
Forbes  Inc.,  60  Fifth  Avenue, 
New  York,  NY  10011.  Please  add 
applicable  sales  tax. 


If  you  want  to  make  money  in  stocks,  a 
12%  or  even  15% yield  on  bonds  has  little 
appeal;  you  expect  to  do  better. 

THE  YIELD  GAP 
WIDENS 


By  Heinz  H.  Biel 


The  price  recovery 
of  long-term  bonds 
did  not  last  very 
long.  The  rally 
which  began  so  im- 
pressively last 
spring  came  to  an 
end  when  the  bond 
market  was  inun- 
dated by  a  veritable 
flood  of  new  issues. 
Top-rated  Bell  Telephone  bonds  once 
again  yield  12%,  while  Treasury 
bonds  are  nudging  the  11%  mark. 
However,  even  these  yields  cannot, 
and  should  not,  attract  the  individual 
investor  who  has  to  pay  income  taxes. 
At  least  not  as  long  as  we  have  a  two- 
j  digit  inflation  rate  with  no  realistic 
|.  prospect  in  sight  that  this  will  change 
greatly  for  the  better  in  the  months 
and  years  ahead. 

The  predilection  for  short-term 
market  investments  continues, 
meanwhile,  even  though  yields  have 
dropped  more  than  50%  since  April. 
Cash  reserves  are  still  pouring  into 
the  money  market  funds,  which  by 
now  have  grown  to  over  $80  billion, 
an  increase  of  about  one-third  in  just 
the  past  four  months.  Investors  are 
behaving  prudently  by  refusing  to  al- 
low themselves  to  be  lured  into  high- 
yielding  long-term  bonds.  Let  the  pen- 
sion funds  and  insurance  companies 
be  stuck  with  them. 

In  times  of  recession,  fewer  com- 
panies are  raising  their  dividends 
and  many  companies  are  cutting 
theirs.  At  the  same  time,  the  broad- 
ly based  market  indices  have  ad- 
vanced to  new  alltime  highs.  The 
inevitable  effect  is  a  huge  widening 
of  the  yield  gap.  Just  compare  the 
5%  dividend  return  on  the  S&P's 
500  or  the  5.6%  on  the  Dow  Jones 
industrials  with  the  12%  yield  on 
Telephone  bonds  and  even  higher 

Heinz  H  Biel  is  a  vice  president  of  the  NY'SE 
firm  of  [anne\'  Montgomery  Scott 


yields  on  bonds  of  lesser  stature. 

I  doubt  that  this  gap  will  adversel 
influence  the  stock  market,  just  a 
the  money  market  funds'  presen' 
comparatively  low  yield  of  8^4%  d 
so  has  not  slowed  down  their  growth 
If  you  want  to  make  money  i) 
stocks — and  isn't  that  the  basil 
idea? — a  12%  or  even  15%  yield  oi 
bonds  has  little  appeal;  you  expect  t 
do  much  better  than  that.  And  if  yoi 
want  to  park  your  uninvested  fund 
safely,  you  would  be  foolish  to  tak) 
even  a  moderate  price  risk  in  bonds 
However,  if  there  should  be  an  appre 
ciable  firming  in  money  rates,  say  t1 
10%  or  more  on  three-month  Trea 
sury  bills,  the  stock  market  may  na 
like  it. 

Belief  is  growing  that  the  recessioi 
will  end  this  fall,  fortunately  withou 
artificial  stimulation.  How  strong  th 
subsequent  recovery  will  be  is  an  opei 
question.  That  depends  on  circum 
stances  impossible  to  predict  at  thi 
time.  I  have  doubts  about  housing;  th 
renewed  rise  of  long-term  interes 
rates  will  make  mortgages  more  cost 
ly  and  harder  to  get,  unless  we  decid 
openly  to  subsidize  home  mortgage 
for  sociopolitical  reasons.  The  auta 
mobile  industry  may  do  better,  if  pea 
pie  like  and  buy  the  new  crop  of  small 
er,  fuel-efficient  cars. 

It  is  hardly  surprising  that  the  stocl 
market  is  getting  a  little  jittery.  Afte 
all,  we  did  have  an  advance  of  consid 
erable  magnitude  and  some  segment 
of  the  market  are  quite  fully  priced, 
am  also  getting  concerned  about  tb 
blind  speculation  presently  going  oi 
in  newly  offered  stock  issues,  whicl 
jump  to  huge  premiums  not  becaus' 
they  are  so  good  but  because  they  an 
virtually  unobtainable  at  the  origina 
offering  price.  To  me,  these  stock, 
don't  look  like  bargains  to  begin  with 
but  no  one  bothers  to  read  the  pro 
spectus.  Such  symptoms  of  overheat 
ing  should  not  be  ignored. 

At  the  same  time,  the  nervousnes: 
about  the  oils  may  be  unwarranted 
Concern  about  an  oil  glut  appears  tc 
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an  exaggeration  of  temporary  con- 
:ions.  Refining  margins  are  being 
ueezed,  to  be  sure,  and  there  may 

little  or  no  appreciation  of  inven- 
'ies.  Earnings  will  not  duplicate 
;  spectacular  gains  of  recent  quar- 

s,  but  those  high  profits  were  nev- 
fully  reflected  in  the  price/earnings 
jltiples  of  the  major  oils.  Further- 
)re,  domestic  oil  producers  stand 

benefit  greatly  when  U.S.  crude 
prices  reach  the  world  market 
'el  after  Oct.  1,  1981,  when  price 
ntrols  are  scheduled  to  end.  An 
portunity  to  buy  good-quality  oils 
somewhat  lower  prices  may  be  in 
g  making. 

\fter  you  have  paid  the  penalty  for 
st  misdeeds,  you  should  be  readmit- 
I  to  society.  I  believe  Colgate-Palm- 
se  has  cleansed  itself  by  disposing 
'divisions  that  did  not  fit  and  that 
mired  an  inordinate  amount  of 
magement  time  and  effort.  Some, 
e  Helena  Rubinstein,  caused  griev- 
p  losses.  Good  riddance. 

olgate  is  not  a  superblue  chip  like 
acter  &  Gamble,  whose  unblem- 
lied  record  is  enviable.  But  Colgate 
no  slouch  either.  Yet  its  stock  sells 
I  a  price  that  reflects  an  unhappy 
i>t  rather  than  a  more  promising 
jure.  This  year's  earnings,  still  re- 
acting writeoffs,  are  estimated  in  the 
|.25-to-$2.35  area.  At  15,  this  is  a 
rce/earnings  multiple  of  6Vz.  Next 
fir  should  be  better.  The  present 
Hdend  rate  of  $1.08,  which  seems 
;  rasafe,  provides  a  7.2%  return.  This 
still  a  semispeculative  stock,  but 
R  downside  risk  is  small  by  com- 
•ison  with  its  upside  potential. 
Oon't  expect  a  market,  especially 
is  that  is  dominated  by  institutional 
f'estors  as  our  stock  market  is,  to 
have  in  a  manner  that  would  seem 
ideal  to  the  average  person.  When 
t  makers  of  autos  and  steel  and  oth- 
I  casualties  of  the  recession  report 
nd-boggling  losses  and  slash  their 

idends,  the  shares  of  these  compa- 
ss go  up,  not  down.  Good  earnings, 
'  the  other  hand,  have  little  impact 
E  way  or  the  other.  But  when  actual 
lorted  earnings  fall  short  just  a  cou- 
J  of  dimes  of  analysts'  expectations, 
•re  is  hell  to  pay. 

netna  Life  &  Casualty  (35),  a  super- 
e  investment  stock,  will  have  at 

lit  flat  earnings  this  year,  and  1981 
n't  be  a  humdinger  either.  Yet,  at 

!  reduced  price,  the  stock  is  selling 

'jless  than  6  times  the  lowest  1981 
rungs  projection  and  yields  better 

un  6%  on  a  very  secure  dividend.  A 
/  more  points  on  the  downside  and 
•  stock  will  be  a  bargain.  ■ 


Let  VALUE  LINE 
Help  You  Identify 

100  STOCKS 
TO  BUY  NOW 

Plus  400  stocks  that  should 
he  avoided  for  now. 

To  make  your  portfolio  perform  well,  it's  important  to  be  able  to  iden- 
tify the  most  timely  stock  selections  and  to  be  able  to  weed  out  any 
"misfits."  You  should  also  be  immediately  aware  of  significant 
changes  in  any  of  your  stocks. 

That's  why  The  Value  Line  Investment  Survey  every  week  of  the  year 
ranks  1700  stocks — each  relative  to  all  the  others — for  Probable 
Market  Performance  in  the  next  12  Months,  as  follows: 

100  stocks  are  ranked  1  (Highest) 

300  stocks  are  ranked  2  (Above  Average) 

900  stocks  are  ranked  3  (Average) 

300  stocks  are  ranked  4  (Below  Average) 

100  stocks  are  ranked  5  (Lowest) 
Note:  Not  every  stock  will  always  perform  in  accordance  with  its 
rank.  But  it  is  a  fact  that  favorably  ranked  stocks,  as  a  group,  have 
outperformed  poorly  ranked  stocks  with  remarkable  consistency 
since  the  ranking  system  was  introduced  in  1965. 
While  past  performance  can  never  guarantee  future  success,  this 
record  of  more  than  15  years  of  successful  discrimination  strongly 
suggests  that  you  can  tilt  the  investment  probabilities  in  your  favor 
by  using  The  Value  Line  ranks  to  give  you  objective  indexes  not  only 
of  Timeliness  but  Safety  and  estimated  yield  as  well. 

SPECIAL  OFFER 

Value  Line  is  offering  a  special  introductory  10-week  trial  subscrip- 
tion to  The  Value  Line  Investment  Survey  for  only  $33 — about  half 
the  regular  price,  provided  you  have  not  had  a  subscription  in  the 
past  two  years.  As  a  double  bonus  at  no  additional  charge,  you  will 
receive  the  2000-page  Investors  Reference  Service  (covering  1700 
stocks)  which  will  be  updated  every  week — filing  takes  but  one 
minute  a  week— and  the  96-page  booklet,  "Evaluating  Common 
Stocks."  Send  check  or  money  order  along  with  name,  address  and 
zip  code  together  with  this  ad  to: 


The  Value  Line  Investment  Survey 

Arnold  Bernhard  &  Co.,  Inc.  711  Third  Ave.,  New  York,  N.Y.  10017 


8I6E0I 


G  Begin  my  10-week  trial  to  The  Value  Line 
Survey  (limited  once  to  any  household  every 
two  years)  and  send  me  the  two  bonuses  list- 
ed above.  Check  for  $33  is  enclosed.  (Trial 
subscriptions  must  be  accompanied  by  pay- 
ment.) 

SPECIAL  EXTRA  BONUS 

A  famous-make  pocket- 
size  CREDIT  CARD/CAL- 
CULATOR    (with    full  00ZZZZ 
memory)   given   to  you  """"5SIISS 

when  you  order  The  Value   

Line   Investment  Survey 

for  one  year — and  send  payment  now 

□  1  year  for  $330.  My  payment  is  enclosed— 
send  me  the  CALCULATOR  as  my  extra  spe- 
cial bonus.  (There  are  no  restrictions  with  this 
annual  subscription.) 

□  Enter  my  subscription  now  Bill  me  for  $330 
(Does  not  include  the  calculator  ) 


SIGNATURE 


NAME  (please  print) 


ADDRESS 


APT.  NO 


CITY 


STATE 


ZIP 


GUARANTEE  If  dissatisfied  for  any  reason.  I 
may  return  material  within  30  days  for  full  re- 
fund of  the  fee  I  have  paid  Subscription  tax- 
deductible  and  nonassignable.  Foreign  rates 
on  request.  (NY  residents  add  sales  tax.) 
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Since  early  May  new  retail  orders  and  an 
increase  in  construction  have  brought 
more  mills  back  into  operation. 

HAVE  THE  BEARS 
LEFT  THE  WOODS? 


By  Stanley  W.  Angrist 


It  has  been  a  while 
since  I  took  a  look  at 
the  lumber  market. 
It  warrants  a  little 
attention  at  this 
time,  considering 
the  cloud  that  con- 
struction and  resi- 
dential housing  in 
general  have  been 
under.  First  a  brief 


review  of  recent  events: 

The  September  lumber  contract 
traded  in  a  range  of  $220  to  $240  per 
thousand  board  feet  for  most  of  the 
winter.  In  February  the  contract  was 
carried  along  by  the  precious  metals 
nonsense,  reaching  $245.20  for  its 
contract  high.  From  that  point  on  it 
fell  with  a  speed  that  shocked  even 
the  pros,  to  $175  by  early  April — a 
decline  worth  $7,000  per  contract. 
The  reason  for  the  decline  was  not 
hard  to  fathom.  As  interest  rates 
soared  to  heretofore  unheard-of  levels, 
construction  all  but  stopped — and 
with  it,  the  demand  for  lumber.  As  so 
commonly  happens  in  the  commod- 
ity market,  traders  overdid  the  sell-off 
in  lumber.  The  September  contract  is 
trading  again  near  $200. 

Now,  the  rally  from  the  contract 
lows  in  lumber  has  been  helped  by 
the  precipitous  decline  in  interest 
rates  over  the  past  several  months 
and  by  the  lowering  of  mortgage 
rates  at  major  lending  institutions. 
Production  at  western  mills,  where 
deliverable  grade  softwood  products 
originate,  is  still  below  normal  lev- 
els. Since  early  May,  new  retail  or- 
ders and  an  increase  in  construction 
has  brought  more  mills  back  into 
operation.  In  recent  weeks  reports  of 
mills  curtailing  production  and  lay- 
ing off  workers  have  declined. 

The   Pacific  Northwest  contains 


Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensible 
Speculating  in  Commodities. 


45%  of  the  commercial  forest  areas  in 
the  U.S.  From  this  region,  primarily 
Washington,  Oregon  and  northern 
California,  comes  most  of  the 
softwood  that  is  deliverable  on  the 
current  "hem-fir"  contract  (short  for 
hemlock  and/or  fir)  traded  on  the  Chi- 
cago Mercantile  Exchange. 

The  revised  lumber  contract,  which 
became  effective  with  the  January 
1981  and  forward  contracts,  signif- 
icantly broadens  the  kind  of  lumber 
that  can  be  delivered  against  the 
contract.  In  addition  to  hem-fir  de- 
liverable against  the  old  contract,  the 
revised  contract  permits  delivery  of 
the  spruce-pine-fir  species.  In  addi- 
tion, the  deliverable  unit  has  been 
increased  in  size  from  100,000  to 
130,000  board  feet  in  order  to  ac- 
commodate the  usual  loading  prac- 
tices of  most  of  the  Canadian  mills. 
The  new  contract  permits  delivery 
of  lumber  manufactured  in  Califor- 
nia, Idaho,  Montana,  Nevada,  Or- 
egon, Washington,  Wyoming  or  the 
Canadian  provinces  of  Alberta  and 
British  Columbia. 

Both  Alberta  and  British  Columbia 
are  likely  to  become  more  important 
with  the  new  contract,  since  they  are 
the  more  significant  producers  of  the 
high-volume  spruce-pine-fir  product. 

While  British  Columbia  may  repre- 
sent the  largest  single  source  of  prod- 
uct deliverable  against  the  futures 
contract,  the  U.S.  provides  the  largest 
single  market  for  Canadian  output, 
particularly  from  the  British  Colum- 
bia interior.  Approximately  60%  to 
70%  of  British  Columbia's  shipments 
move  into  the  U.S.,  with  the  bulk  of 
the  shipments  representing  SPF.  Fur- 
thermore, most  of  those  shipments  go 
into  residential  construction. 

The  new  contract  adds  an  addition- 
al risk  (or  opportunity)  to  lumber  trad- 
ers. When  the  Canadian  dollar  trades 
at  a  discount  to  the  U.S.  dollar,  as  has 
been  the  case  during  the  past  three 
years,  Canadian  mills  acquire  an  ad- 
vantage on  sales  into  the  U.S.  If  a  U.S. 
buyer  makes  payments  in  U.S.  funds, 


the  Canadian  seller's  proceeds  ai 
about  15%  greater  when  expressed  i 
Canadian  dollars.  If  the  Canadian  do 
lar  rises  in  value  against  the  U.S.  do 
lar,  this  will  marginally  reduce  tn 
attractiveness  of  Canadian  lumber  fc 
U.S.  buyers.  This  means  that  lurnb* 
traders  will  have  to  keep  an  eye  on  th 
value  of  the  Canadian  dollar  as  well  i 
on  housing  starts,  construction  pe 
mits  issued  and  other  factors  that  ii 
fluence  lumber  prices. 

I  believe  that  the  old  and  new  lun 
ber  contracts  offer  an  unusual  oppo 
tunity  for  spreading,  in  that  the  tvd 
contracts  are  not  necessarily  for  e: 
actly  the  same  commodity.  Since  tr: 
new  contract  permits  delivery  of  th 
spruce-pine-fir  species,  which 
cheaper  than  the  hem-fir  deliverabJ 
against  the  old  contract,  it  woul 
seem  reasonable  to  buy  the  Novembil 
and  sell  the  January  lumber  contrai 
whenever  the  January  carries  a  prem 
um  to  the  November.  Keep  in  mir 
that  the  two  contracts  are  also  not  tr 
same  size,  since  the  January  calls  f« 
130,000  board  feet,  while  the  Noven 
ber  calls  for  only  100,000  board  fee 
Therefore,  if  long  and  short  one  coi 
tract  of  each  month,  one  is  really  m 
short  30,000  board  feet  of  the  Januai 
contract.  A  closer  spread  can  be  ol 
tained  by  buying  four  Novembe 
(400,000  board  feet)  and  selling  thn 
Januarys  (390,000  board  feet). 

As  the  chart  below  indicates,  tr 
November  contract  reached  a  prem 
um  of  $20  to  the  January  in  early  Apr 
and  has  since  lost  all  of  it.  I  believe  tr 
spread  could  again  widen  to  $20  or  s 
(approximately  $2,000  per  spread),  bi 
I  would  risk  no  more  than  $5  ($5C 
per  spread)  from  my  entry  point.  Tr 
margin  on  a  lumber  spread  is  aboi 
$600,  while  the  roundturn  commi 
sion  is  about  $85.  ■ 


Lumbering  along 


The  November  1980  hem-fir  contrac 
has  steadily  lost  its  premium  to  th 
January  1981  spruce-pine-fir  contrac 
though  a  cheaper  grade  of  wood  i 
deliverable  against  the  January. 


Dollars  per  thousand  hoard  feet 


Feb.       Mar.       Apr.     May  lune  luly 


138 


FORBES,  SEPTEMBER  I?  1 


The  World  Economy 
Of  The  Year 2000. 


VILL  THE  RICH  NATIONS  JOIN  WITH  THE  POOR  IN  THE  TASK  OF  ECONOMIC  DEVELOPMENT? 

Economic  development 
i  the  poor  nations  of  the 
/orld  has  been  slow.  One 
?ason  is  the  asymmetry 
revailing  in  their  economic 
alations  with  the  rich 
idustrial  countries. 


Now,  acting  through 
le  United  Nations  General 
assembly  more  than  130  of 
ie  "developing"  countries 
re  demanding  an  equal 
pportunity  to  prosper, 
heir  demand  is  for  nothing  less 
nan  a  restructured  world  economy 
lat  will  provide  for  their  accelerated 
nd  sustained  economic  develop- 
nent.  That  prospect  holds  out,  in 
am,  the  cure  for  the  stagflation 
i  which  the  industrial  nations 
te  becalmed. 

The  editors  of  SCIENTIFIC 
JvlERICAN  have  devoted  their 
ntire  September  issue  to  the  single 
Dpic  of  the  economic  development 
f  the  Third  World-the  best  hope  for 


Composite  phi 
with  furnaces 


ttograph  of  new  Chinese  industrial  city  at  bend  of  Panlung  River  in  southern  Yunnan  shows 
it  left  and  rolling-mill  sheds  at  right,  and  blocks  of  workers'  housing  below  along  bank  of  nv 


steel  plant. 


rhot.ifcraph 


Tie  September  articles: 
Economic  Development 


,  Development 
(Introduction) 

People 
i  Food 
Water 
Energy 

The  Economic 
Development 
j  of  China 
The  Economic 


of  India 

•  The  Economic 
Development 
of  Tanzania 

•  The  Economic 
Development 
of  Mexico 

•  The  World 
Economy  of 
the  Year  2000 


mankind's  successful  passage  into 
the  21st  century. 

This  issue  continues  a  30-year 
tradition  of  devoting  each 
September  issue  of  SCIENTIFIC 
AMERICAN  to  a  single  topic  of 
major  public  interest.  In  the  other 
monthly  issues  our  readers  enjoy  a 
diversity  of  articles  covering  the  full 
range  of  disciplines.  In  our  pages 
they  have  kept  abreast  of  all  the 
major  developments  in  science  that 
have  made  the  last  three  decades  so 
momentous. 

Consider  these  advances:  the 
unlocking  of  the  genetic  code. . .  the 
proof  of  uncertainty  in  logic . . .  the 
recognition  of  the  role  of  toolmaking 
in  our  biological  evolution. . .  the 
arrival  of  microelectronics  and  the 
laser. .  .the  revelation  of  the  nerve 
circuitry  that  organizes  perception . . . 
the  penetration  of  the  structure  of 
the  fundamental  particles. . .  the 
expanding  exploration  of  the  solar 
system. 


All  this  has  been  reported  in  our 
pages  by  the  scientists  who  did  the 
work.  The  collaboration  of  our 
editors  in  the  preparation  of  text  and 
illustration  makes  this  work  acces- 
sible to  a  growing  worldwide  reader- 
ship. The  combined  circulation  of 
SCIENTIFIC  AMERICAN  and 
its  six  translated  editions  now 
exceeds  1,000,000. 

Use  the  coupon  below  to  ensure 
your  receipt  of  the  September  issue 
on  economic  development  and  to 
begin  enjoying  the  diversity  of 
articles  in  each  monthly  issue 
thereafter.  A  one-year  subscription  is 
only  $21.  A  two-year  subscription  at 
$38  saves  $4.  And  a  three-year 
subscription  at  $52  saves  you  $11. 

Send  no  money  We'll  bill  you. 

SCIENTIFIC 
AMERICAN 


Everyday  Phenomena 


WITH  YOUR 

SUBSCRIPTION . . .  THIS  FREE  BOOK 

As  soon  as  your 
subscription  payment 
is  received,  we  will 
also  send  you  The 
Physics  of  Everyday 
Phenomena  (regular 
price:  $5.50),  as  your 
bonus.  This  new 
anthology  offers  many 
surprises  about  things 
of  nature  so  common 
as  to  be  ignored  in  the 
confusion  of  daily  life, 
such  as  fog,  raindrops, 
snow  crystals, 
thunder,  ocean  waves. 
Example:  How  would 
you  describe  the  shape 
of  a  falling  raindrop? 


I  SCIENTIFIC  AMERICAN  415  Madison  Avenue, 
|   Dept.  LL,  New  York,  N.Y.  10017 


Yes.  enter  mv  subscription  to  the 
mon  thly  issues  of  SCIENTIFIC 
AMERICAN  for  the  term  I  have 
checked  As  soon  as  my  pavment  is 
received,  you  will  also  send  me- 
absolutely  free-  the  new  anthology  The 
Physics  of Everyday  Phenomena  (regular 
price:  $5.50). 


MY  GUARANTEE 

I  may  cancel  mv  subscription  to 
SCIENTIFIC  AMERICAN  at  any 
time  and  receive  a  refund  for  the 
unused  balance  The  bonus  book 
is  mine  to  keep. 


( irysTATt  zir 

□  Start  my  subscnptmn  with  September  issue 

□  1  year-$21    □  2  years-$38  □  3  years-$52 


(save  $4) 
□  My  pavment  is  em  losed 


(save  $11) 
□  BUI  me 


t  Subscription  rates  outside  U  s  and  C  anada:' 
{]  vear-$27      2  vears-$48       3  vears-SfiS  , 
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Financial  Strategy 


"We  can't 
talk  here 
about  our 
track  record." 

 v  


Send  for  the 
PARTNERS  FUND  Prospectus 
and  you  may  become 
our  best  advertisement. 

Growth  of  your  money  is  our  goal  Since  we 
can't  show  the  Fund's  record  in  this  ad.  you  II 
have  to  send  for  a  free  prospectus  to  see  the 
investment  history  of  this  unusual  NO-LOAD 
Fund. 

Some  reasons  for  our  investment  success  as  a 
capital  growth  fund:  Discriminating  selection  of 
secunties  Frequent  pruning  of  the  portfolio. 
Close,  constant  supervision  by  the  partners  of 
Neuberger  &  Berman.  who  own  substantial 
amounts  of  the  Fund  themselves  and  are  active 
as  investment  officers.  Write  now  for  our  pros- 
pectus and  latest  financial  reports. 

NEUBERGER  &  BERMAN  MANAGEMENT 

Customer  Service  Center 
PO  Box  407.  Pelham  Manor  NY  10803 
A  prospectus  containing  complete  information 
will  be  sent  upon  request  Read  it  carefully  be- 
fore you  invest  Send  no  money. 
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For  the  last  year  or  two,  when  clients  havel 
asked  me  how  things  look,  I  have  answerea 
that  on  the  objective  situation,  Vm  gloomy. 

BUY  ON  THE 
CANNONS 


By  John  Train 


One  difference  be- 
tween the  profes- 
sional investor  and 
the  nonprofessional 
is  the  profound  in- 
grained sense  the 
professional  ac- 
quires that  the  safe 
time  to  buy  is  on 
bad  news,  in  the 
midst  of  discourage- 
ment. A  very  skillful  professional  goes 
further  and  buys  on  market  dips  with- 
in that  gloomy  environment. 

This  principle  has  been  practiced  by 
professionals  as  long  as  there  has  been 
an  investment  market.  Its  classic 
statement  in  French  is  Acbetez  aux 
canons;  vendez  aux  clairons:  "Buy  on 
the  cannons"  (in  a  besieged  city  un- 
dergoing artillery  fire);  "sell  on  the 
trumpets"  (when  the  defenders  charge 
out  to  scatter  the  enemy). 

One  of  the  Rothschilds  is  supposed 
to  have  made  the  same  suggestion 
another  way:  "Buy  when  there's 
blood  in  the  streets." 

What  does  this  approach  tell  us 
about  the  situation  today? 

For  the  last  year  or  two,  when  cli- 
ents have  asked  me  how  things  look,  I 
have  answered  that  on  the  objective 
situation,  I'm  gloomy,  both  as  to  the 
domestic  economic  outlook  and  the 
international  political  outlook.  Our 
heavy  industries  are  in  trouble  and  our 
banks  weak.  We  are  in  for  a  bad  time 
with  the  Russians,  and  we've  lost 
ground  in  the  crucial  area  of  human 
quality.  Compared  with  our  competi- 
tors in  the  world,  America  has  gotten 
fat,  dumb  and  happy — and  not  even  all 
that  happy.  However,  the  impact  of 
all  this  is  wearing  off.  So  as  to  the 
growth  section  of  the  stock  market,  I 
continue  to  be  reasonably  bullish,  al- 

John  Train  is  president  of  Train,  Smith.  Invest- 
ment Counsel,  New  York,  and  the  author  of 
The  Money  Masters  and  Dance  of  the 
Money  Bees. 


though  less  so  than  a  year  ago  or  twi 
years  ago.  After  all,  at  6  times  sustair 
able  earnings  you  can  still  buy  some  c 
the  top-flight  American  companies. 

For  instance,  in  recent  months 
have  at  different  times  mentioned  D 
Beers,  now  at  4  times  earnings,  bi. 
with  cash,  gemstones  and  portfoli 
holdings  worth  more  than  its  shai 
price.  I've  also  mentioned  Engelharc 
still  selling  for  little  over  5  times  earr 
ings,  but  with  a  growth  rate  of  ove 
25%.  These  are  disaster  prices,  bu 
with  no  disaster  in  sight. 

At  somewhat  higher  multiples  yo 
can  buy  stocks  of  outstanding  comp; 
nies  in  growth  industries  that  shoul 
be  able  to  carry  on  well  through 
recession  and  that  have  a  demonstra 
ed  ability  to  pass  on  price  increases  t 
their  customers.  If  you  do  a  rate-o 
return  calculation  on  a  number  of  th 
better  growth  stocks,  pretending  the 
you  were  buying  the  whole  compan 
at  today's  share  price,  you  still  ofte 
get  an  indicated  rate  of  return  of  ovc 
i  8% ,  and  sometimes  over  20% . 

Another  way  to  look  at  the  markf 
outlook  is  to  ask  what  the  alternative 
are.  Bonds  now  offer  a  significar 
risk,  not  only  with  regard  to  the  inso 
vency  of  the  issuers,  which  we  ai 
seeing  more  and  more  often  as  a  resu 
of  inflationary  cost  squeezes,  but  als 
because  bonds  lose  their  value  in  re; 
terms  as  a  result  of  inflation. 

Another  side  to  the  acbetez  aux  cc 
nons  principle  is  of  course  the  intern; 
tional  outlook. 

As  Karl  Marx  (who  was  anti-Ru 
sian)  pointed  out,  foreign  aggression 
the  fixed  star  of  Russian  foreign  pol 
cy.  For  centuries  the  Russians  hav 
aspired  to  the  control  of  Iran  and  Ind: 
and  to  a  dominant  position  in  th 
Persian  Gulf.  In  the  19th  century  th 
British  ran  the  "great  game"  of  bloc! 
ing  the  Russians.  Now  it  falls  to  u 
Alas,  we  have  so  little  experience  c 
sustained  foreign  policy,  and  so  muc 
confusion  of  our  national  will  ju: 
now,  that  we  are  likely  to  botch  fij 
job.  That,  in  turn,  makes  all  mves 
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ments  in  the  area  of  potential  Soviet 
(influence  distinctly  suspect. 

The  very  prospects  that  make  me 
gloomy  for  the  world  make  me  confi- 
dent that  tens  of  billions  of  dollars  of 
flight  money  will  continue  to  flow 
here  from  the  countries  that  fear  Sovi- 
et expansion.  For  a  while  the  foreign- 
ers were  buying  U.S.  real  estate  and 
i  agricultural  properties  with  frantic  en- 
thusiasm, chiefly  because  they  had  a 
feeling  for  it.  They  avoided  our  stock 
; market  because  it  was  "going  down." 

Now,  however,  a  share  of  a  business 
[p  the  U.S.  can  be  bought  for  a  more 
Attractive  return  than  most  real  estate 
I  deals  promised,  on  the  basis  of  pre- 
dictable figures,  a  few  years  ago. 

Furthermore,  for  the  smart  foreign- 
er it  really  makes  more  sense  to  own 
in  anonymous  share  of  a  large,  well- 
lirun  operation,  via  our  stock  market, 
jj:han  the  very  visible  whole  of  a  small 
one.  You  can  buy  twice  as  many  trees 
J:or  $500,000  by  owning  a  piece  of 
SvVeyerhaeuser  than  you  can  if  you  go 
put  and  buy  a  forest  on  your  own.  (You 
also  have  43,000  fellow-shareholders 
p:o  join  you  in  making  a  ruckus  in  case 
home  local  authority  tries  to  abuse 
[you.  You  have  good  management,  and 
I  highly  satisfactory  business  situa- 
tion, with  well-established  long-term 
markets — particularly  in  Japan.) 

I  have  had  some  experience  with 
agriculture,  and  I  don't  for  a  minute 
Consider  it  suitable  for  most  foreign 
nvestors. 

•  To  sum  up:  By  the  very  nature  of 
things,  you  get  the  best  percentage 
ileal  when  the  situation  not  only  looks 
)ad  (which  makes  the  market  fall), 
but  really  is  bad  (whereupon  it  col- 
'  apses  below  its  true  value).  That  is 
vhere  we  were  a  year  ago,  and  to  a 
esser  extent  where  we  are  today, 
vlany  stocks  are  quite  attractive  be- 
cause the  outlook  is  considered  poor, 
i  t  is  not,  however,  as  poor  as  6  times 
larnings  for  fine  companies  implies. 

Still,  one  can't  overlook  what's  al- 
ready happened  in  this  cycle.  Many  of 
he  stocks  I've  mentioned  in  the  last 
■wo  or  three  years  are  up  50%.  A 
lumber  have  doubled.  One,  Schlum- 
')erger,  has  tripled.  I'd  guess  there's 
pore  to  go,  but  if  you've  missed  the 
nove  to  this  point,  I  wouldn't  start 
)laying  catch-up  ball  with  unseasoned 
ssues.  The  best  hope  may  be  in  the 
!M  or  Johnson  &  Johnson  category, 
he  old  first-tier  growth  stocks.  But 
lon't  try  too  hard.  One  never  has  very 
ong  to  wait  before  the  next  bear 
narket.  There'll  be  blood  in  the 
treets  again  in  due  course — and  new 
>argains.  ■ 


ORBES,  SEPTEMBER  1,  1980 


Vanguard  brings 
Batterymarch  Management 
to  all  fiduciaries! 


Now,  by  investing  in  Vanguard's 
TRUSTEES'  COMMINGLED 
EQUITY  FUND,  both  small  and  large 
benefit  plans  can  employ  the  invest- 
ment advisory  skills  of  Batterymarch 
Financial  Management .  .  .  and  get  the 
many  conveniences  of  investing  in  a 
Vanguard  Fund. 

Plan  sponsors  can  gain  access  to  the 
same  investment  process  that  until  now 
has  been  available  only  to  private 
Batterymarch  clients.  The  unique  Bat- 
terymarch approach  has  made  it  a  most 
innovative  and  successful  investment 
management  firm. 


The  Fund  is  designed  especially  for 
the  fiduciary  and  substantial  individual 
investor,  and  seeks  long-term  total 
return.  As  with  other  Vanguard  Funds, 
there's  never  a  sales  charge  or  redemp- 
tion fee. 

To  learn  more  about  Trustees'  Com- 
mingled Equity  Fund  and  Vanguard's 
special  services  for  benefits  plans,  such 
as  a  comprehensive  subaccounting  sys- 
tem or  our  own  asset  allocation  pro- 
gram, write  or  call  our  Institutional 
Marketing  Department.  Ask  for  either 
John  R.  Rockwell,  Vice  President,  or 
Dugal  Thomas,  Vice  President. 


TRUSTEES'  COMMINGLED  EQUITY  FUND 


/  would  like  more  complete  in- 
formation including  advisory 
fees,  distribution  charges,  and 
other  expenses.  Please  send 
me  a  Prospectus  so  I  may 
read  it  carefully  before  I  in- 
vest or  send  money. 


Drummer's  Lane,  Valley  Forge,  PA  19482 
Name 


Address 
City 


State 


Zip 


CALL  TOLL-FREE:  (800)  523-7910 

In  Pennsylvania  (800)  362-7688 

a  member  or  THE\4inguard  GROUPof  INVESTMENT  COMPANIES 

Over  50  Years  of  Service  to  Investors  •  Over  $2.5  Billion  in  Assets 


6-FORN-001 


For  tax  freedom 
800-621-0395 


( In  Illinois  call 
312-368-7826) 


High  tax-free  income* 

Despite  falling  money  market  rates,  SteinRoe  Tax-Exempt 
Bond  Fund  allows  you  to  pursue  a  high  level  of  current 
income,  exempt  from  Federal  income  taxes,  through  a 
diversified  portfolio  of  tax-free  bonds.  And  the  higher 
your  income  tax  bracket,  the  more  you  benefit.  Our  free 
chart  will  show  you  why. 
Advantages  of  the  Fund 

□  No  sales  charge  □  Professional  management 

□  Low  initial  investment    □  Easy  redemption 
One  of  the  seven  SteinRoe  Mutual  Funds 
that  allow  you  to  design  a  flexible  The 
program  to  pursue  your  goals.  Combination 


Tax-Exempt 
Bond  Fund 


Name 


Address 


City 


State 


Zip 


rfl 


Stein  Roe  &  Farnham 

MUTUAL.  F"U/N/DS 


PO.  Box  1162 
Chicago,  Illinois  60690 

For  more  complete  information  about  the  Fund,  including  management  tees  and  expenses, 
please  write  or  call  for  a  prospectus  Read  it  carefully  before  you  invest  or  send  money. 
*A  portion  may  be  subject  to  federal,  state  or  local  taxes.  913801960T37 
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SOME 
SERIOUS  NOTES 
ON  MOVING. 

By  Victor  Borge 

When  you  move,  make  sure 
your  mail  arrives  at  your  new  ad- 
dress right  after  you  do. 

The  key  is  this:  Notify  every- 
one who  regularly  sends  you  mail 
one  full  month  before  you  move. 

Your  Post  Office  or  Postman 
can  supply  you  with  free  Change- 
of- Address  Kits  to  make  notifying 
even  easier. 

One  last  serious  note 
Use  your  new  ZIP  Code. 

Don't  make 
your  mail  come  looking  for  you. 
Notify  everyone 
a  month  before  you  move. 

©USPS  1980 


There  are  bound  to  be  occasional  short- 
term  imbalances  in  our  oil  situation,  but 
that  is  all  they  will  be — short  term. 

DON'T  SLIP 
ON  THE  OILS 


By  Ann  C.  Brown 


What  glut?  All  I 
hear  these  days  is 
that  we  have  petro- 
leum running  out  of 
our  pipelines,  and 
that  investors 
should  take  their 
profits  in  oil,  gas 
and  energy-service- 
related  stocks. 
While  this  may  be 
true  with  regard  to  certain  over- 
priced high-hope  speculative  issues, 
take  care  if  you're  thinking  about 
selling  your  oils.  Any  surplus  we 
may  have  is  only  temporary.  Trust 
me — because  I  don't  trust  the 
sheikhs,  the  Department  of  Energy 
(especially  this  election  year)  or  al- 
most anyone  else  directly  or  indi- 
rectly involved  in  the  production, 
processing  or  distribution  of  oil.  As 
much  as  the  aforementioned  group 
would  like  to  "fine  tune"  supply  and 
demand,  it  just  isn't  possible. 

Take  the  effect  of  the  weather,  for 
example.  The  U.S.  had  a  relatively 
mild  1979-80  winter,  and  consump- 
tion of  fuel  oil  for  heating  did  not  live 
up  to  expectations.  Then  came  a 
lengthy,  lovely  spring — at  least  along 
the  East  Coast — that  opened  the  win- 
dows and  shut  down  the  furnaces. 
Summer  has  been  a  sizzler  (particular- 
ly in  the  Midwest  and  the  South),  but 
instead  of  heading  for  the  mountains 
or  the  seashore  in  the  family  gas-guz- 
zler, many  people  stayed  home  glued 
to  their  air  conditioners. 

Then  there  was  the  so-called  reces- 
sion, whose  major  casualties  seem  to 
have  been  a  couple  of  big  energy  us- 
ers— the  automobile  and  housing  in- 
dustries. With  assembly  plants  closed 
down  and  construction  sites  all  but 
nonexistent,  workers  had  no  place  to 
go.  And  a  lot  of  vacation  plans  sudden- 
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ly  were  scrubbed  in  favor  of  backyard 
barbecues  and  reruns  of  Laveme  atid 
Shirley. 

Since  it  takes  60  days  or  longer  to 
get  the  tankers  from  Bahrain  to  the 
tanks  in  Bayonne,  there  are  bound  to 
be  occasional  short-term  imbalances, 
but  that  is  all  they  will  be — short 
term.  When  OPEC  meets  again  in 
mid-September,  I  expect  Saudi  Ara- 
bia to  cut  back  production  from  9.5 
million  barrels  a  day  to  8.5  million, 
or  maybe  even  8  million,  depending 
on  the  conditions  that  exist  at  the 
time.  The  Saudis  are  as  aware  as 
anyone  that  their  nasty  neighbors 
will  not  tolerate  indefinitely  too 
great  a  disparity  in  the  Saudis'  post- 
ed price  ($28  to  $29  per  barrel)  and 
the  price  others  wish  to  charge  ($37 
to  $38  per  barrel). 

The  Saudis  also  realize  that  the  po- 
litical situation  in  the  U.S.  is  in  a  state 
of  flux,  to  say  the  least,  and  the  pres- 
ent Administration  is  not  of  a  mind  to 
hinder  or  help  Yamani  and  Company 
short  of  an  outright  invasion  or  take- 
over by  distinctly  unfriendly  folk. 

Should  the  Republicans  win  the 
election  this  fall,  as  most  polls  now 
indicate  they  well  may,  we  will  be 
saddled  with  lame-duck  leadership 
until  after  the  first  of  the  year.  Dur- 
ing this  time,  our  national  resolve 
concerning  the  Middle  East  may  be 
tested.  Even  if  Governor  Reagan 
should  become  President  Reagan,  the 
troubles  are  far  from  over.  Since  he 
is  trying  to  live  down  a  "hawkish" 
image,  considerable  mischief  and 
disruption  could  take  place  as  the 
new  head  of  state  finds  his  way  in 
the  world.  The  Russians  should  be 
up  to  no  good  as  usual  and  be  busy 
creating  chaos  in  the  foreign  oilfields 
through  their  operatives  in  Iran,  Iraq 
and  Yemen. 

If  the  institutions  get  their  jollies) 
darting  in  and  out  of  the  better-situ 
ated  energy  stocks,  let  them.  Aftei 
all,  they  play  the  investment  game  by 
a  different  set  of  rules  than  individ- 
uals do.  They  don't  have  to  worry 
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pout  short-term  capital  gains  taxes, 
>r  one  thing.  What's  more,  they  can 
lade  for  as  little  as  3  or  4  cents  a 
tare.  However,  sooner  or  later  they 
ill  be  back  owning  oils  because  they 
now  the  supply  is  being  exhausted, 
his  should  translate  into  higher 
roduct  prices,  higher  corporate  earn- 
igs  and  dividends  and  higher  stock 
rices,  providing  the  government 
Desn't  interfere  any  more  than  it 
as  already.  Besides,  with  so  many 
llions  to  invest,  the  institutions  are 
rtually  forced  into  energy  equities, 
there  simply  aren't  enough  other 
.aces  to  stash  the  cash. 

A  little  more  than  a  year  ago,  I 
tcommended  Union  Oil  of  California 
9)  at  a  split-adjusted  price  of 
ound  16.  One  of  the  reasons  I  liked 
le  company  and  continue  to  like  it 
its  extensive  acreage  in  and 
ound  the  good  old  U.S.A. — specifi- 
illy  Alabama,  the  Beaufort  Sea 
orth  of  Alaska),  the  Georges  Bank 
ff  Massachusetts)  and  the  Gulf  of 
fiexico.  Depending  on  whom  you 
ilk  to,  you  get  earnings  estimates 
lr  1980  ranging  from  $3.50  to  $3.90 
t;r  share,  up  from  $2.88  per  share  in 
979.  For  1981,  the  estimates  range 
[t  the  $4.50-to-$4.75  area. 
I A  little  less  than  a  year  ago  I  be- 
p  recommending  Pennzoil  (41)  at 
le  then  price  of  30.  The  stock  took 
)i  in  December  and  reached  a  high 
/  over  54  in  February  before  retreat- 
g  to  its  present  level.  It  has  been 
ader  pressure,  partly  because  of 
mcern  over  Pennzoil's  copper  oper- 
ion,  which  has  been  suffering  from 
ird  times  in  the  construction  mar- 
et  and  from  the  threat  of  a  strike, 
onetheless,  the  latest  estimates  are 
»r  earnings  per  share  of  $6.25  to 
>.45  for  1980,  vs.  $4.69  in  1979  and 
'..49  in  1978.  Next  year  looks  like 
'.45  per  share,  which  makes  the 
ock  appear  undervalued  at  less 
an  6  times  earnings,  especially 
hen  you  consider  the  company's 
cent  growth  record. 
One  of  these  days  investors  are 
iing  to  wake  up  to  the  fact  that  NL 
■dustries  (49)  is  no  longer  in  the  lead 
isiness  but  is  a  major  diversified  oil- 
irvice  company  (70%  of  its  business 

present  and  growing).  NL  Indus- 
lies  is  a  leading  or  dominant  factor 

all  the  oilfield  markets  in  which  it 
irticipates,  and  is  number  one  in 
e  world  when  it  comes  to  produc- 
g  drilling  mud,  the  gunk  used  to 
>ol  drilling  bits.  Earnings  for  1980 
i.ould  be  around  $4.55  to  $5  per 
are,  and  next  year  $5.55  to  $6 
ems  possible.  ■ 
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Want  good  value  in  stocks? 
Get  'em  while 
they're  cold. 


Instead  of  chasing  after  the  cur- 
rent "hot"  stocks  of  the  day, 
Windsor  Fund  concentrates  on 
overlooked  and  undervalued  stocks 
. . .  and  tries  to  buy  them  before 
they  are  discovered  by  others. 
That's  how  the  Fund  seeks  long- 
term  capital  growth  and  income. 

To  see  how  well  this  independ- 
ent-minded strategy  has  worked 
for  the  last  twenty  years,  send  for 
Windsor's  latest  Shareholder 
Report  and  Prospectus.  They  may 
explain  why  individual  and  corpo- 


rate investors  alike  have  chosen 
Windsor  Fund. 

•  NO  SALES  COMMISSION 

•  NO  REDEMPTION  FEE* 

Windsor  Fund  offers  a  clear- 
cut  alternative  to  most  other 
investments. 

For  free  information  without 
obligation,  mail  coupon.  Or  call 
toll-free:  (800)  523-7910.  In 
Pennsylvania,  call  toll-free: 
(800)  362-7688. 

•Redemptions  are  at  the  then  current  net  asset  value. 


Vanguard/WINDSOR  fund 


/  would  like  more  informa- 
tion including  advisory  fees, 
distribution  charges,  and 
other  expenses.  Please  send 
me  the  latest  Windsor  Fund 
Shareholder  Report  and  a 
Prospectus  so  I  may  read  it 
carefully  before  I  invest  or 
send  money.  I'm  also  inter- 
ested in  □  Keogh  Plans  and/ 
or  □  IRA  Plans 


Drummer's  Lane,  Valley  Forge,  PA  1 9482 


Print  Name 


Address 


City 


State 


Zip 


CALL  TOLL-FREE:  (800)  523-7910 

In  Pennsylvania  (800)  362-7688 

GROUPof  INVESTMENT  COMPANIES 

Over  50  Years  of  Service  to  Investors  •  Over  $2.5  Billion  in  Assets  7C  forn-404  / 


A  MEMBER  Of 


Get  stocked 
for  the  Ws. 

Where  are  the  realistic  financial  values  for  the  unpre- 
dictable decade  ahead?  We  at  Penn  Square  feel  the  answer 
is  a  diversity  of  fundamentally  undervalued  common  stocks, 
not  in  second-guessing  market  cycles. 

Explore  our  objectives.  Penn  Square  Mutual  Fund  may  be 
the  answer  you're  looking  for. 

For  more  information,  including  management  charges 
and  expenses,  write  or  call  us  for  our  free  prospectus. 
Read  it  carefully  before  you  invest  or  send  money. 

800/523-8440  In  PA,  call  collect  2 1 5/376-6771 


I  liiij  | 


Address 


City  State  Zip_ 

23  years  of  investment  experience/Over  S  140,000,000  in  assets 


Penn  Square  Mutual  Fund 

■  5th  &  Washington  Sts .  PO  Box  1419,  Reading.  PA  19603  M 
|        Name  .  £ 


I       City  State  Zip   1 


\fenture  Capital 


If  a  new  venture  company  does  badly,  it 
needs  more  capital  to  survive.  If  it  does 
well,  it  needs  more  capital  to  grow. 

GOOD  BYE  TO 
ALL  THIS 
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By  Thomas  P.  Murphy 


I  AM  REPOTTING,  go- 
ing into  something 
else.  This  is  a  fare- 
well column  to  sum 
up  for  my  readers 
what  seven  years  in 
venture  capital 
taught  me. 

My  first  Forbes 
column,  written  in 
July  1976,  was  most- 
ly tears.  It  was  titled:  "Can  You  Smile 
While  Losing?"  In  1976  "venture" 
was  still  in  the  1974-75  recession,  and 
that  column  reflected  the  pessimism 
I — -and  most  of  the  industry — felt. 

Three  companies  I  had  invested  in 
were  teetering  on  the  edge  of  bank- 
ruptcy. Among  bankers,  venture  cap- 
italist was  a  dirty  phrase.  It  was  worse 
still  with  institutional  money  manag- 
ers. Then  the  climate  began  to 
change.  Many  venture  firms  began 
racking  up  huge  profits.  The  pariahs 
of  the  mid-Seventies  now  have  be- 
come the  glittering  prizes  of  the 
1980s.  Money  has  a  short  memory. 

This  brings  me  to  a  point  that  can- 
not be  overstated:  Venture  investing 
is  patient  investing.  Those  three  com- 
panies teetering  on  the  edge  of  bank- 
ruptcy five  years  ago  are  up  and  run- 
ning now,  but  it  will  take  another 
three  years  at  least  for  them  to  ma- 
ture. If  you  invest  in  deals,  accept  the 
fact  that  you  are  likely  to  be  locked  in 
for  a  long  time. 

One  minor  curse  of  the  industry  is 
the  confusion  about  what  venture 
capitalists  invest  in.  We  all  hear  from 
truck  drivers  who  want  to  start  bowl- 
ing alleys  and  housewives  who  want 
to  open  gift  shops.  That  is  not  ven- 
ture— for  two  reasons.  The  size  of  the 
investment  is  too  small.  More  impor- 
tant, a  venture  deal — to  be  worth  the 
trouble  and  risk — has  to  have  very 
high  upside  potential.  The  possibility 
of  a  10-to-l  payout  is  minimal.  You 
don't  often  get  it,  but  the  potential 
should  be  there. 


A  good  venture  investment  also 
ought  to  bring  with  it  a  good  "story." 
You  should  be  able  to  explain  to  a 
layman  what  the  company  does  and 
why  that  is  very  exciting.  If  their  eyes 
glaze  over,  you  may  have  problems. 
After  all,  if  more  capital  is  needed  (it 
usually  is)  and  you  have  to  sell  some  or 
most  or  all  of  your  share  of  the  com- 
pany, you  could  end  up  having  to  sell 
that  same  story  to  other  investors. 

More  money  is  the  recurrent  dilem- 
ma of  the  new  venture.  If  a  company 
does  badly,  it  needs  more  capital  to 
survive.  If  it  does  well,  it  needs  more 
capital  to  grow.  The  temptation,  espe- 
cially for  people  new  to  the  venture 
business,  is  to  shore  up  faltering  busi- 
nesses by  giving  them  money.  It  is 
usually  a  mistake.  Money,  in  any 
quantity,  will  not  compensate  for 
management  shortcomings,  though  it 
always  looks  as  though  it  will. 

Venture  capitalists  appear,  to  out- 
siders, to  be  exceptionally  clever  at 
picking  promising  products.  I  was 
asked  recently  by  a  very  large  corpora- 
tion to  explain  why  private  venture 
capitalists  had  a  40%  success  ratio 
(their  statistics),  while  corporations 
doing  the  same  thing  had  only  a  20% 
success  ratio.  My  questioner,  a  staff 
man,  was  convinced  that  venture  cap- 
italists were  more  clever  than  big 
companies  at  doing  market  research. 

Not  so.  Most  of  the  product  re- 
search I've  seen  in  venture  was  far 
short  of  what  a  big  company  would 
do.  It  isn't  product  where  you  make 
your  mistakes.  We  can  all  find  some- 
one somewhere  to  look  over  a  new 
product  and  tell  us  if  it  makes  sense.  If 
the  company  is  in  business  already,  it 
is  easy  to  do  customer  checks.  Do 
they  like  the  product?  The  service? 
Would  they  buy  more? 

The  hard  part  is  management.  A 
mediocre  product  with  good  manage- 
ment is  far  better  than  the  reverse. 
How  do  you  pick  good  management?  I 
don't  know.  The  best  you  can  do  is 
avoid  picking  really  bad  management. 
Does  the  entrepreneur  or,  better  still, 


the  team  know  the  industry?  Do  th 
have  a  track  record?  Are  they  stabl 
Do  they  pay  their  bills?  Are  th 
hungry?  A  reasonably  large  ego  is  i 
drawback  either.  Entrepreneurs  ne< 
self-confidence  to  sustain  themselv 
through  the  inevitable  rough  spot 
Modesty  is  no  virtue. 

What  my  questioner  in  the  vej 
large  corporation  probably  didn't  ui 
derstand  is  the  necessity  of  "pod 
boying"  a  business  into  existence 
is  not  just  a  question  of  salaris 
which  are  generally  paltry  in  m 
companies,  but  of  fanatic  nick 
squeezing. 

It  is  also  helpful  to  forget  much 
what  you  learned  in  business  schoc 
and  big  companies.  It  is  simply  in 
true,  for  instance,  that  you  have 
have  a  company  treasurer.  Maybe  t 
receptionist  can  do  a  little  bookkee 
ing.  If  she  makes  mistakes,  they  w 
probably  be  cheaper  than  a  financ 
officer's  salary.  A  small  compai 
ought  to  grow  organically.  It  is  fatal 
try  to  fill  in  the  boxes  on  a  conve 
tional  organization  chart.  People, 
they  are  good,  somehow  sort  out  t 
priorities  and  get  the  work  done  th 
has  to  be  done.  The  rest  is  a  luxu 
you  can't  afford. 

The  wild  card  in  a  new  business 
marketing.  It  always  costs  a  lot  mc 
and  takes  a  lot  more  time  than  y 
thought.  This  should  surprise  no  or 
Selling  a  new  product  from  an  u 
known  company  doesn't  promise 
be  easy.  But  because  you  are  norma' 
enthused  about  the  product,  the  dif 
culty  is  chronically  underestimated 

Rule  of  thumb:  Only  one  salesm 
out  of  every  three  hired  will  work  oi 
Unlike  established  companies,  whe 
even  poor  salesmen  manage  to  s 
something,  a  poor  salesman  in  a  ne 
business  sells  nothing.  A  success  pi 
file  gradually  emerges,  and  you  dev 
op  a  feeling  for  the  kind  of  person  w 
can  make  it  in  marketing.  But  tr 
can  take  years.  In  one  company,  i 
example,  past  success  in  selling  in  t 
same  "industry  turned  out  to  me 
nothing.  What  counted  was  t 
"cocktail  party  test."  The  success' 
as  things  evolved,  were  bright, 
their  30s  and  personable.  You  wot 
enjoy  meeting  them  at  a  cocktail  p 
ty.  Trivial?  It  must  have  cost  $1  m 
lion  to  learn  this. 

All  this  suggests  the  ultimate  poii 
the  uses  of  pragmatism.  A  small  co: 
pany  never  evolves  the  way  you  t 
pect  it  to  evolve.  It  is  a  probing,  leai 
ing,  cut-and-try-again  process  that 
timately  evolves  into  a  business.  Tt 
is  its  fascination.  ■ 
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Four  ways  Forbes  CEO  Plan 
can  benefit  your  key  personnel 
and  your  company 


<ey  personnel  at  over  200  companies  are  now 
'eceiving  Forbes  on  a  regular  basis  through 
rorbes  CEO  Plan.  Consider  the  benefits  of 
rorbes  as  an  information  and  training  program  at 
/our  own  company. 

1.  By  receiving  Forbes  regularly,  your  key  per- 
sonnel keep  informed  about  other  companies, 
Dther  industries,  new  management  strategies 
and  techniques.  Contact  with  fresh 
approaches  to  familiar  problems  should  ^?T" 
generate  a  new  interest  and  boost  produc 
:ive  thinking  in  their  own  jobs. 

2.  Forbes  contributes  to  job  en- 
ichment  by  stressing  the  import 
ance  of  the  individual  in  the 
:ompany.  Forbes  articles 
jemonstrate  again  and 
again  that  good  man- 
agement can 


overcome  every  obstacle  to  success,  bad  man- 
agement even  with  everything  in  its  favor  can 
send  a  company  down  the  drain.  On  a  more 
personal  basis  no  other  business  magazine 
takes  care  of  the  executives  own  money  matters 
like  Forbes  in  its  Money  and  Investments 
section. 

3.  Management  surveys  have  shown  maga- 
zines to  be  a  prime  source  of  new 
deas.  A  personal  copy  of  Forbes 
can  be  taken  home  and 
read  at  leisure.  Uninter- 
rupted reading  allows 
the  maximum  bene- 
fit from  each  issue. 

4.  Whether  paid  by  the 
company,  or  the  individual, 
subscription  rates  are  sig- 
nificantly reduced.  At 
the  same  time,  com- 
pany involvement 
need  be  minimal.  All  materials, 
all  order  processing  are  provided  by 
Forbes. 

We  suggest  that  what's  good  for 
top  management  is  good  for  all 
other  key  personnel.  For 
more  details,  fill  in  and 
return  the  coupon  be- 
low  or  call  Jay 
O'Brien  (212)620-2346 


Forbes  CEO  Plan 

60  Fifth  Avenue,  New  York,  N  Y.  1 001 1 

Please  send  details  about  the 
above  plan  and  how  my  company's  key 
personnel  can  receive  Forbes  at  preferential  rates. 


.  State. 


Telephone  —  Area  Code  . 
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Acorn 
Fund 


NO-LOAD 


Write  for  free  prospectus  for  more 
complete  information,  including  man- 
agement charges  and  expenses.  Read 
it  carefully  before  you  invest  or  send 


money. 


Name 


Address 


.Zip. 


THE  ACORN  FUND,  INC. 
120  S.  LaSalle  St. 
Chicago,  IL  60603 
(312)  621-0630 

F-8-80 


WHICH 

NO  LOADS 

(no  broker  feel 

ARE  EXPECTED  TO  PERFORM 
BEST  IN  THE  YEAR  AHEAD? 


GROWTH  FUND  GUIDE  is  a  service  that  tells 
you  what  it  thinks  and  why.  No  doubletalk 

CURRENT  ISSUE  contains  24  pages  of  forecasts, 
ratings,  charts,  risk  ratios  &  strength  studies  on 
what  are  believed  to  be  the  nation's  top  NO-LOAD 
(no  broker  fee)  funds.  Aggressive,  Growth,  Quality, 
Cash  Haven  and  Special  Situation  Funds  (gold, 
mergers,  instant  switch  funds)  are  all  covered. 
See  which  NO  LOADS  are  now  leading  the 
way  up  in  each  classification. 

SPECIAL  $2  OFFER      f  2 

will  bring  you  immediately  by  return  mail 

Our  current  issue  Reg.  $7.50 

+  Bonus  report  No  Load  vs.  Load  Reg.  $4.00 

Simply  mail  this  ad  and  $2  to 
GROWTH  FUND  RESEARCH,  INC. 

Growth  Fund  Research  Bldg. 
Yreka,  Calif.  96097 

GfloWTn 


THE  INVESTORS  GUIDE  TO  DYNAMIC  GROWTH  FUNDS 


For  the  first  time  in  20  years,  a  significant 
difference  has  emerged  in  the  liquidity  oj\ 
investors  in  different  parts  of  the  U.S. 

THE  NORTH  WILL 
RISE  AGAIN 


By  Srully  Blotnick 


Who  has  more 
money,  Sunbelt  in- 
vestors or  those  in 
the  northern  states? 
We  don't  mean 
which  are  richer, 
rather  which  on  av- 
erage currently  have 
more  cash  and  cash 
equivalents  on 
hand.  The  unexpect- 
ed answer  is  the  northerners. 

Something  fascinating  happened 
during  the  last  business  cycle  that  did 
not  happen  during  the  prior  four,  and 
it  has  left  the  nation  with  a  signifi- 
cant difference  in  investor  liquidity 
from  region  to  region. 

Since  the  1974-75  recession  there 
were  far  fewer  regional  opportunities 
for  investors  in  the  Northeast,  Upper 
Midwest  and  Northwest  than  there 
were  elsewhere  in  the  U.S.  Through- 
out the  South,  the  investors  in  my 
sample  noticed  not  only  an  influx  of 
new  businesses  and  residents  but  also 
a  variety  of  speculative  possibilities 
that  surfaced  as  a  result. 

"I'd  never  thought  of  land  as  an 
investment  for  me  before,"  said  Bert 
and  Cindy,  longtime  residents  of  Dal- 
las. "But  last  year  [in  1977]  we  decided 
to  do  it.  It  set  us  back  over  $100,000 
but  I  know  we'll  do  real  well." 

Similarly  in  San  Diego,  Gregg  and 
Carol  saw  hordes  of  people  lining  up 
to  buy  every  available  house  or  condo- 
minium and  decided  they  should  be 
doing  the  same.  "You  know,  it's  not 
as  if  those  people  are  homeless,"  said 
Gregg  in  1978,  "they're  buying  those 
things  because  they  expect  them  to  go 
up — way  up — in  value." 

Carol  found  the  whole  phenomenon 
a  bit  unbelievable,  "leant  call  them 
crazy,"  she  said  at  the  time.  "Look  at 


Dr.  Srully  Blotnick  is  a  practicing  psychologist 
and  autlxjr  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


the  prices:  They  do  keep  rising.  If  yc 
don't  buy  it  today,  it  costs  more  ti 
morrow."  This  statement  was  heal 
throughout  the  country  during  the  p 
nod,  about  a  variety  of  items. 

Nearly  twice  as  wealthy  as  Bert  ar 
Cindy,  Gregg  and  Carol  made  the  d 
cision  that  year  to  buy  two  condomii 
iums  in  a  half-finished  building  £ 
hour's  drive  from  their  home.  On 
cost  $109,000,  the  other  $90,000. 

The  purchases  were  strictly  speci 
lative;  they  had  no  intention  of  mo1 
ing  into  either.  ("We  love  this  house 
said  Cindy,  "and  we're  not  about 
sell  it.")  The  units  had  been  bougl 
solely  for  resale.  "In  the  meantime 
Gregg  added,  "we've  rented  them." 

"Any  problems?"  we  asked.  "Yesi 
he  replied,  "both  are  producing  a  nei 
ative  cash  flow.  We're  paying  oi 
more  to  carry  them  than  we're  cc 
lecting  in  rent.  But  it's  okay,  the  prit 
is  going  to  continue  to  rise,  and  v 
should  turn  a  nifty  profit  in  the  end. 

The  recession  has  quieted  the  spe 
ulative  frenzy  considerably,  in  real  e 
tate  as  well  as  comic  books.  As 
result,  neither  Bert  and  Cindy  m 
Gregg  and  Carol  have  reaped  the  r 
wards  they  were  anticipating.  Bi 
they've  not  given  up  hope  by  an 
means.  "We're  going  to  hang 
there,"  said  Gregg.  "Things  will  sta 
bubbling  again  soon.  I'm  sure  of  it." 

One  factor  that  prevented  the  fre: 
zy  from  attaining  even  higher  heigh 
was  the  nature  of  the  sellers.  Wii 
Bert's  and  Cindy's  permission,  v 
contacted  the  previous  owner  of  tri 
parcel  that  they  bought.  The  man  wr 
owned  it  was  a  66-year-old  widowe 
selling  it  now  because  he  no  long 
planned  to  make  use  of  it,  and  as  1 
put  it:  "I'd  have  been  a  danged  fo< 
not  to  take  an  offer  that  good. " 

The  point  here,  and  it  is  an  impo 
tant  one,  is  that  the  money  that  spe 
ulators  were  spending  went  to  oth 
speculators  in  only  14  of  the  81  cas« 
involved.  That  quieted  things  dovw 
dramatically,  since  in  essence  ti 
money  was  being  pulled  out  of  tl| 
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ol.  The  14  speculators,  on  the  other 
nd,  wasted  little  time  putting  the 
doming  money  to  use  in  another 
i  rchase,  feeding  the  frenzy  further. 
Meanwhile,  back  in  the  North, 
mparable  couples  and  individual  in- 
stors  in  Chicago,  Boston  and  Seat- 
:,  who  did  not  have  similarly  juicy 
portunities  staring  them  in  the 
;e,  talked  a  great  deal  about  the  dra- 
atic  increase  in  the  price  of  housing, 
t  did  little  else.  If  they  had  to  make 
move  and  needed  to  purchase  a 
ime  for  their  own  personal  use,  they 
i.  But  their  investment  monies  did 
it  flow  in  comparable  dollar 
lounts  into  large-ticket  speculative 
irchases  of  land  and  condominiums, 
s  not  that  they  weren't  willing, 
ley  were.  They  simply  didn't  have 
y  nearby  offerings  to  seize  upon. 
The  upshot?  For  the  first  time  in 
er  20  years,  a  significant  difference 
s  emerged  in  the  degree  of  liquidity 
investors  in  different  parts  of  the 
S.  Usually,  they  all  go  together 
rien  they  go.  A  speculative  mania 
at  hits  one  part  of  the  country  soon 
reads  and  affects  the  rest.  Everyone 
ints  to  get  into  the  act,  and  some- 
iw  manages  to  do  so. 
Not  this  time.  While  investors  in 
orida,  Arizona,  New  Mexico,  Texas 
M  California  were  funneling  their 
rplus  funds  into  real  estate,  those  in 
e  North  were  putting  the  bulk  of 
eir  available  investment  capital  into 
oney  funds,  where  much  of  it  still 
mains. 

They  weren't  thrilled  about  it,  mind 

01.  They  were  only  making  a  15% 
turn  per  annum — fully  taxable — and 
ought  Sunbelt  investors  were  mak- 
g  50%  to  100%,  and  then  some,  and 
e  profit  would  be  a  capital  gain. 
Well,  it's  not  over  yet.  Another  cy- 

2,  another  chance,  perhaps  this  time 
another  part  of  the  country,  where 
e  cotton  may  not  be  high,  but  the 
luidity  is.  Those  who  were  calling 
r  a  bust  in  housing  prices  may  have 
en  too  pessimistic,  simply  because 
is  time  around  neither  Bert  nor 
regg  has  been  fired  (last  time,  in 
75,  Gregg  was).  And  as  long  as  the 
cession  remains  either  short  and/or 
allow,  they'll  be  able  to  hold  on,  but 
in  effect  puts  them  out  of  the  game. 
The  gain  might  be  smaller  than 
any  Sunbelt  investors  had  hoped 
entually  to  see,  but  as  long  as 
ey've  still  got  their  jobs,  it  doesn't 
em  likely  that  there  will  be  a  forced, 
ass  liquidation  of  properties — an 
itomatic  return  to  liquidity. 

As  for  northern  investors,  hang  in 
ere,  y'all.  ■ 


300th  COMMON  DIVIDEND 


A  regular  dividend  at  the  increased  rate  of  One  Dollar  and  Fifty  Two  and 
One  Half  Cents  ($1,525)  per  share  has  been  declared  upon  the 
Common  Stock  of  American  Brands,  Inc.,  payable  in  cash  on 
September  2,  1980,  to  stockholders  of  record  at  the  close  of  business 
August  8,  1980.  Checks  will  be  mailed. 
C.  A.  Mehos,  Executive  Vice  President  &  Chief  Financial  Officer 

July  29,  J  980 

GALLAHER  LIMITED 

The  Franklin  Life  Insurance  Company 

Tvfaster  Lock  Company 

JlttmrsTHlBram  Instilling  (£o. 

©  Wilson  Jones 

Sunshine  Itiscuits,  inc 
Oacushnet  company 

THE  ANDREW  Jegens  COMPANY 
i^^fl^  visible!  records,  inc. 


DUFFY -MOTT  COMPANY,  INC. 


W.R. 


1  &  Sons  Cutlery 


American  Brands,  Inc.,  245  Park  Avenue,  New  York,  N.Y.  10017 


TEACHING  KIDS 

BUSINESS  IS 
OUR  BUSINESS. 


Junior  Achievement  offers  business  people  a  rare  opportunity.  A  chance 
to  share  their  knowledge  with  the  next  generation  of  business  people. 

In  our  JA  evening  program  you'll  meet  once  a  week  with  high 
school  students  to  help  them  set  up  and  run  their  own  companies.  Or,  in 
our  daytime  program,  Project  Business,  you'll  go  into  classrooms  once  a 
week  to  teach  8th  or  9th  graders  about  the  business  world. 

To  find  out  more  about  Junior  Achievement  contact  our  local 
office  listed  in  your  white  pages  or  write  Junior  Achievement  Inc., 
National  Headquarters,  550  Summer  St.,  Stamford,  Conn.  06901. 

Like  over  30,000  other  men  and  women  you'll  discover  a  special 
sense  of  achievement  when  you  join  Junior  Achievement. 
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A  little  pride  will  go  a  long,  long  way. 


3* 
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Forum  for  world  leaders. 

When  China's  Vice  Premier  Deng  Xiaoping  Teng  visited 
Washington,  the  world's  balance  of  power  began  to  change. 

Just  before  leaving  China,  Deng  had  spoken  freely  to 
one  American  publication  about  the  purpose  and  signifi- 
cance of  his  visit. 

As  had  Brezhnev  a  few  weeks  before.  Deng  spoke 
exclusively  to  TIME.  Partly  because  in  TIME  his  ideas 
would  be  spread  among  the  leadership  community  in  all  the 
nations  important  to  an  emerging  China;  and  partly  because 
TIME  has  long  been  recognized  as  the  foremost  journal  of 
news  in  the  world. 

It  is  the  importance  of  TIME  Magazine— known  in  any 
land  or  language— that  gains  it  entrance  to  the  hard-to- 
see. . .  and  earns  it  more  readers  in  more  countries  than  any 
other  news  magazine. 

The  most  colorful  coverage  of  the  week. 

©Time  Inc.  1980.  All  Rights  Re 
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REAL  ESTATE 


REAL  ESTATE 


Oceanf  ront  Condominiums 


HILTON  HEAD  ISLAND, 

$68,900/$6,900  down 

Fully  furnished  oceanfront  condominiums  on  Hilton 
Head  Island  are  becoming  scarce.  Inquire  today. 

Call  803-785-8666. 

Hilton  Head 

Beach  and  Tennis  Resort 


360  Payments  ot  V 
APR  subject 
This  offer  not  valid  <n  state 


710  21'APR  i4°-0 
to  change 

s  where  restricted  by  law 


Treehouse 


Assemble  This  Unique  Home 
In  A  Few  Weeks 
For  Price  &  Construction 
Package  Information  Send  $4  00  To: 


"XTbpsider  Homes 


P.O.  Box  849  F 
YarJkinville.  N  C  27055 
919-679-6846 


MONTANA  FARM 

l  ocated  50  miles  southeast  of  Billings 
adjoining  the  Pryor  Mountains.  Highly 
productive  irrigated  dryland  farm  in 
a  spectacular  setting.  Over  3.000  acres 
under  pivot  plus  2.000  acres  of  dry- 
land wheatland.  Exceptionally  high 
return  can  he  obtained  from  this  farm. 
Owners  anxious  for  a  fall  sale,  have 
requested  we  consider  all  offers. 

HALL  AND  HALL  INC. 

P.O.  Box  1924 
Billings.  MT  59103 
(406)  252-2155 
Exclusive  agents  for  sellers 


TRAV  ERSE  CITY.  MICHIGAN 

4'/2  well-situated,  wooded  acres  on  a 
deep,  clear  inland  lake  stretching  for 
nearly  3  miles  among  the  hills  270 
feet  above  Grand  Traverse  Bay  in 
Michigan's  lower  peninsula  »400  feet 
of  firm,  pebbled  shore  faces  the 
morning  sun  BA  well-maintained  but 
expendable  complex  of  cottages 
dating  from  the  1920's  occupies  a 
portion  of  the  site  ■Property  allows 
privacy  with  sensitive  development 
potential  in  one  of  the  nation's  fast- 
est growing  areas  HSize  of  parcel  ex- 
tendable HPrice  in  quarter-million 
dollar  range  BTerms.  (616)  947-9494 

FREE  CATALOG 

Big  .  .  .  Free  FALL  1980  Catalog 
describes  and  pictures  more  than  2,700 
I  arms,  ranches,  acreages,  recreational 
properties,  businesses,  town  and  coun- 
try homes  in  43  states  coast  to  coast! 
Please  specify  type  and  location  pre- 
ferred. 

UNITED  FARM  AGENCY 

612-Y  W.  47th  Street 
Kansas  City,  MO.  64112 


PERSONAL  SERVICES 

FREE  TRIAL  SUBSCRIPTION.  Our 

easy-to-use  COMPUTERIZED  CASH 
FLOW  MANAGEMENT  system  is 
used  nationwide  by  families  to  help 
them  make  the  BEST  use  of  their  in- 
come. Our  MONTHLY  computerized 
reports  on  YOUR  income  and  ex- 
penses provide  you  with  ALL  the  in- 
formation YOU  NEED  to  effectively 
manage  vour  HOUSEHOLD  finances. 
Call  TOLL  FREE  1-800-327-9191, 
EXT  212,  or  write  BCS.  Inc.,  P.O. 
Box  106,  Shelburne,  Vermont  05482, 
for  complete  FREE  INFORMATION. 
In  Florida  call  1-800-432-7999. 


TAHITI 

Twin   Tahitian  houses,   a  sea- 
front  home,  a  hilltop  home,  35 
miles  from  Papeete,  on  Tahiti, 
I ti  -       Paradise  setting,  7Vi  4- 
acres,    formerly    Zane  Grey's 
fishing  camp,  available  for  im- 
mediate occupancy.  Offered  at 
$350,000   U.S.,   fully  equipped. 
Box  A200  Forbes 
60  Fifth  Avenue 
New  York,  NY  10011 


FLORIDA  LAND 

On  St.  Johns  River:  30,000  acres 
undeveloped  land,  18  miles  east  of 
Orlando,  between  State  Roads  46 
&  50.  Contact  owner: 

NORR1S  COMPANY 
P.O.  Box  1088.  Ocala,  Fla.  32670 
(904)  622-7151 

WESTERN  KENTUCKY  LAND 

Ten  acres  with  one-acre  lake.  For 
you  and  yours,  scenic  beauty,  good 
soil,  climate,  social  stability.  Now, 
and  for  legacy  of  self-sufficiency  in 
food,  energy,  work  and  play.  $27,500; 
contract  part  at  9%.  Request  photos, 
details.  DR.  JAMES  SHREWSBURY, 
505  Jefferson,  Princeton.  KY  42445. 
Phone  502  365-6119. 


MANAGEMENT  SERVICES 

You  know  properly-motivated  people 
produce.  Bur  how  to  motivate''  Your 
thought  and  action,  based  on  this 
clear  and  concise  report  will  make 
your  people  WANT  to'  produce!  A 
tool  for  the  manager  seeking  reasons 
and  results,  not  rhetoric — 18  proven, 
practical  methods  explained;  not  a 
compensation  plan.  100%  money- 
back  guarantee  Only  $18  will  get  the 
report  to  you  in  a  couple  of  weeks; 
results  and  recognition  shortly  there- 
after. MR.  STEVEN  M.  EDGETT 
1409  5th  St.  S.E.  Suite  3 
Minneapolis,  MN  55414 


HEALTH  CARE 


"The  Prostate  Gland 
in  Health  and  Disease" 

Informative  and  interesting  cassette 
tapes    coordinated    with  four-color 
anatomical  drawings  are  available  at 
nominal  cost.  For  further  informa- 
tion, send  self -addressed  envelope  to: 
The  Layman's  Medical  Institute 
P.O  Box  61255 
New  Orleans,  LA  70161 


BUSINESS  SERVICES 

For  Collection  of  your 
Delinquent  Accounts  Rec»-i>afo 

FRED  NOZ 
ATTORNEY  AT  LAW 
342  Madison  Avenue 
(at  44th  St.)  New  York,  NY 
(212)  NY  7-3046 
PRACTICING  COLLECTION  I] 
25%— ATTORNEY'S  FEE  —  251 
amount  actually  collected.  Disbi 
ments  for  court  filing  fees  and 
lar  items  are  billed  to  client  : 
ratcly,  but  are  added  to  amount 
which  customer  is  sued  and  dedu 
in  computing  the  25',c  attorney's 
which  is  based  upon  the  net  co 
tion.  New  York  State  only. 


EXECUTIVE  SERVICES 


NECKTIE  N ARRO WIN 


NECKTIES  RECU1  &  RESHAP1 
to  the  new  narrower  width — 
$4.50  per  tie  4  tie  minimum 
Send  for  free  tie  mailer  or  mai. 
direct.  Satisfaction  guaranteed 
ROBLIN  TIEMASTER 
190E  Glen  Cove  Avenue 
Glen  Cove,  NY  1 1542 


HOW  TO  ADVERTISE  IN 

FORBES  CLASSIFIED 


REGULAR  CLASSIFIED  LISTINGS:  All  listings  are  ac- 
cepted at  the  discretion  of  the  Publisher.  Line  rate  is 
$22.30.  Minimum  size  ad  is  one  inch  (14  agate  lines) 
costing  $312.20.  FORBES  will  typeset  without  charge. 


DISPLAY  CLASSIFIED  ADVERTISING:  Line  rate  is 
$21.90.  Minimum  size  for  display  of  two  inches  (28 
agate  lines)  costing  $613.20.  Must  be  submitted  as  film 
negative  or  camera-ready  mechanical  to  size.  For  spe- 
cific requirements  send  for  order  form. 

Box  numbers  provided  on  request.  There  is  no 
charge  for  mailing  service  on  blind  ads. 
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REACH  THE  AFFLUENT  IN  FORBES  CLASSIFIED- 
ONE  OUT  OF  EVERY  7  FORBES  SUBSCRIBERS 
IS  A  MILLIONAIRE 


Forbes 


JSINESS  OPPORTUNITIES 

■800-327-6970 

Facts  About  U.S. 
il/Gas  Lease  Program: 

FRC  special  offer  of  $10. 
filing  per  family  to  introduce 
you  to  this  program 

$1,200,000  awarded  to  FRC 
clients  in  past  8  months 
Oil  prices  doubled 

since  1977 

100%  Tax  Deductible 
Complimentary  Brochure 
73 


---HOME  IMPORT"" 

MAILORDER  BUSINESS 

g  earnings  in  profitable  spare/ 
II  time  project.  Deal  direct 
th  overseas  suppliers.  Newest 
oducts  at  fraction  U.S.  cost. 
)  to  500%  profit.  No  product 
vestment.  Famous  world 
ider  starts  you. 
rite:  Mellinger,  Dept.  C1599 
DOdlana  Hills,  CA  91367 


rogram  Services  offers  a  new  Con- 
t  in  filing  for  oil  &  gas  leases. $15 
filing  period  brings  you  instruc- 
is,  materials  &  geological  recom- 
ldations.  For  free  brochure  contact: 
ogram  Services,  2300  Candelaria, 
uquerque.  NM  87107;  (800) 
I-6050  Ext.  1980. 


BUSINESS  PRODUCTS 
&  SERVICES 


UEL  ALCOHOL  PLANTS 
STUDIES — DESIGN — 
CONSTRUCTION 

Feasibility  to  Start-up 
Any  or  All  of  the  Services 
ecessary  to  Get  You  Into  a  Plant 
I  MGY  to  70  MGY  Capacities 
;ast  Track  Design  Build  Avail- 
ble  for  Professional  Services  of 
Quality  and  Reputation 
(WRITE) 
VTE  ENERGY  SYSTEMS,  INC. 
423  N.  University  Avenue 
Little  Rock,  Arkansas  72205 


COURSES/ SEMINARS 
TRAINING  PROGRAMS 


TOTAL  MIND  POWER 

lOW  TO  USE  THE  OTHER 
90%  OF  YOUR  MIND) 

free  booklet 
TOTAL  MIND  POWER 

INSTITUTE 
*4,  LARKSPUR,  CA  94939 


FORBES  BINDERS 


SLIP  CASES  OR 
BINDERS 

or  .i  year  of  Forbei  magazine. 
In  red  and  gold  leatherette. 
Slipcases:  $4.95;  three  for  $14 
iinders:  $6.50;  three  for  $18.75 
end  check  with  your  name  and 
address  to: 
Jesse  Jones  Rox  Corp. 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 


ClaSSified/septernber  1,1 


980 


BUSINESS  OPPORTUNITIES 

FREE  MONEY 
REPORT 

5.000  unique  money  sources  for  new 
or  existing  businesses  at  very  com- 
petitive rates.  Lucrative,  prestigious 
business  opportunities  also  available. 
Work  your  own  hours.  No  experience 
necessary.  Proven  success  formula. 
National  company  will  assist  every 
way  possible.  Write:  DFC,  Dept. 
43-B-9,  1145  Reservoir  Avenue,  Cran- 
ston, Rhode  Island  02920. 

START  YOUR  OWN 
MAIL  ORDER  BUSINESS 

Start  with  GIFTIME'S  fabulous  col- 
or catalog  of  giftware  &  novelty  items 
all  dropshipped  for  you.  No  packing 
or  shipping.  Unique  Bonus  Plan  stim- 
ulates orders.  Free  catalog  &  details 
from  GIFTIME,  Inc. 
Dept.  FB,  4700  Wissahickon  Ave. 
Philadelphia,  PA  19144 
(215)  842-1400 


WIN  BIG  OIL  MONEY 


II  Toil   F  .« 


S25-2S41  Eil  8,  in  Colorado  Call  Co 
1-447-1399  Eil  6,       Or  Wrile 

F.  Milligan,  inc. 

1942  20th  Si  .  Orawtr  14081  M 
eould«'.  CO  80307 


MAIL  ORDER  OPPORTUNITY 


Start  a  profitable  home  business  in 
America's  fastest  growing  industry 
—growing  50%  faster  than  general  retail. 
Nationally  known  authority  will  teach 
you  No  previous  experience;  no  product 
investment  required.  Work  full  or  part 
time.  Write  for  free  book  about  mail  order 
opportunities,  case  histories,  plus  com- 
plete details.  No  obligation. 

Mail  Order  Associates 
Dept.  677,  Montvale,  NJ  07645 


CAPITAL  TO  INVEST 

CREATIVE  FINANCING 

Financial  guarantees 
Irrevocable  letters  of  credit 
Funds  to  open  escrows 
Standbys-Takeout-Permanent  loans 
Real  estate  or  venture  capital 

BROKERS  PROTECTED 
SEND  PACKAGES  TO: 
RANCOR  LTD. 
567  San  Nicolas  Dr.  Suite  206 
Newport  Beach,  CA  92660 
714/640-1633 


BUSINESS  CONNECTIONS 


ARAB  BUSINESSMEN 
HAVE  MONEY 
TO  BUY  &  INVEST 

Top  Finders  Fees  Paid 
Finders  Inquiry  Invited 
Write  Box  A199  Forbes 
60  Fifth  Avenue 

New  York.  NY  1001 1 


EXPORT  SHIPPER:  Monthly  News- 
letter for  US  merchandise  exporters. 
Country  by  country-patents,  trade- 
marks, sales  agency  regulations, 
R&D,  investment  incentives,  port  fa- 
cilities. Intl  Trade  Show  Directory. 
Export  procedures,  current  trade 
policy  business  practices.  Features: 
Banking  Facts,  At  Risk.  Predex.  Sam- 
ple Copy  $2:  EXPORT  SHIPPER, 
299  Madison  Avenue.  NY  10017. 


VIDEO  CASSETTES 


34  pages  of  high  technology 
name-brand  products 

Send  for  the  1981  Inovision  High  Tech- 
nology catalogue  filled  with  hundreds 
of  electronic  products  (home  com- 
puters, TV's,  videocassettes.  games, 
and  morel  by  Sony,  JVC.  Canon,  Casio, 
and  other  top  manufacturers.  Send  $2 
payment  to:  Inovision,  Dept  F9.  P.O. 
Box  402425,  1250  American  Parkway. 
Dallas.  TX  75240, 


BOOKS  &  PERIODICALS 

BUSNIFACT 

1980  EDITION 

Handy  reference  booklet  of  interest- 
ing, useful  business  facts.  Includes: 
largest  U.S.  companies,  key  economic 
indicators,  loan  amortizing  payment 
tables,  personal  income  tax  rates,  key 
financial  ratios  &  formulas,  common 
metric  conversions,  much,  much  more! 
Compact,  handy,  vest  pocket  size 
(3'/2"x7%"x1/4").  Send  $4.95  to 
PORT-A-FACT  BOOKS 
PO  Box  368-F  Moorestown,  NJ  08057 


MISCELLANEOUS  FOR  SALE 

GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade. 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 


SURVIVAL  FOOD 

PROMPT  SHIPPING  NATIONWIDE 
Full  Line  MT.  House 
Stores  1 5  -f-y  rs. 
Send  for  Free  Catalog 
LONG  LIFE  SURVIVAL 
FOOD  PRODUCTS,  INC. 
1123  F  Pinehurst  Rd, 
Dunedin,  FL  33528 
PHONE  (813)  733-5608 


COMPLETE  LINE  OF 
INVESTMENT  QUALITY 

BRA/TITAN  GEMSTONES 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORATION 
235  6th  Street 
Pine  City.  Minn.  55063 
612-629-2537 
Associates: 
Industria  Dc  Joias  Padua  LTDA. 
Belo  Hori/onte.  Brazil 


EXECUTIVE  GIFTS 


An  Alternative  To 
The  $23  Button  Down 
0urs...$15*> 


100%  COMBED 
COTTON  OXFORD 
BUTTON  DOWN 


Finest  traditional  design  and  tailoring 

Seven  button  front,  placket  sleeve,  left 

breast  pocket,  double  reinforced  side 

seams  and  sleeves. 

Your  satisfaction  guaranteed 

Blue  or  White  Sizes  14Va-17VW32-35. 


Huntington  (Siothiprs 

2258  E  MAIN  ST  •  COLUMBUS,  OHIO  43209 
Order  loll  Free  800  848-6203  in  Ohio  614-237  5695 

Please  send  me  100°  0  cotton  shirt(s)  @  $15  50  ea 
Add  $2  00  (or  ship  &  ins  regardless  ot  quantity 
Ohio  res  add  4%  sales  tan 


Size  . 


Pers  Ck 
Card  No 
Exp  Date 
Signature 
Name  


White 
Visa 


Mstr  Chg  Sank  No 


Address. 
City  


\  State 
\ 


Zip 


AUTHORIZED  TRS-80'    DEALER  A301 


Up  to  15%  Discount 
on  TRS-80's 

26  1051  4K  LEVEL  I  $  424  00 

26  1056  I6K  LEVEL  II  688  00 

26  4002  64K  I  DRIVE  349°  00 

1-800-841-0860  toll  free 
micro  management  systems,  inc. 

Downtown  Ploza  Shopping  Center 
1I5C  Second  Av  .  S.W 
Co.ro,  Georgio  31728 
(912)  377-7)20  Go  Phone  No   


TRS-80  COMPUTERS 

As  a  Radio  Shack  »  Authorized  Sales 
Center  owned  &  operated  bv  Pan  Amer 
tcan  Electronics.  Inc  ,  we  can  sell  them 
for  less  No  raxes  collected  on  out  of 
state  shipments.  We  pay  shipping  h  in 
surance, 

TOLL  FREE  800/531  7466 
Texas  &  Main  No  512/581  2765 
1117  Conway,  Mission,  Texas  78572 


SHARING 


IS  CARING 


Thoughts 

on  the  Business  of  Life 


Some  people  will  never  learn 
anything,  for  this  reason, 
because  they  understand 
everything  too  soon. 
Alexander  Pope 


The  most  important  function 
of  education  at  any  level  is 
to  develop  the  personality  of 
the  individual  and  the 
significance  of  his  life 
to  himself  and  to  others. 
Grayson  Kirk 


You  can  teach  a  student  a  lesson 
for  a  day;  but  if  you  teach  him 
to  learn  by  creating  curiosity 
he  will  continue  the  learning 
process  as  long  as  he  lives. 
Clay  P.  Bedford 


Our  opinions  become 
fixed  at  the  point  where 
we  stop  thinking. 
Joseph  Ernest  Renan 


The  happy  mind  is 
the  curious  mind. 
William  Feather 


A  Text . . . 

Let  no  man  despise  thy  youth; 
but  be  thou  an  example  of 
the  believers,  in  word,  in 
conversation,  in  charity, 
in  spirit,  in  faith,  in  purity. 
I  Timothy  4:12 


Sent  in  by  John  D.  Schroek,  Apple  Creek, 
Ohio.  What's  your  favorite  text:  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


Management  can  be  learned 
theoretically  out  of  a  book, 
but  management,  in  my  opinion, 
depends  to  a  much  greater 
degree  on  native  talent 
and  perhaps  intuition 
and  in  some  instances, 
I  must  say,  a  little  luck. 

MONFORD  ORLOFF 


With  few  exceptions.  America's 
most  conspicuously  successful 
men  of  affairs  early  acquired 
the  habit  of  reading  all 
ubout  their  line  of  business 
a>ul  kept  up  ibis  practice 
no  matter  how  busy  they 
became  Progressive  business 
leaders  recognize  that  tlxy 
cannot  afford  not  to  read 
about  business,  business 
currents,  business  discoveries, 
business  developments  The 
man,  especially  the  young  man. 
who  conceitedly  imagines  that 
he  knows  it  all  and  that 
therefore  t/jere  is  no  need  for 
him  to  tr\'  to  learn  more,  is 
doing  bis  best,  or  his  worst, 
to  bring  about  his  own  undoing 
B.C.  Forbes 


A  man  ought  to  read  just 
as  inclination  leads  him; 
for  what  he  reads  as  a  task 
will  do  him  little  good. 
Samuel  Johnson 


The  multitude  of  books 
is  making  us  ignorant. 
Voltaire 


That  is  a  good  book  which 
is  opened  with  expectation 
and  closed  with  profit. 
Amos  Bronson  Alcott 


It  is  only  by  labor  that 
thought  can  be  made  healthy, 
and  only  by  thought  that 
labor  can  be  made  happy. 
John  Ruskin 


More  than  3.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $11.95.  Send  check  and  order 
to:  Forbes  Inc.,  60  Fifth  Ave..  New  York. 
N  Y.  10011.  Add  appropriate  sales  tax  on 
New  York  State  orders. 


The  man  who  does  not 
read  good  books  has  no 
advantage  over  the  man 
who  can't  read  them. 
Mark  Twain 


I  would  not  call  any  one 
a  gentle  reader  who  does  not 
now  and  then  take  up  a  dull 
book  and  enjoy  it  in  the  spirit 
in  which  it  was  written. 
Samuel  McChord  Crothers 


'Tis  pleasant,  sure, 

to  see  one's  name  in  print; 

a  book's  a  book  although 

there's  nothing  in't. 

Byron 


Nothing  is  more  hateful  to 
wisdom  than  too  much  subtlety 
Seneca 


The  more  unintelligent  a  man 
is,  the  less  mysterious 
existence  seems  to  him. 
Schopenhauer 


Mediocre  men  often  have 
the  most  acquired  knowledge. 
Claude  Bernard 


People  expect  to  find  condensed 
between  the  covers  of  a 
dictionary  the  knowledge  of 
the  world  as  reflected  in 
their  language.  Above  all, 
they  demand  that  this  knowledji 
be  accurate  and  up  to  date. 
Indeed,  why  not?  The  dictionary 
is  often  the  only  reference 
book  of  any  kind  that  many 
people  ever  own. 
Laurence  Urdang 


Learning  preserves  the  errors 
of  the  past,  as  well  as  its 
wisdom.  For  this  reason, 
dictionaries  are  public  dangers, 
although  they  are  necessities. 
Alfred  North  Whitehead 


The  function  of  knowledge  is  to 
prevent  dogma  from  accumulati 
Jerome  Kagan 
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ITS  BEEN  CENTURIES 
since  the  Vikings  stormed  out 
|  of  a  mist  at  the  Isle  of  Skye. 
I  But  there  are  mornings  still 
that  a  MacLeod 
walks  the  bluff. 
Just  to  make  sure. 


rhe  good  things  in  life 
stay  that  way. 
Dewar's* never  varies. 


Authentic  % 

t/  The  Dewar  Highlander  * 


ENDED  SCOTCH  WHISKY  .  86  8  PROOF  •  ©  SCHENLEY  IMPORTS  CO..  N  Y,  N  Y. 


When  your  company 
works  hard  for  money  money  should 
work  hard  for  your  company 


The  Chemical  Solution: 
ChemSphere  Consulting. 


ChemSphere  Consulting  puts  your  company's 
money  to  work  full-time. 

How  hard  your  company's  money  works  de- 
pends on  how  efficiently  you  collect,  use  and  disburse 
it.  ChemSphere  consultants  identify  and  analyze  your 
cash  management  problems,  then  give  you  objective, 
as  well  as  effective,  solutions.  So  night  or  day, 
whether  your  company's  money  is  here  or  abroad,  you 
know  how  to  make  it  work  hardest  for  your  company. 

ChemSphere  Consulting  solutions  are  already 
working  for  hundreds  of  organizations  worldwide. 

Companies,  financial  institutions  and  govern- 
ments around  the  world  are  already  profiting  from  our 
proven  cash  management  consulting  services.  And  so 
can  you,  no  matter  how  unique  or  complex  your  cash 
management  problems  are. 


A  team  of  consultants  that's  part  of  the  solution, 
not  part  of  the  problem. 

ChemSphere  cash  management  consultants  are 
experts  who  offer  you  a  broad  range  of  experience, 
from  banking  and  economics  to  finance  and  computer 
technology.  They  make  it  their  business  to  define  youtl 
cash  management  problems,  and  to  provide  objective 
solutions  tailored  to  meet  them. 

Tell  us  about  your  cash  management  problems. 
We'll  tell  you  about  the  Chemical  solutions. 

Mention  ChemSphere  Consulting  to  your 
Chemical  account  officer.  Or  write  W.  D.  Baird,  Jr., 
Senior  Vice  President,  Chemical  Bank,  20  Pine  Street 
N.Y.,  N.Y.  10005.  Or  call  us  at  (212)  770-3600.  We'll 
tell  you  more  about  how  cash  management  problems 
disappear  with  the  Chemical  solution. 


Chemical  3aink 

Leader  in  worldwide  cash  management. 
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Shur-Wipe  2 
disposable  wipers 
work  like  cloth  for  a 
fraction  of  the  cost. 

Fort  Howard  s  Shur-Wipe  2  dis 
posable  wipers  not  only  feel  like 
cloth,  they  work  like  cloth. They're 
ideal  for  every  job,  from  greasy 
machinery  to  light  clean-ups.  Wet 
or  dry,  Shur-Wipe  2  wipers  are 
made  to  hold  up. 

They  cost  about  3<P  per  wiper. 
Compare  that  to  your  rag  service 
and  you  could  find  a  real  savings. 

And  Shur-Wipe  2  wipers  are 
more  sanitary  than  rags.  When 
one  gets  dirty,  toss  it  and  use  a 
fresh  one. 

Put  them  to  the  test.  For  a 
free  trial  packet  call  the  Fort  and 
ask  for  Lou  Kidd.  Dial  (312) 
T-H-E-F-O-R-T.  Or  write  to  us 
on  your  letterhead.  And  go  — ^ 
from  rags  to  riches.  T^,/ 


Fort  Howard  Paper 


Gn'i-n  R.iy.  Wisconsin  54305 


omrags 
►  \to 
riches. 


Call  the  Fort 


Oil  Iho  Fori  is  .1  siwviro  iiwrA  of  Fivt  How.ln/  Pa$HM 


Dial  (312)  T-H-E-F-O-R-T 
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Recycling.  The  more  you  look  at  it  " 
the  better  it  looks. 


Everybody  benefits.  In  the  last  eight  years 
thousands  of  civic  groups  and  individual  collectors 
have  earned  over  $250  million  through  recycling. 
The  public  profits  from  a  cleaner  environment.  And 
Alcoa"  gets  to  put  the  used  metal  back  to  work. 


It  helps  municipalities.  Recycling  this  aluminum 
helps  relieve  overburdened  landfill  facilities.  And  it 
generates  extra  revenue.  Aluminum  is  the  most 
valuable  material  found  in  quantity  in  municipal 
waste  recovery  systems. 


1979 

9.4  billion 
cans  collected* 

1976 

4.8  billion 
cans  collected 


1973 

1.6  billion 
cans  collected 


n 


It's  growing.  More  and  more  Americans  are  collect- 
■ng  used  aluminum  cans.  Last  year  alone  over  nine 
..  illion  cans  were  turned  in  for  recycling.  That's 
almost  six  times  as  many  cans  as  were  collected 

in  1973.  •Alcoa  estimate 


It  creates  jobs.The  recycling  industry  is  growing 
fast.  Since  1970,  it  has  added  an  estimated  15,000 
new  jobs  to  the  economy.  Jobs  that  involve  buying, 
processing,  transporting  and  remelting  used  cans 
into  new  mecal. 


It  conserves  energy.  Recycling  saves  95  percent 
of  the  energy  needed  to  make  new  aluminum  from 
ore.  In  1979,  recycling  also  helped  Alcoa  reduce 
its  consumption  of  coal  and  bauxite— both  valuable 
natural  resources. 


A 


We  can't  wait  for  tomorrow.  For  additional 
information  about  this  exciting  new  industry  that 
saves  more  and  more  energy  as  it  grows,  write 
Aluminum  Company  of  America,  446-J  Alcoa  Building, 
Pittsburgh,  PA  15219. 


7orbes 


Features 


japan:  The  Shell  Game.  Talk  about  fiscal  profligacy:  Japan  is 
running  a  government  deficit  that  makes  Uncle  Sam  look 
like  a  piker  37 

Companies:  Cunning  Old  Ma  Bell.  Investors  seem  to  have 
missed  some  things  behind  AT&T's  restructuring  38 

Espionage:  "We  Are  A  Soft  Target. "  If  you're  a  businessman 
you  may  be  a  KGB  target  without  knowing  it  42 

Defense:  The  Push-Button  Delusion.  The  U.S.  counts  on 
complex,  expensive  weapons  to  offset  Soviet  numerical 
superiority  in  troops  and  hardware.  The  risks  are  high,  and 
even  the  Pentagon  is  having  second  thoughts  49 

Companies:  As  Good  As  Oil  In  The  Ground.  Standing 
redwood  forests,  that  is.  In  fact,  to  judge  from  Pacific 
Lumber  Co.,  redwood  might  be  better  62 

The  Funds:  Time  For  A  Switch*  A  common  folly  may  have 
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U.S.  airlines  and  becoming  number  one  sometime  before 
the  end  of  the  decade  81 
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government  gives  a  little — and  attacks  a  little  86 


The  Recession:  Not  Everywhere.  This  recession  is  sciec 
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talking  jobs.  Does  it  mean  anything?   9i 

Trade:  Islands  Of  Free  Trade.  A  big  business  now  91 
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Despite  the  recession,  public  oil  and  gas  partnership  fund 
are  booming.  Look  before  you  leap  12 
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Games:  Dungeons  and  Dragons.  That's  the  name  of 
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They've  justp 
of  not  specifi 


Fuel  costs  keep  going  up.  In  1979 
alone  they  rose  no  fewer  than  five  times. 

As  the  cost  goes  up,  so  does  the 
case  for  airlines  to  specify  Rolls-Royce 
RB211  engines  on  the  747 

They  are  the  most  fuel-efficient 
engines  available  for  747  aircraft  now 
being  ordered  for  service  in  1982. 


This  was  a  major  factor  that  led  Qant 
the  world's  only  all-747  airline,  to  chant 
engine  suppliers  and  order  Rolls-Royc 
RB211  engines  on  their  new  747s.Thac 
use  7%  less  fuel  than  their  predecess< 
Qantas  are  so  impressed  that  the 
have  already  ordered  seven  Boeing  7^ 
all  of  which  in  due  course  will  have  a 


U 
uelco 


new 


t  up  the  price 
ig  Rolls-Royce 
747. 


olls-Royce  RB211  variant  that  cuts 
lei  consumption  by  at  least  another  4%, 
pt  provides  more  power. 

With  an  annual  fuel  bill  of  over 
309  million,  it  is  hardly  surprising 
at  Qantas  was  attracted  by  the 
ospect  of  an  11%  cut  in  fuel  costs  on 
i  new  aircraft. 


These  engines  save  a  great  deal 
of  money.  But  what  is  perhaps  more 
important  is  that  they  will  save 
precious  fuel.  Which  is  what 
oil-producing  nations  and  the 
rest  of  the  world  want. 

ROLLS-ROYCE  INC.,  375  PARK  AVENUE, 
NEW  YORK,  NEW  YORK  10152. 
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Heir  very 

It  was  billed  as  a  staff  luncheon  celebrating 
Malcolm  S.  Forbes'  61st  birthday  but  the 
company's  boss  had  more  on  his  mind 
than  simply  marking  the  all-too-fast  pas- 
sage of  time.  Speaking  with  (for  him) 
unusual  solemnity  and  deliberately  draw- 
ing out  his  phrases  to  keep  the  assembled 
Forbes  executives  and  senior  editors 
guessing,  Malcolm  finally  came  to  the 
punchline:  As  of  that  day,  Aug.  18,  he  was 
giving  up  the  presidency  of  this  company. 
A  scant  hour  earlier  the  board  of  directors 

had  elected  Malcolm  S.   

(Steve)  Forbes  Jr.  presi- 
dent and  chief  operating 
officer  of  Forbes  Inc. 

Malcolm  Forbes  re- 
tiring? "Don't  dust  off 
that  gold  watch  you've 
been  keeping  for  me," 
he  kidded  his  oldest 
son.  As  chairman  and 
editor-in-chief,  Mal- 
colm Forbes  Sr.  will 
continue  as  the  com- 
pany's chief  executive 
officer.  But  he  made  it 
clear  that  henceforth 
Steve  will  be  making 
some  of  the  corporate 
decisions  in  the  family 
business  that  was  founded  by  Steve's 
Scottish  immigrant  grandfather  63  years 
ago  this  month. 

Call  it  nepotism,  but  it  works.  Over  a 
long  span,  when  many  once-famous 
magazines  were  declining  and  dying, 
Forbes  has  continued  to  prosper  and  to 
maintain  its  influence  in  the  business 
community.  Its  paid  circulation  now 
stands  at  over  690,000.  It  carried  a  record 
2,641 .32  advertising  pages  last  year;  only 
seven  magazines  carried  more,  all  of 
them  weeklies,  which  Forbes  is  not. 

Although  he's  only  33,  Steve  Forbes 
has  been  preparing  for  his  new  job  half 


MSF,  Jr.  and  Sr. 


apparent 

his  life.  He  graduated  from  the  Bit 
School  and  Princeton  University,  v 
ing  summers  at  Forbes  and  begir 
his  publishing  career  at  Princeton  in 
as  founding  editor  oiBusiness  Today,  a 
extant  quarterly  devoted  to  giving 
dents  a  balanced  view  of  the  bus 
world.  Since  joining  Forbes  in  1971  .' 
has  worked  in  all  facets  of  a  fast-gro 
and  now  international  business.  Bt 
heart,  like  his  father's  and  grandfatl 
belongs  to  editorial.  As  a  writer  and 
associate  and  s. 
editor  of  the  maga 
Steve  wrote  every 
from  brief  Faces  Be 
The  Figures  to  full » 
stories.  As  an  exec 
now,  Steve  keeps  a 
ing  briefcase  and 
shirt  and  tie  in  h 
fice,  ready  on  shoi 
tice  to  fly  off  anyvj 
in  the  world  on  Fc 
business.  But  he 
keeps  his  editorial 
in  with  his  regula 
umn  in  Fact  And  C 
ment  (current 
Railroads). 

  Steve    has  al: 

earned  something  of  a  reputation  as ; 
on  the  economy.  Annually  U.S. 
awards  a  crystal  owl  for  the  most  acc 
economic  forecasts  for  the  upcoming 
Steve  won  the  owl  in  1975  and  197« 
only  reporter  to  do  so  twice,  ani 
runner-up  in  1978.  In  the  interest  c 
disclosure,  however,  we  must  revea 
he  blew  it  in  1 977,  predicting  interest 
would  drop  and  saying  bonds  were  at 
buy.  (Instead,  interest  rates  went  u; 
bond  prices  dropped. )  Oh,  well.  Onl> 
are  right  all  the  time  and  people  who  i 
willing  to  stick  their  necks  out  don't 
for  Forbes — let  alone  run  it. 


Airline  Armageddon— and  beyond 


In  times  of  trouble,  the  seeds  of  success 
are  sown.  This  homily  neatly  explains 
the  reasoning  behind  the  cover  story  in 
this  issue.  Everyone  knows  the  airline 
industry  is  in  bad  trouble.  What  is  al- 
most certain  is  that  the  troubles  will 
lead,  in  downright  Hegelian  fashion,  to 
shakeout  and  consolidation,  and  that 
will  lead  to  new  prosperity  for  some. 
Focusing  ahead  of  the  news,  in  this 
issue  Forbes  picks  the  probable  winner: 
Delta  Air  Lines,  which  is  using  the 
current  turmoil  to  position  itself  for  a 
drive  toward  the  top  spot  when  the  day 
comes — and  come  it  will — that  the 
planes  are  flying  full  again. 

Staff  Writer  Harold  Seneker  didn't 


think  about  Deepest  Philosophy  i 
proaching  his  story,  of  course.  "1 
simply  startled  to  discover  that  mo 
our  major  airlines  are  not  currently 
ble  businesses  in  the  sense  that  a  fi 
hearted  banker  ought  to  be  looki. 
them:  Return  on  capital  for  mosl 
won't  cover  interest  costs  on  new 
for  new  planes."  But  the  result  won 
old  Hegel  proud,  back  there  in  Pi 
ophy  101.  The  airlines'  woes  are  Tl 
of  course.  Seneker  found  Antithesi: 
sonified  by  Delta  Air  Lines.  He 
"Once  you  put  the  two  together, 
becomes  a  matter  of  simple  antrum 
The  sum  of  it  all  begins  on  page  81. 
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Prime  Computer,  Inc. 
and  Puerto  Rico* 
A  partnership  that  works* 


act 


"Our  star t>up  in  Puerto  Rico  beat  all  forecasts. 
And  we  were  profitable  very  quickly." 

Kenneth  G.  Fisher  President  and  CEO,  Prime  Computer,  Inc. 


J.S. 
m 

"Our  experience  in  Puerto 
n  t-ico  has  been  very  favorable.  So 
test;  iuch  so  that  we  can  do  much 
reve  aore  there  than  we  originally 
.:.  lanned.  including  very  technical 
aings.  And  that's  really  a  function 
the  quality  of  our  Puerto  Rican 
iployees.  They  are  determined  to 
our  very  best  producer.  In  fact, 
ley'd  bet  on  it. 

"Everything's  been  positive  in 
le  sense  of  the  people.  They're 
ttelligent,  hard-working,  indus- 
ous,  punctual.  They  have  a  great 
al  of  pride  in  what  they're  doing, 
here's  no  quality  fall-off  in  Puerto 
ico.  So  our  Puerto  Rico  plant  is 
ie  of  the  lowest-cost,  most  efficient 
)erations  in  our  whole  company. 

"In  just  one  year,  we've  made  a 
immitment  to  triple  the  work 
rce.  We  have  a  number  of  new 


and  demanding  projects  for  Puerto 
Rico.  They'll  take  them  in  stride. 
So  the  issue  really  is  getting  the 
extra  floor  space.  And  the  Puerto 
Rican  government,  will  help  us  get 
that— fast.  They  are  willing,  really 
willing  and  anxious  to  pitch  in. 

"Sure  you  get  the  tax  break. 
But  the  thing  a  CEO  really  wants  to 
know  is  did  he  get  the  deal  he  went 
for.  In  Puerto  Rico,  we  got  the  deal 
we  went  for— and  then  some. 
Because  we  got  productive  people!' 


Compare  your  effective  tax  rate 
with  this  hypothetical  profit  model. 

Sales  $5,000,000 
Production  Worker  Payroll  500.000 
Profit  Before  Tax  500.000 
Eligible  Incentives 
A.  5%  Production  Worker 

Payroll  Deduction  $  25,000 

B  Income  Tax  and  Property 
Tax  Exemption  at  Partial  Rates 

Pre-Tax  Income  $  500,000 

Production  Worker 

Payroll  Deduction  25,000 
Adjusted  Taxable  Income  $  475.000 

ANNUAL  INCOME  TAX 
CALCULATION  BY  PERIOD* 


Years 

%  Tax  Exempt 

%  Taxable  Income 
Taxable  Income 
Calculated  Tax 
Effective  Tax  Rate 


1-5 

90% 

10% 
$47,500 
$12,475 
2.50% 


6-10 

75% 

25%. 
118,750 

36,458 
7.29% 


11-15 

65% 

35% 
166,250 
56,075 
11.22% 


16-20 

55% 

45% 
213.750 

76,163 
15.23% 


•Dura 

been 


Prime's  Puerto  Rico  plant  handles  every  phase  of 
memory  board  production. 


i  of  tax  exemption  depends  upon  e.cotjr.iphica!  zone  in  whuh  [he  firm  ha' 
nbltshed  In  addition,  note  thai  the  U  S  Internal  Revenue  Code  Seaioi 
you  hring  current  profits  home  without  V  S  taxes 

ueno  Rico  Economic  Development  Admin: 


proved  by  the  Electoral  Review  Board 


Puerto  Rico,  US.  A. 

The  ideal  second  home  for  American  business. 

For  more  information:  write  us  on  your  company  letterhead 
Puerto  Rico  Industrial  Development,  Dept  FB- 1 .3 . 1290  Avenue  of  the  Americas,  New  York,  N'.Y.  10102  .  Or  call  us  toll-free:  (800)  22  3*0699,  ext.  223. 


Is  your  small  business 
having  a  big  problem  with 
incoming  calls? 


You  need  the  Com  Key  system. 


The  Com  Key  system 
helps  manage  incoming 
calls  more  efficiently. 

Only  from  Bell. 

If  your  small  business  is  having 
a  big  breakdown,  it  could  be  the 
fault  of  your  communications  system. 

Too  much  communication.  Not 
enough  system. 


"1  tried  to  reach  you, 
but..." 

Symptom  #1:  Your  office  goes 
to  lunch  and  your  business  goes  with 
it,  leaving  phones  unattended  and 
clients  unable  to  reach  you. 

Very  unprofitable. 

With  the  Com  Key®  416  system 
by  Western  Electric,  you  can  control 
which  phones  ring  on  which  lines, 
to  ensure  coverage  during  lunch 
breaks.  It's  called  flexible  ringing. 

"He's  on  another  line . . ." 

Symptom  #2:  Clients  are  put 
on  hold  indefinitely  because^tw 
line  is  busy. 

Very  frustrating. 

With  the  Com  Key  system, 
your  secretary  can  inform  you 
discreetly  over  the  intercom  that 
a  second  call  is  on  the  line.  Without 
even  interrupting  your  conversation. 

"I  was  put  on  hold 
forever. . ." 

Symptom  #3:  A  client  calls,  but 
no  one  can  find  the  person  being 
called.  While  the  hunt  goes  on,  the 
client  is  left  cooling  his  heels. 


Very  irritating. 

With  the  Com  Key  system's 
paging  option,  anyone  in  virtually 
any  part  of  the  office  can  be  located 
within  seconds. 

There's  more  to  the 
Com  Key  system. 

We've  described  just  a  few 
of  the  ways  the  Com  Key  system 
can  help  a  small  business  with  two 
to  four  phone  lines  communicate 
better. 

There's  even  more  to  the 
Com  Key  system.  Like  Conference 
calling*  Music  on  hold.  Even  a 
personal  line  nobody  else  can 
use  to  make  sure  important  calls 
always  get  through  to  you. 

Call  your  local  Bell  System 
company  today  for  details. 

And  start  avoiding  those  big 
breakdowns. 

The  Com  Key  system 
by  Western  Electric 


'Voice  quality  may  decrease  depending  on  the  distance  between 
conferees  and  the  number  of  persons  on  the  Conference  call. 


Trends 


Dial  80G— and  pay 

M;i  Bell  is  about  to  drop  another  unmoth- 
erly  price  increase  on  telephone  users. 
Sometime  this  month  AT&T  will  file  an 
application  with  the  Federal  Communi- 
cations Commission  calling  for  increases 
of  as  much  as  60%  to  70%  in  its  charges 
for  WATS  ("wide-area  telephone  ser- 
vice") lines.  These  include  the  now  all- 
pervasive  toll-free  "800"  numbers  that 
have  become  an  integral  part  of  such 
operations  as  hotel  and  airline  reserva- 
tions services,  bank-credit-card  oper- 
ation and  the  like.  No  one  is  sure  just 
what  the  new  tariffs  will  cost,  including 
AT&T  and  the  FCC,  which  will  have  to 
make  the  final  decision.  But  the  signs  are 
not  encouraging.  The  American  Hotel  & 
Motel  Association,  for  instance,  which 
represents  80%  of  that  industry  with 
perhaps  1  million  rooms  to  rent,  is  brac- 
ing for  a  hike  of  60%  to  70%,  which 
could  add  $40  million  to  $50  million  to 
its  costs.  The  innkeepers,  according  to 
Robert  Richards  of  the  association,  fig- 
ure that  it  takes  about  2Vi  calls  on  an  800 
number  to  nail  down  a  reservation.  They 
estimate  that  AT&T's  proposed  new  tar- 
iffs could  tack  35  cents  to  40  cents  to 
each  incoming  WATS  call.  That  figures 
out  to  something  between  $1  and  $1.20 
for  every  prospective  guest's  reservation. 
The  result  would  be  to  add  that  amount 
to  the  hotel  operators'  costs,  an  amount 
they  would  either  have  to  swallow — or 
add  to  their  guests'  hotel  bills. 

Suffer  the  little  children . . . 

The  patter  of  little  feet  seems  to  hold  no 
charm  for  landlords.  A  new  study,  funded 
by  the  Housing  &  Urban  Development 
Department  and  conducted  by  the  Uni- 
versity of  Michigan,  concluded  that  26% 
of  all  rental  housing  units  in  the  U.S. 
banned  families  with  children.  Six  years 
ago  only  17%  had  such  a  policy.  The 
findings,  based  on  a  national  sampling  of 
tenants  and  landlords,  showed  that  about 
40%  of  one-bedroom  units  and  20%  of 
two-bedroom  ones  barred  children. 
Offspring  fared  better  in  larger  quarters, 
not  surprisingly,  with  only  4%  of  three- 
bedroom  units  ruling  them  out.  The  re- 
strictions did  not  stop  with  the  outright 
ban.  More  than  half  the  buildings  that 
did  accept  children,  the  Michigan  re- 
searchers found,  had  rules  about  their 
numbers,  sex  and  age.  Almost  half — 
47% — of  the  two-bedroom  rentals,  for 
example,  excluded  families  with  two 
children  of  opposite  sexes.  (This,  in  part, 
could  reflect  some  local  laws  that  forbid 
boys  and  girls  sharing  a  bedroom.)  The 
random  sampling,  which  included  more 
than  1,000  tenant  households  and  about 
650  managers,  did  not  pinpoint  the  exact 
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centers  of  the  various  restrictions  on 
children  but,  according  to  Robert  Mar- 
ans,  who  directed  the  survey  for  Michi- 
gan's Institute  for  Social  Research,  the 
bans  were  far  and  away  most  prevalent 
in  the  West  and  Southwest. 

Bankers'  harvest 

The  drought  and  searing  heat  that  dried 
up  earnings  for  the  nation's  farmers 
have,  paradoxically,  meant  a  rich  harvest 
for  the  farmers'  banks.  While  those 
bumper  crops  of  recent  years  were  piling 
up  farm  income,  farmers  were  besieging 
their  local  banks  for  money  to  buy  up 
more  land  and  to  bet  on  bigger  and  better 
seasons  to  come.  Land  prices  soared  and 
many  of  the  loans  made  in  those  eu- 
phoric days  were  anything  but  top  grade. 
This  summer's  drought  ended  that  lever- 
aging spree  and  sent  farmers  flocking  to 
Uncle  Sam's  loan  windows.  Borrowing 
there  at  bargain  interest  rates,  they  have 
been  paying  off  the  banks.  The  bankers 
in  turn  have  been  enabled  to  reduce  their 
loan  ratios  to  levels  more  to  the  liking  of 
banking  regulators  and  to  switch  shaky 
loans  to  the  farm-credit  agencies. 

Bicycles  by  the  stack 

Besides  automobiles,  Japanese  cities 
have  to  cope  with  another  kind  of  traffic 
problem,  the  hordes  of  bicycles  that 
commuters  park  and  retrieve  each  day  at 
outlying  railroad  stations.  Japan's  answer 
is  the  high-rise  bicycle  garage.  An  eight- 
story  one  opened  this  summer  at  a  city 
north  of  Tokyo  and  within  a  month  had 
rented  more  than  half  its  1,556  spaces  at 
$8  a  month.  It  uses  computer-run  cranes 
to  lift  the  bikes  and  return  them  on  call. 


Another  high-rise  bike  park,  this  i 
merry-go-round  affair,  is  under  con] 
tion  near  Osaka.  Two  more,  design 
rental  bikes  (which  cost  $4  a  month 
go  up  in  Tokyo  suburbs.  These  are  rj 
level,  collapsible  models  with  their 
suspended  on  chains;  the  floor 
stacked  in  the  structure's  basemci 
hoisted  up  as  they  become  filled 
thought  is  that  this  design  can 
rented  bikes  more  readily  becau 
commuter  can  be  handed  the  firs 
wheels  available. 


■ 


New  money 

The  Chemical  Bank  is  trying  some 
new  in  international  finance:  thre 
six-month  certificates  of  deposi 
nominated  in  SDRs,  the  "special 
ing  rights"  created  by  the  Interna 
Monetary  Fund,  with  values  basec  p 
basket  of  16  currencies.  The  first 
of  the  new  CDs,  valued  at  50  nj§f« 
SDRs,  or  about  $66  million,  sold  b 
in  the  Middle  East,  Far  East  and  E 
The  big  advantage  (and  selling  po 
the  SDR  paper,  according  to  Che  ' 
Vice  President  Zissimos  Frangopoi 
that  the  fluctuations  of  a  basket 
kinds  of  money  should  be  less  th- 
market  shifts  in  any  one  of  the  ir 
ual  currencies  that  make  it  up.  C 
cal's  merchant-bank  subsidiary  n 
don  handles  the  CDs  and  maint  In 
secondary  market  in  them.  Techn  " 
a  depositor  can  choose  whatever  c 
cy  he  wants  to  buy  and  redeem  h 
in  fact,  all  of  the  first  issue  in 
dollars,  reflecting  the  still-strong 
among  money  men  that  the  U.! 
vides  the  most  politically  stable  cu 
in  the  world. 
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Bicycle  parking  in  Japan 
Will  stacking  solve  pileups? 
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Edited  By  John  A.  Conway 


A  ray  of  cheer 

.  Uiyone  still  worried  about  the  Carter 
administration's  proposal  to  impose  a 
/ithholding  tax  on  bank  savings  can  re- 
ax,  at  least  for  this  year.  That  is  the 
:  /ord  from  Louisiana's  Democratic  Sena- 
j  3r  Russell  Long,  chairman  of  the  Senate 
inance  Committee  and  a  man  who 
ught  to  know. 


Farewell  to  Washington 

i'he  political  types  that  fill  Washington's 
apointed  upper  echelons  are  marking 
me  until  the  elections,  but  the  exodus 
om  the  ranks  of  Washington's  bedrock 

unpolitical  bureaucrats  seems  to  be 

(ithering  momentum.  This  month  fed- 
al  pensions  are  scheduled  to  go  up  an- 
:her  7.7%,  the  second  of  the  1980  cost- 
diving  increases.  At  any  one  time 

•>out  250,000  government  employees 
e  ready  for  retirement  (the  breakpoints 
e  55  years  of  age  and  30  years'  service), 

jid  retirements  normally  run  8,000  to 
1,000  a  month.  When  a  cost-of-living 
crease  looms,  however,  they  can  jump 
12,000  a  month  and  the  Office  of 
•rsonnel  Management  guesses  that  just 
ch  a  surge  is  now  under  way. 


Thinking  big  in  Ohio 

)ters  in  Ohio  will  be  asked  next  spring 
lether  they  want  to  start  anteing  up 
money  for  an  ambitious  $6  billion 
(ssenger-railroad  plan  that  will  lace 
eir  state  with  a  new  inter-city  system, 
/e  intend  to  run  passenger  trains  the 
ly  they  should  be  run,"  says  Robert 
sey,  the  new  executive  director  of  the 
year-old  Ohio  Rail  Transportation 
ithority.  So  far  it's  all  on  paper  but 
sey  promises  160-mile-an-hour  trains 
ining  on  their  own  freight-free  rights- 
way   with   once-an-hour  schedules. 

in  place,  he  says,  is  an  interstate 
t  that  would  authorize  Ohio  to  hook 
its  dream  trains  with  railroads  in 
sylvania,  Michigan  and  Illinois  and 
haps  eventually  in  Kentucky  and 
st  Virginia.  Passenger  rail  service  in 
io  now,  Casey  says,  is  limited  to  three 
ttime  Amtrak   routes  daily,  not 
ch  for  an  area  of  41,000  square  miles 
1 1  million  people.  To  get  the  new 
em  on  the  rails,  Ohio's  citizens  will 
e  next  year  on  raising  their  sales  tax 
penny  (to  five  cents),  with  the  new 
ey  ticketed  for  the  rail  plan.  "Presi- 
t  Kennedy  said  Americans  would 
h  the  moon  in  a  decade,"  says  Casey, 
rmer  public  information  director  for 
trak  in  Washington.  "In  Columbus, 
o,  we  predict  that  we  will  reach 
veland  within  the  decade." 
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If  you  d  like  to  know  how  these  boys  can  get  charcoal  by  burning  hard  maple  wood,  drop  us  a  line 


BATEMAN,  BURNS  AND  BRANCH 
sound  like  Philadelphia  lawyers.  Actually, 
they're  rickers  from  Tennessee. 

There  aren't  many  men  who  can  take  a  rick 
of  hard  maple  wood  and  burn  it  into  tiny 
pieces  of  charcoal.  But  these  three  gentlemen 
can.  And,  after  the  charcoal  is  packed  into  big 
vats,  we  gentle  our  whiskey 
down  through  it.  If  you're 
wondering  what  accounts 
for  Jack  Daniel's  smooth- 
ness, give  the  credit  to  this 
charcoal.  But  don't  overlook 
a  trio  of  rickers— named 
Bateman,  Burns  and  Branch. 


CHARCOAL 
MELLOWED 

6 

DROP 

6 

BY  DROP 


Tennessee  Whiskey  •  90  Proof  •  Distilled  and  Bottled  by  Jack  Daniel  Distillery, 
Lem  Motlow,  Prop.  Inc.,  Route  1,  Lynchburg  (Pop.  361),  Tennessee  37352 
Placed  in  the  National  Register  of  Historic  Places  by  the  United  States  Government 
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IATION 
►TILL  COMPETE 
>R 

AN  WE  ONLY 
ALK  ABOUT  IT? 


David  M.  Roderick, 
Chairman, 
United  States  Steel 


x*C^loaaneerina  won't 

\Jf  bring  back  America's 
competitive  edge  in  the 
world.  The  problem  is  bigger 
than  that.  So  is  the  solution. 

"This  nation,  which  practi- 
cally invented  the  idea  of  fair 
itrade,  can  still  prosper  by  that 
ideal.  Returning  to  productiv- 
ity levels  we  once  demanded 
ipf  ourselves,  and  which  made 
ins  a  force  to  be  reckoned  with 
[in  international  trade,  will 
(□require  a  deep  -  shared  com- 
1  mitment  from  the  many  seg- 
ments of  American  society, 
afrhe  people  of  this  country  can 
flltill  produce.  Certainly  as  well 
As  any  other  industrial  society 
Anywhere. 

"What  is  needed  to  make 
^possible  meaningful  produc- 
tivity levels  again  is  capital, 
qppapital  for  more  productive 
iblants  and  equipment, 
cfapital  for  modernization, 
sf  he  very  survival  of  American 
jlindustry  depends  on  it. 

"The  steel  industry  alone 
mas  a  capital  requirement  of 
imearly  $7  billion  per  year 

hrough  this  decade  just  to 
vxneet  government  require- 
ments, modernize  or  replace 
xisting  facilities,  and  expand 


capacity  to  respond  to  this 
country's  ever  increasing  steel 
requirements. 

"For  the  necessary  capital 
to  be  available,  tax  laws  must 
change  to  allow  American 
industry  to  be  at  least  tax 
competitive  with  foreign 
competitors. 

"Our  tax  laws  must  allow 
for  the  recovery  of  invest- 
ments in  plant  and  equipment 
in  at  least  as  short  a  period  as 
our  international  competitors 
. . .  not  five  to  ten  times  longer 
as  is  the  case  today. 

"Facing  up  to  and  then 
acting  positively  on  the 
investment  and  capital 
requirements  of  American 
industry  will  produce 
improved  productivity  more 
jobs,  reduce  inflation, 
and  return  America  to  its 
traditional  position  of 
competitiveness  throughout 
the  world. 

"We  believe  this  country 
deserves  this  much.  What  do 
you  believe?" 


United  States  Steel 


600  Grant  Street,  Pittsburgh,  PA  15230 


Big  brains  come  in 
small  packages. 


*£§£ 


Pitney  Bowes  new  0-10  lb,  electronic  mailing  scale  isn't  big-just  plenty  smart. 


It's  hard  to  believe  how  much  we've  packed 
into  one  low-cost  electronic  scale.  Not  only  does  it 
weigh  mail — it  tells  you  how  much  it  costs  to  insure, 
certify,  register,  send  it  special  delivery  or  get  a  return 
receipt.  And  according  to  early  field  reports  the  scale 
could  also  save  you  money  every  day  on  mailing 
costs. 

The  secret  of  the  scale  is  its  simplicity.  It's  so 
easy  to  operate,  even  part-time  mail  help  can  eas- 

i  1 

Please  send  me  more  information  on  the  0-10  lb.  scale. 
Pitney  Bowes 

1783  Pacific  Street,  Stamford  CT  06926 

Name  


Company/Title. 
Street  


City- 
State. 


.Zip. 
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ily  find  the  lowest  rate  for  any  place  or  circumstance, 
without  looking  at  a  chart  or  rate  book.  And  with  the 
scale  making  many  decisions  for  the  user  automati- 
cally, your  people  work  faster,  more  accurately. 

The  scale  comes  with  a  single  replaceable 
memory  chip  called  a  PROM,  that  contains  all  rates 
and  services.  When  rates  change,  Pitney  Bowes 
automatically  sends  you  a  new  PROM  to  keep  you  on 
top  of  current  rates. 

So  if  you  want  to  see  how  smart  we've  man- 
aged to  make  one  smali  scale,  mail  the  coupon 
today,  or  call  toll  free  (except  Alaska  and  Hawaii) 
800  621-5199  (in  Illinois  800  972-5855). 

Some  fast  facts  •  Weighs  up  to  10  lbs.  •  Electronic  load  cell  accu- 
racy. •  Easy-to-read  digital  display.  •  Wide  selection  of  rates  &  services, 
including  international  air  letter  rate.  •  Special  Charges:  Certified,  Return 
Receipt,  Minimum  Insured,  Minimum  Registered,  Special  Delivery. 
•  Unique  operator  "prompting"  for  simple  operation.  •  Value  add  key 
allows  operator  input  of  additional  charges. 


=p  Pitney  Bowes 


Over  600  sales  or  service  points  throughout  the  U.S.  and  Canada.  Postage  Meters,  Mailing  Systems,  Copiers.  Dictating.  Labeling  and  Price  Marking  Systems 


Follow-Through 


Curiouser  and  curiouser 

Carroll  might  do  justice  to  the 
happenings  at  General  Tire's  $100 
top  Boston  TV  station — but  even  Al- 
wouldn't  believe  him.  The  tale  began 
than  ten  years  ago  when  a  Boston 
epreneur  set  out  to  wrest  the  sta- 
lieense  from  General  Tire's  subsid- 
RKO  General  (Forues,  Oct.  15, 
After  six  years  of  digging,  David 
r  turned  up  enough  dirt  about  brib- 
politieal  payoffs  and  other  skuldug- 
for  the  Federal  Communications 
mission  to  decide  that  because  of 
sins  of  its  parent,  RKO  was  morally 
to  run  a  TV  station  (Forbes,  Mar.  3  )■ 
year  the  FCC  put  it  in  writing  and 
went  to  court.  It  had  plenty  at 
The  FCC  action  could  cost  Gener- 
entire  broadcasting  empire,  a  $400 
on  collection  of  four  TV  and  a  dozen 
stat ions  (see p.  163). 
en  last  month  RKO  General  an- 
ted a  deal  to  sell  its  Boston  station 
ugar's   New   England  Television 
for  $54  million.  But  hadn't  the 
n  effect  stripped  RKO  of  its  license, 
ion's  prime  asset?  RKO  says  it  will 
only   the   "assets" — film  library, 
mitters  and  other  hardware.  The 
ion  is  whether,  without  the  license, 
are  worth  anything  like  $54  million. 
FCC  okays  the  pact,  RKO  also  says 
11  drop  its  appeal  against  the  com- 
on's  ruling,  in  effect  conceding  the 
was  right.  But  it  also  vows  to  con- 
to  fight  loss  of  its  New  York  City 
ther  licenses,  thus  saying  the  FCC 
rong.  The  FCC  says  it  will  have  to 
on  the  sale  and  on  M ugar's  new 
ation.  When  will  that  come?  "Who 
's?"  says  a  commission  spokesman, 
ear,  Alice? 


Banks  of  all  flags 

the  Federal  Reserve  Board  began 
2  to  track  the  presence  and  perfor- 
e  of  foreign  bank  operations  in  the 
t  found  101  of  them.  Six  years  later 
were  271,  and  by  that  time  the 
ers  accounted  for  20%  of  all  the 
ss  loans  in  the  country  and  even 
r  shares  in  key  money  centers  like 
rnia,  where  they  had  33%,  and 
brk,  where  they  commanded  27% 
S,Au}>.  21.  1978). 

foreign  money  men  are  still  corn- 
he  Fed's  count  for  1980  shows  339 
banking  entities,  a  figure  that 
es  loan  offices,  representatives  and 
operations.  Focusing  on  banks 
the  trend  is  just  as  impressive.  At 
d  of  1972  only  34  banks  in  the  U.S. 
oreign-owned;  by  the  end  of  1979, 
than  90  were.  Acquisition,  rather 
itarting  new  banks,  also  became 
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the  favored  route  to  the  U.S.  scene,  and 
the  banks  bought  have  been  getting  big- 
ger. Last  year  two,  each  with  assets  of 
more  than  $4  billion,  were  taken  over 
and  by  the  end  of  this  year,  the  Hong- 
kong &  Shanghai  Bank  will  complete  its 
acquisition  of  New  York's  Marine  Mid- 
land, which  boasts  domestic  assets  of 
more  than  $10  billion. 

Numerically,  when  stacked  against  the 
14,400  commercial  banks  in  the  U.S., 
the  foreign  invasion  looks  insignificant. 
Looked  at  another  way,  by  assets,  it  be- 
comes more  impressive.  In  1972  the 
newcomers  accounted  for  only  0.6%  of 
total  U.S.  banking  assets.  This  year,  if 
the  Marine  Midland  is  included,  the  as- 
set share  is  about  4%.  The  loan  figures 
add  another  dimension.  In  commercial 
and  industrial  loans,  foreign  banks  have 
$46.3  billion  outstanding  in  1979,  they 
had  $36.2  billion;  in  1978,  $26.1  billion. 

That  growth  was  speeded  by  built-in 
advantages.  For  one  thing,  foreign  banks 
could  lend  more  cheaply  than  their 
American  competitors.  A  state-char- 
tered bank  (as  most  of  the  foreign  entries 
are)  that  does  not  belong  to  the  Federal 
Reserve  System,  for  instance,  did  not 
have  to  keep  no-interest  reserves  with 
the  central  bank.  Other  foreign  lenders 
saved  by  not  choosing  to  use  and  pay  for 
the  Federal  Deposit  Insurance  Corp.  Bor- 
rowers could  get  loans  for  as  much  as 
one-quarter  of  1%  less  at  a  foreign  loan 
counter.  The  U.S.  competition  didn't 
like  that,  but  as  champions  of  free  enter- 
prise, they  refrained  from  raising  a  clam- 
or in  Congress  about  it.  Another  deter- 
rent was  that  foreign  success  in  the  U-S. 
almost  exactly  parallels  what  American 
banks  had  achieved  in  Europe  and  Asia 
in  earlier  years. 

The  foreign  arrivals  enjoyed  another 
competitive  strength.  They  were  free  to 
cross  state  lines  and  establish  branches 
at  will.  Under  the  1927  McFadden  Act, 
American  banks  can  operate  only  within 
the  borders  of  a  single  state.  This  was 
and  is  a  genuine  sore  point  with  U.S. 
bankers,  although  they  saw  the  foreign- 
ers' freedom  as  a  long-term  lever  to  use 
in  their  continuing  effort  to  break  the 
McFadden  Act's  strictures. 

This  year,  however,  could  prove  the 
high  watermark  for  the  foreigners.  For 
one  thing,  their  40%  share  of  loans  in 
New  York,  even  the  bankers  from  over- 
seas admit,  is  probably  their  limit,  a 
thought  that  reflects  what  happened  to 
U.S.  banks  in  their  foreign  ventures.  For 
another, '  while  the  banks  may  have 
muted  their  complaints  about  their  com- 
petitive disadvantages,  the  Federal  Re- 
serve and  Comptroller  of  the  Currency 
did  the  job  for  them.  New  laws  have  cut 
down  the  invaders'  edge  and  give  U.S. 
banks  new  ways  to  compete.  In  Novem- 


GLASS  OFFER 

1.  Set  of  four  crested  10  oz.  footed  pilsner  glasses, 
heavy-duty  glass  in  smooth  slender  design. 

2.  Set  of  four  17  oz.  dimple  goblets,  heavy-duty 
stemware  in  popular  styling. 

3.  Set  of  four  crested  heavy-duty  12  oz.  beer  mugs 
with  handles. 

Please  send  me  postpaid  the  following: 
Oly  Glass  OHor  10  oz  sot  of  4  footed  Pilsners  at  $795 

P.O.  Box  2008.  Dopt  36  17  0Zi  se,  0|  4  Drniple  Goblets  at  $7.95 

Olymp.a.  WA  98507  _  [2  Qz  se|  Q,  4  Handied  Mug8  at  $7  95 

Enclosed  is  my  check  or  money  order  for  $ 
Please  charge  my  DVISA  or  □  M ASTERCH ARGE  card. 
Please  write  your  card  number  in  \}\e  space  below 


1  1  II  II  1 

Fl 

.'1 

.MlllBrCfUlpO                                       finn.il  ton 

4  nti  B  mk  "i"                       Dim  RsqiiirMi  |> 

MM  ■  MM  r 

(Your  signature  as  it  appears  on  credit  card  ) 


"J  AMI' 


Prices  include  taxes  and  shipping  charges  Offer  good  while  supply 
lasts  or  until  December  31,  1980  Offer  good  only  in  continental 
United  States  and  void  whore  prohibited  or  restricted  by  law 
C'1960  Olympia  Brewing  Co ,  Olympla,  WA 


sensational 
golfing  vacations 

in  nearby  southern  Vermont. 

Combine  the  excitement  of  playing  one  of  the  most 
beautiful  and  challenging  golf  courses  in  New 
England  with  the  comforts  of  a  100-room  luxury 
resort  hotel 
l  K  Mule  Championship  Goll  Course 
Site  of  the  1979  PGA  New  England  Open 
Excellent  Cuisine  •  Cocktail  Lounge  •  Swimming 
Pool  •  Tennis  Courts  •  Disco  Night  Club  •  Mount 
Snow  Playhouse  •  New  England  Countryside  and 
copi  Green  Mountains 

Wtoitnt  Show 

and 

Snott)  iJaltc 


Weekend  and  midweek  packages  including  lodging, 
meals  and  greens  fees,  per  person/double 
occupancy     '       2-days:  $72 
b-days.  $209 
Vacation  packages  without  greens  fees  also 
available. 

Toll  free  in  New  Eng  &  N  Y  800-451-421 1  or 
(802)  464-3333  Brochure  Mount  Snow,  334B 
Mtn  Rd  ,  Mount  Snow,  Vt  Ob.'ibfi 


Imagine  a  smokestack 
that  turns  heat  into  oil 


We  did. 

Now  it's  a  reality. 


u  can't  blame  a  guy  for 
ing  concerned  when  he  sees 
i  Dt  of  wasted  energy  going 
!  a  factory  smokestack, 
pecially  when  he's  riding  in 
arpool,  doing  his  bit  to 
iiserve  energy.  Fortunately, 
,)ugh,  the  man  is  a  Garrett 
igineer.  And  the  sight  of  that 
iiokestack  is  enough  to  start 
i|n  thinking  about  putting 
i  that  untapped  heat  to  work, 
j  A  heat  exchanger  is  design- 
i  and  implemented  to  fit 
nide  the  stack  of  a  furnace, 
works  like  this:  Gases  rising 
rough  the  stack  (up  to 
!30°  F)  are  used  to  deliver 
!!'ee"  preheated  air  to  the 
:rner.  The  result  is  25%  less 
d  oil  required  to  heat  the 
i  nace .  Depending  on  how  you 
;»k  at  it,  that's  quite  an  energy 
co very.  It's  one  reason 
'!  iy,  when  it  comes  to  making 
pies  and  systems  more 
icient,  more  companies  are 
.ningto  Garrett. 


We  earned  our  wings  in 
aerospace,  then  built  ourselves 
into  an  industrial  giant  by 
keeping  our  feet  on  the  ground. 
And  our  hands  on  a  technology 
base  just  shy  of  awesome. 
But  what's  most  important  is 
the  way  we're  structured  to 
put  that  asset  to  work  for  you. 

Our  engineers  work  in 
teams.  No  one  is  isolated  to 
some  remote  piece  of  the  puzzle. 
They  work  together,  designing 
from  the  top,  down.  It's  called 
synergy.  The  results  have  been 
impressive. 

For  gas  transmission 
companies,  process  industries, 
and  other  operators  of  large 
gas  turbines  up  to  the  100,000 
horsepower  range,  Garrett's 
heavy  duty  regenerators 
can  reduce  fuel  consumption 
by  as  much  as  30%. 

Using  low  emission,  fluid - 
ized  bed  technology,  we're 
developing  a  way  to  power  gas 
turbines  with  America's  most 
abundant  resource,  coal.  At  the 
same  time, Garrett  is  pioneering 


in  the  use  of  ceramic  turbine 
components  to  withstand  the 
higher  temperatures  needed  for 
the  greatest  turbine  efficiency. 

We're  working  in  other 
areas,  too.  In  everything  from 
nuclear  power  to  mass  transit, 
from  processing  plants  to  the 
high  seas.  Everywhere  doing 
much  the  same  thing— finding 
ways  to  make  engines  and 
systems  work  harder.  But  the 
real  frontier  for  us  is  you. 

If  you're  wondering  how 
we  can  make  your  enterprise 
work  harder,  write  our 
President,  Jack  Teske,  for 
more  information.  You'll  find 
him  at  The  Garrett  Corporation 
Dept.  1,  P.O.  Box  92248, 
Los  Angeles,  California  90009. 
Or  drop  by.  But  please, 
remember  the  heat  America 
loses.  And  on  your  way  out, 
don't  forget  to  close  the  door. 

CARREii  The  Garrett  Corporation  I  £  I 
V  y  One  of  The  Signal  Companies  I  *\ 


Garrett 

The  aerospace  company  with  its  feet  on  the  ground. 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  securities. 
No  offering  is  made  except  by  a  prospectus  filed  with  the  Department  of  Law  of 
the  State  of  Neiv  York.  The  Attorney  General  of  the  State  of  New  York 
has  not  passed  on  or  endorsed  the  merits  of  this  offering. 
Any  representation  to  the  contrary  is  unlawful. 


usHome 


August  12,  mo 


1,000,000  Shares 

U.  S.  Home  Corporation 


Common  Stock 


Price  $25.50  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this  announcement 
is  circulated  from  only  such  of  the  underwriters,  including  the  undersigned, 
as  may  lawfully  offer  these  securities  in  such  State 


WARBURG  PARIBAS  BECKER 

A.  C.  Becker 


BACHE  HALSEY  STUART  SHIELDS 

Incorporated 


BEAR,  STEARNS  &  CO. 


BL\TH  EASTMAN  PAINE  WEBBER 

Incorporated 


THE  FIRST  BOSTON  CORPORATION 
DILLON,  READ  &  CO.  INC. 


DONALDSON,  LUFKIN  &  /ENRETTE    DREXEL  BURNHAM  LAMBERT    GOLDMAN,  SACHS  O  CO. 

Securities  Corporation  Incorporated 


E.  F.  HUTTON  &  COMPANY  INC. 


KIDDER,  PEABODY  b  CO. 

Incorporated 


LAZARD  FRERES  &  CO. 


LEHMAN  BROTHERS  KUHN  LOEB     MERRILL  LYNCH  WHITE  WELD  CAPITAL  MARKETS  GROUP 

Incorporated  Merrill  Lynch.  Pierce.  Fenner  &  Smith  Incorporated 


L.  F.  ROTHSCHILD,  UNTERBERG,  TOWBIN 
SHEARSON  LOEB  RHOADES  INC. 
WERTHEIM  &  CO.,  INC. 


SALOMON  BROTHERS 


SMITH  BARNEY,  HARRIS  UPHAM  &  CO. 

Incorporated 

DEAN  WITTER  REYNOLDS  INC. 


CHANGE  OF  ADDRESS 

If  you  arc  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming.  En- 
ter your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 

the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on  this 
form  and  check  the  subscription  you  pre- 
fer. □  1  year  $27.00  □  3  years  $54.00  (the 
equivalent  of  one  year  free). 
Canadian  orders,  add  $4  a  year. 
Pan-American  and  Caribbean  orders,  add 
$5  a  year;  other  foreign,  add  $15  a  year. 

Subscription  Service  Manager, 
FORBES,  60  Fifth  Avenue, 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING 
LABEL  OR  WRITE 
SUBSCRIBER  NUMBER  HERE 


Name       (please  pnnti 


New  Address 


Citv 


state 


Zip 


Date  of  Address  Change 


Follow  through 


ber,  for  instance,  foreign  banks  will  h 
to  start  keeping  reserves  with  the 
wiping  out  one  cost  advantage. 

With  Congress'  blessing,  the  Fed 
Reserve  is  helping  by  rewriting  the  r\ 
implementing  the  61 -year-old  Edge 
which  allows  banks  to  set  up  out-of-s 
banks  to  deal  exclusively  with  inte] 
tional  business.  Until  now  an  unwril 
rule  limited  such  operations  to  fou 
five,  and  because  each  had  a  lot 
based  on  its  individual  capitalization) 
business  was  relatively  small  cha 
Now  the  limit  on  numbers  has  been  1 
ened  and  the  Fed  will  allow  the  foun 
bank  to  consolidate  all  its  Edge  Acts 
a  single  corporation  and  thus  base  ] 
limits  on  a  far  larger  capital  amo 
Bank  of  America  merged  its  four 
Edge  Act  banks  (plus  one  in  the  I 
mas)  into  a  single  subsidiary  and  plan 
open  seven  more  branches  in  the 
year,  starting  with  Seattle,  Dallas,  fl| 
neapolis  and  Cleveland.  The  new  sut 
iary,       BankAmcrica  Internatio 
emerged  overnight  as  the  30th-lafl 
bank  in  the  country.  Citicorp  is  also 
ing  all  out.  Picking  Miami  as  home 
(as  have  Manufacturers  Hanover 
Morgan  Guaranty),  Citicorp  expect 
turn  its  Houston,  Los  Angeles,  San  F 
cisco    and    Chicago    Edge  Acts 
branches,  add  six  more  this  year 
perhaps  another  two  in  1981.  (The 
eign  banks  haven't  failed  to  notice 
new  freedom;  Holland's  Algemane  H 
Nederland  has  also  applied  for  pen 
sion  to  create  an  Edge  Act  branch. 

This  proliferation  of  Edge 
branches — which  are  still  restrictei 
providing  loans  and  services  for  inte 
tional  business — cannot  fail  to  pro 
new  and  potent  competition  for  the  1 
ish,  French,  Germans,  Japanese,  Br; 
ians,  Argentines,  Canadians,  Israelis 
what-have-you  that  have  made  ban 
centers  like  New  York  and  San  Franc 
look  like  U  N.  rallies.  They  also  give 
big  banks  another  route  across  s 
lines.  By  establishing  a  presence  in  c 
across  the  land  these  banks  are  soont 
later  going  to  give  Congress  another 
son  to  look  at  the  McFadden  Act  an 
one-state  rule.  Legally  the  big  banks 
still  be  single-state  institutions  but 
are  certainly  going  to  look  as  nation 
McDonald's.  What  happens  then 
probably  be  decided  on  political  ra 
than  business  lines,  and  in  that  area 
McFadden  Act  looks  safe.  Big-city  bi 
may  not  like  the  law,  but  tbe  local 
regional  ones  that  form  the  overwhi 
ing  majority  of  the  U.S.  banking  pop 
tion  see  it  as  their  shield  and  buckle 
all  of  their  considerable  clout  will  c 
to  bear  if  Congress  ever  starts  thin 
about  tinkering  with  it. 
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You  can  look  the^  sparrow 
straight  in  the  eye  from  250  feet 
and  you  can  see  it  blink. 

The  breakthrough 
optical  technology  of 

Slim  Jims  Roof  Prism  Binoculars 


*OOF  PRISMS:  BREAKTHROUGH 

N  OPTICAL  TECHNOLOGY.  £> 
)ne  of  the  most  important  developments  in  optical  technology       TfYl*  VfYll 

took  place  about  fifteen  years  ago.  German  optical  scientists  had    -*-VJJA  Jf 

jeen  working  for  years  on  a  totally  new  concept  in  binoculars  After 
iany  unsuccessful  designs,  they  finally  succeeded  in  creating 
he  roof  prism  binocular 


hen  you  first  look  through  Slim  Jims  Bino 
ulars,  you  will  gasp  in  delight.  You  have  never 
een  the  world  so  close  and  so  bright,  and 
A/it h  every  detail  so  clearly  discernible.  It  will 
seem  almost  unbelievable  to 
iou  that  a  binocular  as 
mall  and  as  light  could 
lold  that  much  optical 
bower. 

'Vhat  makes  this  "miracle"  possible9 


will  open  a  whole  new  world 
of  visual  adventure 


Slim  Jims,  as  a  result  of  their  superb  roof  prism 
construction,  are  small  and  light.  They  mea- 
sure only  4x3"  and  weigh  just  9  ozs.  You  can 
slip  them  into  your  pocket  or  purse.  And  you'll 
use  them  for  all  occasions  when 
you  want  to  see  things 
really  well  and  close  up 
—  in  the  theater,  in  the 
gieat  outdoors,  and  fcr 
any  sports  event 


he  most  visible  difference  between  a  roof  prism  binocular  and  a 
standard  binocular  is  that  of  size  and  shape.  A 
tandard  binocular  has  the  ungainly  "hippy 
ppearance  that,  for  generations,  had 
leen  associated  with  quality  binocu 
ars  The  reason  for  this  shape,  and 
he  substantial  bulk  and  weight  that 
goes  with  this 
construction,  is  the 
way  in  which  a  ray 
of  light  passes  through 
the  prism  assembly  It 
looks  like  this  diagram  at 
left.  In  a  roof  prism  binocular 
the  prisms  are  dovetailed  in  such 

In  accom 


Standard  "hippy 
prisms 

way  that  the  axis  of  sight  forms  a  straight  line 
lishing  that,  it  was  possible  to  reduce 
ignificantly  the  size  and  weight  of  bi- 
oculars  of  any  given  power.  Or,  con- 
ersely.  with  this  advanced  construe- 
on,  you  can  pack  a  whole  lot  more 
ower  and  performance  into  a  binocu- 


v  of  any  given  size  and  weight 


Dovetailed  prisms 


Jut  there  are  many  other  advantages 
o  roof  prism  binoculars,  as  compared 

o  standard  binoculars,  besides  the  economies  in  bulk  and  weight  Here 
re  some  of  the  most  important: 

Image  quality  is  substantially  improved  over  the  entire  area  of  the  visual 
eld  •  Luminosity  is  greatly  enhanced.  •  Resolving  power  is  substantially 
harpened  •  Viewing  area  is  much  increased.  •  Chromatic  correction  is 
|rought  to  near  perfection 

j'lO,  quite  obviously,  the  development  of  the  roof  prism  binocular  was  a 
Ijireat  improvement,  you  might  even  call  it  a  "breakthrough  "  But  there 
ILas  one  thing  very  wrong  with  it  German  roof  prism  binoculars  were  so 
xpensive  that  almost  nobody  could  afford  them.  They  were  something 
the  super  rich . 


Slim  Jims  are 
so  small  that  they 
tit  easily  in  your 
coat  pocket,  and  they 
weigh  iust  9  ozs  Yet  they  pack  the  "optical 
wallop'  ol  binoculars  twice  their  size  This 
is  made  possible  by  the  advanced 
technology  ot  root  prisms 


YOU  GET  EVERY  QUALITY  FEATURE. 

Here  are  some  of  the  quality  features  that  you 
will  get  with  8x21  Slim  Jims  Binoculars: 
Rugged  construction,  sealed  against  dust  and  moisture.  •  All 
optical  precision  elements  are  hard-coated  for  maximum  light 
transmission  and  for  protection  against  scratches  •  Chromatic  cor- 
rection is  perfect  •  Absolute  planarity  (absence  of  "pincushion" 
and  "doughnut")  and  perfect  alignment.  •  Superb  resolving 
power  and  contrast.  •  Center  focus,  with  diopter  adjustment 
Fold-back  rubber  eyecups  give  maximum  viewing 
angle  to  eyeglass  wearers.  •  Amazing  wide- 
angle  field  of  366  feet  at  1 ,000  yards. 

ALL  THIS  AT  AN  UNBELIEVABLE 
PRICE. 

The  best  surprise,  perhaps,  about 
Slim  Jims  is  the  price.  In  perfor- 
mance, const  ruction,  and  appearance, 
Slim  Jims  can  hold  their  own  with  their 
German  counterparts.  Yet,  Slim  Jims 
cost  only  $99,  less  than  a  third  of  what 
you  would  have  to  pay  for  an  equivalent 
pair  of  German  roof  prism  binoculars.  This 
low  price  is  made  possible  by  the  superb  pro- 
duction and  control  technology  of  the  Japanese 
manufacturer,  by  the  large  production  runs,  and 
by  the  fact  that  we  import  these  binoculars  directly 
and  sell  them  directly  to  you,  the  ultimate  user. 
We  eliminate  approximately  three  levels  of  profit. 
But  there  is  not  the  slightest  compromise  with 
quality   Slim  Jims  8x21  are  as  good  as  any  roof 
prism  binoculars  you  can  buy  —  at  any  price! 


HE  RESOURCEFUL  JAPANESE  MADE  ROOF  PRISMS  PRACTICAL. 

hat's  where  the  resourceful  Japanese  made  their  move  They  had  already 
stablished  a  great  tradition  in  optical  excellence  They  had  bested  their 
erman  teachers  in  microscopes,  telescopes,  and  35mm  cam- 
ras  So  now  they  directed  their  talents  to  the  further  improve- 
lent  of  roof  prism  binoculars  One  of  Japan's  finest  optical  de- 
igners  developed  a  line  of  roof  prism  binoculars  that  in  mechan- 
al  detail  and  optical  performance  compares  favorably  with  its 
|,  tterman  prototype. 

[\    i/e  introduced  these  superb  binoculars  in  the  United  States  and 
istribute them  in  thiscountry.Ourcustomersquickly  nicknamed 
lem  Slim  Jims.  The  name  is  appropriate  and  it  stuck   It  ex- 
resses  well  the  slimness  of  the  lines  and  the  elegance  of  the 
;:  ftyt'ng 

lim  Jims  are  "8x21"  binoculars  People  often  ask  us  what  the 
umbers  mean,  "8"  refers  to  the  magnification.  It  means  that 
verything  looks  eight  times  as  large  as  it  would  through  the 
aked  eye,  or  that  it  looks  as  though  you  were  eight  times  closer 
21 "  is  the  diameter  of  the  objective  lenses  in  millimeters.  It  is  a 
0\  >easure  of  luminosity  and  of  ability  to  view  under  poor  light 
onditions  Lightweight  8x21  Slim  Jims  are  the  perfect  binocu- 
rs  for  almost  any  activity  and  for  almost  any  viewing  condition 


You  can  buy  5x27  Slim  Jims  with  full  confidence. 
Order  them  today  and  use  them  for  one  full  month. 
Take  them  to  the  theater,  to  any  sports  event,  and 
to  the  great  outdoors  Decide  for  yourself  whether  they  are  not  everything 
we  promised  you  —  the  most  thrilling  viewing  experience,  the  greatest 
optical  buy  If  you  don't  think  so,  pack  them  up  and  return  them  to  us  in 
the  same  box  we  sent  them  in  Your  refund  check  or  your  bankcard  credit 
will  be  issued  to  you  within  48  hours.  That  is  a  promise!  So  you  can  try 
these  superb  binoculars  without  any  risk  at  all.  But  order  them  today' 
There  are  so  many  wonderful  things  to  look  at,  so  much  to  see,  so  many 
sparrows  and  other  birds  to  observe, and  so  much  else  to  en  joy.  Why  should 
you  deprive  yourself  of  all  that  visual  adventure  for  even  another  day? 

PROFESSIONAL  SHOPPER 

125  ELM  STREET,  BOX  696 
NEW  CANAAN,  CT 06840 


/FOR  FASTEST  SERVICE  ORDER 
/ TOLL-FREE  (800)  243-9038 
In  Connecticut  Call  Collect  966-9865 


Mail  to  PROFESSIONAL  SHOPPER.  125  Elm  St..  Box  696,  New  Canaan,  CT  06840 

O.K.,  subject  to  1  -  month  return  privilege  and  1-year  guarantee  for  parts  and 
workmanship,  please  send  me   pair(s)  of  Slim  Jims  8x21  Roof  Prism  Bino- 

culars m  zippered  soft  vinyl  case  (a)$99  each 


1106 


FOR  FASTEST  SERVICE  CALL  TOLL-FREE  (800)  243-9038 
[In  Connecticut  call  collect  966-9865) 

□  My  check  for  this  amount,  plus  $2.50  for  postage/ insurance  (plus  sales  tax  for 
Connecticut  delivery)  is  enclosed 

□  Please  charge  myVisa/MC/AE  account 

#  .  Exp.  

My  name  is  - 

I  live  at  


ln_ 


.  State. 


Zip. 
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It  takes  more  than  grapes 
to  make  a  vintage  wine. 


It  takes  a  quality  glass 
container. 

In  fact,  tine  wine  devel- 
ops its  character  in  the  bottle. 

And  O-l  is  the  leading 
producer  of  glass  for 
Americas  flourishing  wine 

Well  never  run  short  of  the  raw 
materials  used  to  make  glass. 


industry.  (Wine  consumption 
in  the  U.S.  has  increased 
67%  in  just  ten  years.) 

Glass  is  Class 

No  other  package 
makes  sense  for  fine  wine. 
Or  for  other  products  that 
must  project  an  image  of 
class. 

No  other  form  of  pack- 
aging delivers  so  much 
good  taste  at  such  a  low 
cost.  Or  is  made  from  such 
abundant,  domestic  natural 
resources  as  sand,  soda 
ash  and  limestone 

Small  wonder  glass  is 
also  today's  fastest-growing 
package  for  food  and 
beverages. 


The  Creative  Container 

At  0-1,  we  keep  finding 
ways  to  innovate  with  glass. 

Consider  our  Plasti- 
Shield"  container. 

Its  foam-insulated  jacket 
takes  color  printing  beautifully. 
Which  makes  it  a  natural  for 
the  best-selling  brands  of 
soft  drinks,  mouthwash, 
juices,  fruit  drinks 
and  pre-mixed 
cocktails. 

Beer  is  going 
great  in  glass 
bottles,  too.  Bottle 
shipments  were 
up  7%  last  year 
-to  more  than 
16  billion  containers.  As  Chris 
Schenkel  says  for  us  on  TV 
and  radio,  "The  Good  Taste  of 
Beer  Comes  in  a  Bottle'.' 


Everything  looks  great  in  O-l  glass. 
And  we  have  the  latest 
twists  in  closures,  too 
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Libbey  -  Leads  in 
Glassware 

Glass  shows  its  class  on 
your  table,  too.  Our  Libbey 
Glass  Division  creates  hun- 
dreds of  popular  priced 
ideas  every  year  in  home 
and  institutional  glassware. 
In  1979,  Libbey  intro- 
duced some 
315  new 
styles,  shapes 
and  decora- 
tions. So  it's 

Libbey  is  the  word 
for  innovation  in 
glassware  —  at 
home  and  away. 


not  surprising 
that  surveys  continue  to 
identify  Libbey  as  the  best 
known  name  in  table 
glassware. 

Glass.  It's  the  2,000-year- 
old  vintage  idea  in  packaging. 
At  O-l,  we're  making  it  newer 
every  year. 


We  have  what  it  takes. 


Ol 

OWENS-ILLINOIS 


Toledo,  Ohio  43666 


His  business  is  world  travel. 
His  watch  is  Rolex. 


From  bomber 
squadron  duty  in  the 
flak-filled  skies  of  World 
War  II  to  the  challenging 
office  of  Chairman  and 
Chief  Executive  Officer 
of  Pan  Am,  William  T. 
Seawell's  firm  hands  at 
the  controls  have 
proved  over  and  over  again 
his  qualities  as  a  leader 
of  men. 

Leadership.  It's  what 
it  took  to  accomplish  the 
largest  airline  merger  in 
history.  Leadership.  It's 
what  sets  Bill  Seawell's 
sights  on  horizons  more 
distant  than  most  can 
see.  His  personal  atten- 
tion has  meant  billions  of 
dollars  in  expanding 
tourism  and  international  commerce. 

His  calm,  take-charge  style  prevails, 
whether  as  an  Air  Force  general  or  an 


airline  executive. 
His  manner  is  precise, 
exact. .  .like  the  Rolex  he 
chooses  to  wear. 

Precision  and 
exactness  are  Rolex 
guidelines.  What  you 
might  expect  from  a 
watch  that  is  handcrafted 
in  192  individual  steps 
from  a  solid  block  of  gold 
or  stainless  steel.  The 
unique  Oyster  case  is 
world  famous  for  its 
unparalleled  durability. 
The  handsome  movement 
world  renowned  for 
its  reliability. 

Pan  Am:  An  airline 
that  goes  to  the  world's 
most  prestigious  places. 
Rolex:  A  watch  that  goes 
on  the  world's  most  prestigious  wrists. 
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Write  for  brochure.  Rolex  Watch,  U.S.A.,  Inc.,  Dept.  112,  Rolex  Building,  665  FiftkAvenue,  New  York,  NY  10022 
World  headquarters  in  Geneva.  Other  offices  in  Toronto  and  major  cities  around  the  world. 


Flashbacks 


•ms  of  interest  from  issues  of  Forbes  of 
,  50  and  25  years  ago. 


Sixty  years  ago  in  Forbes 

f  ith  this  issue  Forbes  enters  its  fourth 
■ar.  We  cannot  claim  that  we  have  set 
I;  world  on  fire.  We  have  not  accom- 
eshed  all  that  we  had  hoped.  We  are 
111  only  at  the  "creeping  stage.  Yet 
liny  of  our  readers  ask  us  to  accept 
liurances  that  we  are  producing  a 
[iirthwhile  publication,  a  publication 


Ijt  they  find  not  only  stimulating,  but 
jiractical  helpfulness.  Our  growth  dur- 
■  the  last  year  has  been  most  notable 
Jbng  executives,  among  the  men  re- 
jfnsible  for  the  management  of  busi- 
es enterprises. 

Iinigrants  are  swarming  to  this  coun- 
i  and  both  capital  and  labor  are  asking 
it  the  movement  means.  The  worker 
i  res  to  know  whether  it  contains  any 
j'at  against  the  size  of  his  pay  enve- 
II:;  the  employer  is  wondering  if  it 
jtns  a  fair  supply  of  efficient  labor;  the 
her  asks  whether  it  signifies  that  he 
l|  be  able  to  obtain  help  enough  to 
rent  his  crops  from  rotting  in  the 
nl;  and  the  great  middle  class  of  our 
ijple  are  wondering  if  it  will  bring  relief 
ill  the  excessive  cost  of  living.  Dis- 
ijlhes  from  Washington  announce  that 
pitc  of  lack  of  transportation  facili- 
;>about  800,000  immigrants  arrived  in 
'  country  during  the  year  ending  fune 
lias  compared  with  141,132  the  pre- 
|is  year.  It  is  said  that  in  Italy  alone 
ffrnship  representatives  have  received 
$  pt  2,000,000  applications  for  passages 
ilmcrica.  .  .  . 

Ung  recent  travels  I  [Editor  B.C. 
lies]  have  mingled  and  talked  with  a 
I  ft  many  people  of  humble  station  in 
f.vith  a  view  to  finding  out  just  what 


is  uppermost  in  their  minds.  Do  you 
think  it  is  the  presidential  campaign?  Or 
the  League  of  Nations?  Or  Poland?  Not  at 
all.  The  one  matter  which  overshadows 
all  others  is  the  painfully  high  cost  of 
living.  In  certain  sections  the  closing  of 
war  plants  and  in  certain  others  the  shut- 
ting down  or  partial  closing  of  plants  has 
given  rise  to  visions  of  hard  times  this 
winter.  Interest  in  politics  is  not  even 
lukewarm.  The  only  phase  of  the  politi- 
cal situation  which  appeals  to  millions  of 
the  rank  and  file  is  whether  there  is  any 


chance  of  Prohibition  being  modified  by 
the  next  Administration.  I  would  say 
that  there  is  at  least  six  times  as  mucb 
interest  in  the  outlook  for  beer  as  in  the 
outlook  for  any  League  of  Nations. 


Fifty  years  ago 

Throughout  the  country  the  prevailing 
view  is  that  Wall  Street,  and  the  East  in 
general,  have  indulged  in  pessimism  to 
an  unwarranted  degree.  Business  condi- 
tions, it  is  everywhere  admitted,  are  far 
from  ideal.  But  over  a  wide  part  of  the 
continent  the  disposition  is  to  maintain 
a  stiff  upper  lip  and  to  reason  that  im- 
provement cannot  be  far  away.  Panicky 
talk  and  panicky  action  are  entirely  ab- 
sent. Complaint  is  voiced  in  certain 
cities  that  the  local  bankers  have  been 
unduly  influenced  by  last  year's  stock 
crash  and  have  acted  with  extreme  tim- 
idity. Everywhere  it  was  discernible  that 
the  Administration  has  failed  to  arouse 
enthusiasm.  More  bluntly,  President 
Hoover's  popularity  has  suffered  rather 
severely.  Many  voted  for  him  after  hav- 
ing been  taught  to  believe  that  he  was  a 
super-man,  capable  of  performing  mir- 
acles .  .  .  Disillusioned,  they  resent  hav- 
ing been,  as  they  regard  it,  misled. 

As  forecast  in  Forbes  of  August  15th,  the 
merger  ol  Pan-American  Airways  and  the 
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New  York,  Rio,  and  Buenos  Aires  Air 
Lines  is  now  completed.  Pan-American 
have  bought  N.Y.R.  &  B.A.  with  Juan  T. 
Trippe  of  the  former  company  now  presi- 
dent of  the  combine.  Wm.  P.  McCracken, 
former  Board  Chairman  of  N.Y.R.  &  B.A., 
now  holds  the  same  position  with  the 
new  company,  and  an  intense  rivalry  of 
many  months  is  ended;  the  struggle  for 
the  dominant  position  in  air  transporta- 
tion in  South  America  is  now  purely 
international,  with  French  and  German 
interests  fighting  to  maintain  a  footing  in 
a  hotly  contested  territory. 

Researchers  at  the  Department  of  Com- 
merce have  estimated  that  there  are  now 
(in  the  middle  of  August)  no  fewer  than 
250,000  bantam-size  golf  courses  in  the 
country,  with  a  value  of  perhaps 
$125,000,000  (not  including  the  real  es- 
tate involved).  .  .  . 


Twenty  five  years  ago 

Air  conditioning  for  autos  may  soon  be 
as  standard  as  such  onetime  rarities  as 
automatic  transmissions  or  radios.  In  the 
first  six  months  of  this  year  sales  of 
150,000  auto  air  conditioners  exceeded 
all  the  previous  totals  put  together  and, 
according  to  GM's  Frigidaire  division, 
GM  alone  will  be  turning  out  1  million 
air-conditioned  cars  annually  by  1961. 

In  a  telescopic  view  of  the  future,  Du 
Pont's  President  Crawford  H.  Grecnewalt 
predicts  that  25  years  from  now  half  of 
our  economy  will  be  devoted  to  "making 
or  selling  products  unknown  to  us  to- 
day." .  .  .  Du  Pont's  prophetic  president 
said  in  effect  that  history  will  repeat  it- 
self. A  Brookings  Institution  study  of  100 
leading  U.S.  corporations  for  1909-1948 
showed  that  while  in  1909  steel  repre- 
sented 30%  of  the  group's  total  assets,  by 
1948  it  represented  only  11%.  Transpor- 
tation equipment  makers'  share  rose 
50%,  petroleum  250%,  chemicals  100%, 
electrical  equipment  100%,  rubber  33%. 
In  each  of  these  new  divisions  hundreds 
of  new  products,  and  investment  oppor- 
tunities, emerged — the  automobile  in- 
dustry, movies,  radio,  television,  wonder 
drugs.  Others  still  are  emerging — auto- 
mation, atomic  energy,  new  chemicals, 
more  electronic  wizardry,  possibly  even 
inter-planetary  transport. 

Fair  traders  received  their  latest  blow 
when  Westinghouse  bolted  their  ranks, 
discarded  fair  trade  prices  on  its  house- 
hold appliances.  Discount  houses,  which 
stirred  up  the  anti-fair  trade  mekus  in 
the  first  place,  have  already  won  a  victo- 
ry by  forcing  large  metropolitan  depart- 
ment stores  to  ignore  fair  trade  prices. 


ii g  in  I<)20  chose  this  (II-:  light -hull) plant  in  Cleveland  as  the  best-kept  I  '  S  plant 
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Readers  Say 


Needed:  Open  sea-lanes 

Sir:  One  point  that  should  be  added  to 
your  article  "The  age  of  aircraft  carrier 
diplomacy"  (July  21):  The  need  to  assure 
the  continued  mobility  of  U.S.  naval 
forces,  which  has  been  one  of  the  prime 
objectives  of  the  U.S.  at  the  Third  U.N. 
Conference  on  the  Law  of  the  Sea  under 
negotiation  since  1973.  At  a  time  when 
many  coastal  states  have  claimed  in- 
creasingly wide  jurisdictions  off  their 
coasts,  a  number  of  traditional  interna- 
tional waterways,  particularly  straits  like 
Gibraltar,  Hormuz,  Dover  and  Malacca, 
might  well  be  threatened.  Fortunately, 
work  on  a  Law  of  the  Sea  treaty  is  now 
virtually  complete. 
— Elliot  L.  Richardson 
Ambassador  at  Large, 
1  department  of  State 
Washington,  DC. 


Still  a  good  grosser 

Sir:  Re  MSF's  comments  on  Urban  Con  - 
boy  ("It's  bombing  at  the  box  office," 
Aug.  4).  Although  no  Saturday  Night  Fever, 
we  would  be  content  if  all  our  films 
grossed  as  well  as  Cowboy — $37  million 
as  of  mid- August. 
— Gordon  B  Forbes 
Vice  President, 

Studio  Production  Operations 
Paramount  Pictures  Corp 
Hollywood,  Calif 


Neither  Heath  nor  Thatcher 

Sir:  Ashby  Bladen  worries  that  Ronald 
Reagan  will  turn  out  to  be  the  equivalent 
of  Edward  Heath  (Aug  18)  instead  of 
Margaret  Thatcher,  with  Mr.  Heath  hav- 
ing had  the  U.K.  "go  for  growth"  while 
Mrs.  Thatcher  goes  for  austerity.  Ronald 
Reagan  is  "going  for  growth"  not  via 
Heathian  spending  splurges  but  by  re- 
moving unnecessary  impediments  to 
capital  and  labor. 

Mr.  Bladen  scoffs  at  the  Lafferian  idea 
that  oppressively  high  marginal  tax  rates 
defeat  their  own  purpose.  The  idea, 
though,  makes  sense  to  Governor  Rea- 
gan and,  as  we  shall  see,  to  most  Ameri- 
cans as  well. 
—Jude  Wauniski 
President,  • 
Polyconomics,  Inc. 
Morristown,  N.J. 


No  to  a  gas  tax 

Sir:  Re  MSF's  latest  editorial  advocating 
a  50-cents-per-gallon  gasoline  tax  (Fact 


and  Comment.  Aug.  18).  If  you  want  to 
send  Uncle  Sam  an  extra  50  cents  per 
gallon  of  gas  you  burn  in  your  motorcy- 
cle, go  right  ahead.  Just  don't  expect  the 
rest  of  us  to  be  in  quite  as  philanthropic  a 
mood.  You're  right  in  there  with  St. 
lohn-the-Righteous  Anderson. 
—W.M.  Buescher 
Pigeon  Forge.  Term. 

Sir:  A  more  responsible  way  to  lessen 
our  dependence  on  OPEC  is  to  use  the 
resources  and  technology  that  are  avail- 
able to  us  here,  such  as  coal  and  nuclear 
power.  Other  people,  such  as  the  French, 
Dutch  and  Germans,  are  using  our  coal. 
Why  hot  us? 
— Edward  F  Given 
Hudson.  Ohio 

Sir:  That  added  revenue  of  $50  billion 
would  never  balance  the  federal  budget. 
Our  profligate  congressmen  would  sim- 
ply fall  all  over  themselves  finding  ways 
of  throwing  this  money  away. 
—Otto  P.  Matin 
Beverly.  N.J. 

Sir:  My  son  has  a  just-over-minimum- 
wage  job.  The  only  way  to  get  to  it  is  in 
his  16-year-old  car.  At  15  cents  a  mile, 
that  costs  him  $58.50  a  week,  over  half 
his  take-home  pay.  I  figure  an  additional 
50-cents-a-gallon  tax  would  cost  him  $  1 3 
a  week  more.  Although  he  prefers  to 
work,  he  might  then  decide  to  stay  home 
and  plot  the  next  revolution. 
—Allan  G.  LeBdron 
Moulton.  Ala 


Can  people  help,  too? 

Sir:  The  item  "People  To  People  Is  Not 
Our  Problem  With  The  Soviets"  (Fact 
and  Comment.  Aug.  18)  is  alarming.  It's 
very  frightening  to  assume  that  only 
politics  and  military  considerations  can 
avoid  another  world  holocaust. 
—Hy  Vile 
Kansas  City,  Kans. 

Sir:  Your  comments  that  "people  to  peo- 
ple" is  not  our  problem  with  the  Soviets 
is  so  true.  You  have  to  go  to  the  top. 
— Fred  M.  Youtig 
President, 

Young  Radiator  Co. 
Racine,  Wis. 


Ultimate  aim— no  tax-frees 

Sir:  Re  Ben  Weberman's  "Games  Bond 
Dealers  Play"  (June  9).  Ways  &  Means 
Chairman  Ullman,  the  Carter  Adminis- 
tration and  some  members  of  the  U.S. 


Treasury  Department  are  more  intertj 
ed  in  maximizing  revenues  for  the  L) 
Treasury  rather  than  curbing  abusesi 
any  bond  programs.  It  is  their  ulnm, 
intention  that  all  future  bond  issues  w 
be  taxable  bonds;  then  the  federal  g 
ernment  can  turn  around  and  prow 
interest  subsidies  for  those  taxable  bq 
issues  they  decide  warrant  subsidies. 
— A.I.  McNitt Jr. 
Administrator, 

Housing  1  Hvision,  Department  of  Com  me 
State  of  Nevada 
Carson  City,  Net: 


Doctor  came  through 

Sir:  I  have  followed  the  story  and  cc 
ments  about  the  doctor  who  ma] 
house  calls  (Readers  Say,  Max  26  and) 
7).  Recently  I  called  Dr.  Jutabha  [M 
said  he  would  make  house  calls)  and  t; 
to  his  word  he  drove  25  miles  to 
house.  The  total  bill  for  $50  covered  t| 
hours'  work  less  his  gas  expense, 
comes  out  a  little  better  than  your  real 
Rex  Steelman  suggests  (July  7). 
— C.E.  Henrion 
Oskaloosd,  Iowa 


How  to  have  a  son 

Mr.  Arthur  Ochs  Sulzberger 
Publisher, 

The  New  York  Times 
New  York,  N  Y. 
Dear  Punch: 

Congratulations  on  the  birth  o 
your  grandson! 

Having  had  five  granddaughters 
to  date  and  no  grandsons,  woulc 
you  mind  telling  me  how  you  do  it: 
(seep.  31). 
—MSF 

Dear  Malcolm: 

Thanks,  indeed,  for  your  nice 
note  on  the  arrival  of  the  latesi 
Arthur. 

The  recipe  for  grandsons  is  fairly 
simple: 

Take  two  tablespoons  of  cit]| 
dust;  combine  them  with  one-hal 
pound  of  ink  rubbed  off  on  you: 
hands  from  page  7  or  13  of  the  Neu 
York  Times.  .  .  . 

But,  then  again,  why  am  I  telling 
you — you  have  four  sons.  You'vt 
just  gone  and  forgotten  the  recipe 
Think  man,  think! 
— Arthur  Ochs  Sulzberger 
Publisher. 

The  New  York  Times 

New  York,  NY 
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What  can  you  do  if 
you're  faced  with 
alump  sum  distribution 


wheny 


Merrill  Lynch  says, 
roll  over. 


Suppose  you're  about  to 
receive  a  lump  sum  distribution 
from  a  pension  or  profit-sharing 
plan.  The  minute  you  lay  your 
hands  on  that  lump,  you  take  vour 
lumps  from  Uncle  Sam. 

You  may  well  prefer  to  con- 
tinue your  tax  deferment  as  long  as 
possible.  And  that's  what  the 
Merrill  Lynch  IRA  rollover  plan 
is  all  about. 

You  take  your  lump  sum,  put  it 
into  a  Merrill  Lynch  Individual 
Retirement  Account,  and  keep 
your  tax  deferment  until  you  take 
the  money  out— which  you  can  do 
pretty  much  whenever  you  want 
after  age  59!/2,  provided  you  start 
doing  it  by  age  70Vi.  All  gains  or 
earnings  on  your  IRA  assets  are 
also  tax-deferred. 

One  word  of  warning,  how- 
ever: by  law,  you  lose  the  deferment 
if  you  wait  more  than  60  days 
before  completing  the  rollover. 
So  plan  ahead. 

The  tax  deferment  is  only 
one  advantage  of  a  Merrill  Lynch 
IRA.  Another  is  that  you're  your 
own  boss  about  how  you  invest  the 

rill  Lynch  Pierce  Fenner  &  Smith  Inc.  Member  SIPC 


A  breed  apart 

money.  Naturallv,  your  Merrill 
Lynch  Account  Executive  will  help 
you  plan  and  handle  the  invest- 
ments; but  there's  absolutely 
nobodv  making  up  a  lot  of  rules 
you  have  to  follow. 

Most  IRA  rollover  plans,  for 
instance,  won't  let  you  hold  on  to 
stock  you  receive  as  part  of  your 
distribution.  With  Merrill  Lynch, 
you  can.  It's  your  money,  to  invest 
as  you  see  fit,  with  your  personal 
goals  in  mind. 

Which  leads  to  the  next  advan- 
tage: enormous  flexibility.  You  can 


select  investments  ranging  from 
monev  market  funds  to  bonds, 
from  common  stocks  to  govern- 
ment securities.  And  you  can  shift 
investments  to  meet  changing  eco- 
nomic conditions  and  changing 
personal  needs. 

If  you've  got  a  lump  sum  com- 
ing—whatever the  size— we've  got 
the  experience  to  help  you  roll  it 
over  to  your  advantage.  We've  set 
up  IRA  rollover  accounts  with  two 
thousand  dollars  and  with  over  two 
million.  We've  set  them  up  for  com- 
pany presidents  and  for  secretaries. 
And  we'd  like  to  show  you  why  our 
IRA  plan  should  be  an  integral 
part  of  your  retirement  planning. 

For  more  details,  ask  for  a  copy 
of  "IRA  Rollovers." 

Write  to  Don  Underwood, 
Merrill  Lynch,  165  Broadway, 
New  York,  N.Y  10080.  Or  call  toll- 
free  800-223-1910  (in  New  York 
State,  800-522-5605). 

After  all,  when  it  comes 
to  planning  your  retirement,  you 
ought  to  like  it.  Not  lump  it. 

Merrill  Lynch 


The  Great  Asset  Management  Dilemma: 
Strategy  vs.  Mere  Movement 


"Asset  Management"  has  be- 
come a  very  profitable-if  im- 
precisely used-term.  By  the 
enormous  banks  who've  mi- 
raculously donned  mantles  of 
"Private"  and  "Custom"  exper- 
tise, by  those  fast-spreading 
financial  counselors,  even 


by  brokerage  houses.  All  of 
which  encourages  New  York's 
smallest,  hence  most  focussed 
money  center  bank-though 
its  largest  in  the  intensely 
sophisticated  management  of 
personal  trusts-to  cut  through 
the  hubbub  and  present  its 
singularly  solid  credentials. 


Never  before  have  as  many  im- 
portant imponderables  needed 
to  be  judged  by  an  astute  asset 
manager  as  today.  Our  chart 
lists  only  Jive  major  economic 
variables.  And  their  only  com- 
mon denominator  is  uncertainty. 

Our  candid  conclusion 
is  that  mega-formula 
managers  or  novice 
counselors  are  simply 
not  capable  of  offering 
the  uniquely  concen- 
trated investment,  tax 
and  financial  planning 
advice  we  right  now 
bring  to  bear  on  $7.9 
billion  of  investment 
accounts,  personal 
trusts  and  estates. 

Of  course  our  fiduci- 
ary heritage  and  long 
client  relationships  are 
assets  themselves.  But 
it's  our  determination 
to  work  very  hard  for  the  discrimi- 
nating client  that  sets  us  apart. 

For  a  comprehensive  view  of 
our  truly  special  asset  manage- 
ment approach,  please  write  or 
call  Joseph  J.  Verbaro,  Jr. , 
United  States  Trust  Company  of 
New  York,  45  Wall  Street,  N.Y,  N.Y. 
10005.(212)  425-4500. 

U.S.Trust 

*n  you  do  something  very  well 

you  simply  cannot  do  it  for  everyone. 


anyone  who's  thinkinc 

of  spending  24.000  for  a 
luxury  car  should  talk  to 
a  psychiatrist: 


John  Boston,  a  Texas  psychiatrist,  owns  a  73  Volvo. 

He  bought  that  Volvo  because,  as  he  puts  it:  "I  had 
admired  what  Volvo  had  done  in  the  area  of  safety.  The 
car  seemed  well-built.  It  offered  solid  European 
craftsmanship  without  the  inflated  price." 

We  wanted  Dr.  Boston's  opinion  of  the  new  Volvo 
GLE,  which  has  a  full  assortment  of  luxury  features  as 
standard  equipment— and  a  price  tag  thousands  of  dol- 
lars below  that  of  the  well-known  German  luxury  sedan: 

"It's  an  excellent  value.  In  my  opinion,  the  individual 
buying  this  car  would  have  a  strong,  unsuppressed  need 


-  Dr.  John  Boston,  psychiatrist 
and  Volvo  owner,  Austin,  Texas 


to  get  his  or  her  money's  worth.  He  or  she  would  prob 
ably  also  have  a  strong  enough  self-image  not  to  need ; 
blatant  status  symbol." 

When  we  told  him  that  some  people  were  actually 
paying  five  to  ten  thousand  dollars  more  for  a  luxury 
car,  Dr.  Boston's  response  was  characteristically  succin 

"That's  not  using  your  head." 

Finally,  we  asked  Dr.  Boston  if,  when  he  was  ready 
for  a  new  car,  he'd  consider  the  Volvo  GLE  for  himself 

"I'd  be  crazy  if  I  didn't."  VOLVO 

A  car  you  can  believe  in 


*  Volvos  start  at  $7. 965.  GLE  model  shown  suggested  retail  price  $13,310,  P.O.E..  taxes,  dealer  preparation,  delivery  charges  and  Lamda  Sond   additional,  c  mo  voivo  of  a»eric»  cobpobuI 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


WHILE  REAGAN'S  STILL 

November's  presidential  election,  there  are  any  number  of 
f(|ina  peels  in  his  path  to  be  hopped,  skipped,  jumped,  walked  or 
:ed  around  'twixt  now  and  then.  As  Teddybaby  can  testify, 
ins  do  not  necessarily  an  election  winner  make  (see  Fact  &) 
ent,  May  14,  1979  on  Teddy  as  "surefire  victor"). 
e  Bush  pick  was  clear  indication  Reagan's  no  prisoner  of 
vrathfully  righteous  Right.  If  he  could  have  landed  Ford  as 
ining  mate  without  ostensibly  giving  up  presidential  pow- 
hat  are  Constitutionally  un-give-up-able,  it  would  have 
a  coup  worth  the  effort.  All  the  brouhaha  blaming  him  for 
ttempt  was  mostly  TV  and  other  political  pundits'  efforts 
ipe  the  egg  off  their  own  mis-forecasting  faces, 
d  Reagan's  made  it  clear  he'll  have  no  part  of  any  effort  to 
the  clock  back  on  women's  rights,  despite  a  weasel 
rm  plank. 

emphasis  on  jobs  and  growth  and  curbing  recession  and 
is  a  more  vote-getting  way  of  saying  he's  going  to  get 


AHEAD  IN  SOME  POLLS 

government  off  business'  back. 

But  Mr.  Reagan  had  better  cease  making  jingo-sounding 
foreign  policy  comments.  It's  one  thing  to  emphasize  that  he'll 
bring  our  shortchanged,  short-shriftcd  military  back  up  to 
snuff,  but  another  to  say  we  shall  achieve  total  superiority  in  all 
respects — unnecessary  as  well  as  undoable. 

He  should  make  clear  that  he  won't  gore  our  Chinese  Rela- 
tionship by  pressing  for  an  unneeded  renewing  of  unrealistic 
formal  ties  with  presently  prospering  Taiwan.  He  should  make 
it  clear  to  both  our  allies  and  our  enemies  that  he  will  insist  the 
United  States  speak  in  foreign  policy  from  strength  rather  than 
weakness. 

If  Governor  Reagan  continues  doing  such  stupid  things  as 
resurrecting  the  Vietnam  War  by  branding  that  most  bitter  and 
divisive  conflict  as  a  "noble  cause,"  the  prospects  of  a  Republi- 
can November  victory  will  vanish. 

He  had  better  go  all  out  reaching  out  and  stop  reaching  back. 


AS  FOR  CARTER  &  KENNEDY  &  PLATFORM 


ybaby  endorsed  his  •  conqueror  with  all  the  enthusiasm 
incerity  that  you  and  I  would  have  for  a  rival  who 

ced  he  was  going  to  "whip  our  ass" — and  did. 
his  convention  speech  Kennedy  finally  managed,  in  rhet- 
ind  intonation,  to  sound  like  brother  Jack.  But  in  the  final 
sis  all  he  accomplished  was  to  blow  a  glow  into  the 
rs  of  dead  fires,  to  warm  up  decades-old  Democratic 
es  no  longer  relevant  to  most  of  today's  burning  issues, 
rter's  campaign  strategy  of  attempting  to  portray  Reagan 
soob  by  throwing  a  selection  of  old  quotes  made  by  the 
tx  California  governor  in  the  course  of  thousands  of 
ihes,  columns  and  radio  talks  won't  be  enough  to  reelect 


the  President — but  new  ones  of  the  same  ilk  as  above  could. 

Reagan's  not  as  foolish  as  some  of  those  old  quotes 
might  suggest.  I  think  he'll  handle  this  assault  effectively  by 
using  candid  humor.  As  we  in  the  punditing  business  know 
all  too  well,  to  comment  continuously  is  to  make  from 
time  to  time  observations  that  can,  in  later  times,  sound 
pretty  dumb. 

If  the  recession  fades  and  the  Reagan  bull  market  continues 
up  to  election  day,  the  President  won't  benefit  too  much 
because  inflation  will  also  come  back  with  a  vengeance.  It's 
this  galloping  erosion  of  what  their  buck  can  purchase  that's 
galling  most  voters. 


THAT  ENDLESS  PRIME  TIME  TOTAL  TV  CONVENTION  COVERAGE 


b  should  never  again  take  place.  The  networks  seldom 
led  the  speakers — thank  goodness! — but  they  were  all 
|?  time  getting  obscure  delegate  comments  on  the  conven- 
lities  and  similar  profundities. 

dia  incestuousness  was  never  more  rampant — commen- 
i  tossing  the  microphone  ball  from  one  t'other  after 


repetitive  fatuousness  by  all  hands.  Even  the  worst  of  soap 
operas,  situation  comedies  and  game  shows  had  to  seem  good 
compared  to  the  bulk  of  the  stuff  and  guff  that  filled  the  hours 
between  the  minutes  of  substantive  convention  developments. 

Next  time  around  the  network  that  best  covers  only  signifi- 
cant convention  activities  will  win  the  Nielsen. 
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TO  SELECT  TWO  N.J.  RHODES  SCHOLAR  CANDIDATES 


for  final  consideration,  six  of  us  spent  many  hours  going  over 
the  dossiers  of  48  recommended.  Then  we  enjoyed  a  couple  of 
days  of  intensive  interviewing  and  socializing  with  the  dozen 
who,  by  committee  consensus,  seemed  foremost. 

One  Princeton  undergraduate,  Royce  Flippen  III,  who  is  and 
intends  to  be  a  writer,  in  his  required  letter  of  application  as  to 
why  he  wanted  the  scholarship,  wrote  of  "the  peculiar  har- 
mony when  a  piece  of  writing  works 

"I  want  to  spend  the  next  few  years  of  my  life  in  search  of 
that  harmony.  I  want  the  chance  to  read  and  study  and  consid- 
er words  and  ideas.  Rhodes  or  no  Rhodes,  I  plan  to  devote 


myself  to  developing  my  writing  abilities,  both  for  my  c 
pleasure  and  because  I  feel  important  ideas  need  clear  voic 

"Writing  is  my  chance  to  be  God." 

One  of.  America's  most  noted  men  of  letters, 
McPhee,  commented:  "Mr.  Flippen  writes  with  a  flui 
and  ease  that  provoke  hatred  in  more  halting  perforn 
such  as  myself." 

While  this  gentleman  wasn't  named  in  the  final  Rhodes 
round,  I  sure  enjoyed  his  observations.  It  is  fun  tossing 
godlike  solutions  to  every  problem  and  presenting  conclus 
about  everything  else. 


FOOD  ADS:  ONE  GREAT,  ONE  BLOOPER,  ONE  AWFUL 


Have  you  ever  seen  a  restaurant 
ad  that  would  make  you  lose  your 
appetite  faster  than  this  one? 


Roquefort. 
A  blue-veined  cheese  by  any  other  name 
is  just  pretending. 


Or  one  that  more  appetizingly 
makes  its  very  valid  point  than 
this  Roquefort  one? 


Or  a  more  humorous  blooper 
than  contained  in  this  offer  by  San 
Antonio's  Holiday  Inns? 

SAN  ANTONIO 

One  of  America  s  4  Unique  Cities 
and  the  No  1  Tourist  Destination  m  Texas  \ 

offer 

a  $5.00  cash  rebate 

on  any  Sunday,  Monday  or  Tuesday  night 

Sparkling  Pools  •  Pipers  Restaurants  •  ! 
Cocktail  Loujaafis — s — EteeJlBp  Movies 


t  UM 

•  Does  no!  apply  lo  tny  pr«viou*iy  quoted  a 

•  Applies  to  Directory  Rates 

San  Antonto  Alamo  Area  San  Anionio  Northwest* 

318W.  Durango  6023  N  W  Expressway 

225-3211  732-5141 
San  Antonio  Northeast" 
3855  Pan  Am  Expressway 
226-4361 


RICH  TEXANS  DON'T  AGREE  ON  WHAT  RICH  IS 


Clint  Murchison  used  to  observe,  "Down  here  we  have  a 
saying — a  man  is  worth  twice  what  he  owes." 

During  the  congressional  probe  after  the  Hunts'  silver  coraer 
was  turned,  Nelson  Bunker  Hunt  was  quoted  as  saying,  "People 
who  know  how  much  they  are  worth  generally  aren't  worth 
too  much." 

And  the  other  brother,  Herbert,  said  in  answer  to  the  query 


about  his  wealth,  "I  don't  have  that  in  my  head." 

You've  got  to  admit  it's  something  else  again  wThen  guy 
so  rich  they  can't  even  agree  on  what  rich  is. 

While  on  the  subject,  here  are  two  other  rich  thoughts: 
curse  of  the  rich  is  that  they  are  not  allowed  to  die"— 
Behrman;  and  "If  the  rich  could  hire  others  to  die  for  then 
poor  could  make  a  nice  living" — Yiddish  proverb. 


IN  THAT  GREAT  BRITISH  TV  SERIES 

entitled  The  Duchess  of  Duke  Street,  one  episode  has  an 
obnoxious  art  dealer  making  this  observation:  "English  people 
don't  buy  paintings;  they  always  think  they  could  paint  them 
themselves  if  they  had  the  time."  Marvelous,  eh  what? 

PRIME  INVESTMENT:  A  GREAT  BIG  ATTIC 


Or  a  spare  room  or  a  garage  or  any  ample  space  to  store 
things  away  instead  of  having  to  throw  'em  out.  If  you'd  kept 
the  unworn  out  but  Out  clothes,  the  pictures,  the  toys  or  most 
any  darn  thing  you  ever  owned,  they'd  fetch  unbelievable 
prices  these  days  in  auctions,  flea  markets  and  antique  stores. 
The  stuff  of  attics  and  most  of  what  you  tossed  away  years  ago 
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has  probably  appreciated  more  in  the  last  two  or  three  de 
than  the  certificates  carefully  stashed  in  safe  deposit  box 
the  cash  hoarded  in  shoe  boxes. 

Most  of  today's  junk — if  yesterday's  is  any  criterion — w, 
tomorrow's  Collectibles.  Cache  this  junk  away  and  cash 
on  another  day. 

FORBES,  SEPTEMBER  l 


TO  FORGET,  BUT  NOT  TO  BE  FORGOTTEN 


ofttimes  the  wistful  wish  of  many  of  us.  Along  with 
urches  and  charities,  museums  and  colleges  and  the  arts  and 
iences  have  all  benefited  from  the  beneficences  of  those 
parted  who  hoped  to  remain  in  mind. 

Such  "immortality"  is  of  course  quite  momentary.  But  as 
lg  as  the  yearning  results  in  monetary  support  for  desirable 
uses,  no  harm's  done  and  some  good  sometimes  is. 
[  was  reminded  of  this  longing  by  a  comment  in  The  Women 
i  Time/Life  Book  from  The  Old  West  series):  "Many  literate 


pioneer  women  seemed  to  sense  that  their  lives,  no  matter 
how  obscure,  were  part  of  a  great  historical  venture  that  would 
never  take  place  again.  They  wanted  to  record  it,  and  they 
hoped  thereby  to  capture  a  piece  of  immortality,  at  least 
among  their  descendants.  Mollie  Dorsey  Sanford,  an  early 
settler  in  Nebraska  and  Colorado,  asked  her  grandson  to  pre- 
serve her  journal,  'not  from  any  special  merit  it  possesses  but 
because  I  do  not  want  to  be  forgotten.'  " 
Without  the  journal,  she  would  now  be. 


OFTEN  A  WOMAN? 

doubt  it  was  their  idea,  but  a  present  from  the  four  daughters  of  Mr.  and 
•s.  Malcolm  S.  Forbes  Jr.  was  an  ashtray  with  words  that  seemed  appropri- 

to  the  circumstances — circumstances  being,  Malcolm  Jr.  is  scheduled 
mtually  to  have  a  majority  equity  in  Forbes  Inc.  (see  Side  Lines,  p.  6),  and 
er  their  fourth  daughter,  wife  Bina's  vowed  Enough,  thus  limiting  the 

^ability  of  an  MSF  III. 

The  ashtray's  reassuring  words:  "The  best  man  for  the  job  is  often  a 
man." 

anwhile,  escorted  by  Chairman  Arthur  Levitt  Jr.  (left)  Forbes  pere  and  fils 
w  up  at  the  Amex  for  a  visit,  not  a  listing.  The  company  may  eventually 
'going  to  the  women"  but  it's  not  going  public. 


EGO  MAY  BE  THE  SPARK 

but  heart's  the  engine. 


TO  DO  IS  FAR  MORE 

than  to  be. 


RAILROADING  THE  RAILROADS 


By  M.S.  Forbes  Jr. 


The  odds  are  lengthening  against  a 
meaningful  railroad  deregulation  bill 
passing  this  session  of  Congress.  Such 
legislation,  of  course,  would  be  ex- 
tremely helpful  in  strengthening  rail 
finances;  the  prices  the  ICC  has  per- 
mitted the  railroads  to  charge  for 
hauling  many  commodities  have  been 
largely  inadequate. 

What  has  derailed  deregulation  is 
coal.  Carriers,  especially  the  Burling- 
ton Northern,  have  spent  heavily  to 
improve  their  coal-hauling  capability, 
and  they  argue  that  current  rates,  de- 
spite hefty  boosts  in  recent  years,  are 
not  high  enough  to  generate  a  fair 
return.  The  rails  are  right,  but  their 
opponents,  principally  coal-burning 
utilities,  are  likely  to  prevail.  The 
electrics  don't  want  to  pay  more  for 
coal,  and  so  they  have  raised  a  storm 
of  protest  over  permitting  coal-carri- 
ers more  freedom  in  pricing,  even 
though  these  utilities  have  a  far  high- 
er return  on  investment  than  do  the 
railroads. 

It's  ironic  that  electric  utilities 
should  be  leading  this  particular 
:harge.  There  is  hardly  an  industry 
that  has  been  more  harmed  financial- 
ly by  politically  motivated  pricing 


policies  than  they.  Yet  they  haven't 
hesitated  to  hoist  that  much-misused 
banner  of  "consumer  protection"  in 
preventing  railroads  from  getting  suf- 
ficient return  for  delivering  coal. 

Next  time  utility  executives  de- 
nounce the  political  machinations  of 
their  rate  commissions,  just  remind 
them  of  what  they  are  trying  to  do  to 
the  railroads. 

THE  DEMOCRATS 
HAVE  GONE  STALE 

The  most  notable  aspect  of  the 
recent  Democratic  Convention  was 
its  lack  of  enthusiasm,  its  lack  of  con- 
viction about  the  usefulness  of  the 
party's  New  Deal-Great  Society  phi- 
losophy in  coping  with  today's  prob- 
lems. Time  has  passed  this  ideology 
by,  and,  in  their  hearts,  most  of  the 
delegates  knew  it. 

What  was  stimulating,  relevant  in 
the  past  is  stale  stuff  today,  and  nei- 
ther Kennedy  nor  Carter  had  anything 
new  to  offer.  Massachusetts'  junior 
Senator  Paul  Tsongas,  a  Democrat  of 
the  Kennedy  mold,  recently  acknowl- 
edged, "The  great  political  middle  .  .  . 
perceives  the  Democrats  as  living  off 
the  past." 

Incredibly,  Carter  might  yet  win, 
but  the  Democratic  party  will  still 


face  the  task  of  developing  new  ideas, 
new  themes  for  the  1980s. 

ENOUGH  IS  ENOUGH 

Dissatisfaction  over  the  convention 
choice  between  Carter  and  Kennedy 
has  led  to  a  rash  of  proposals  for 
changing  the  way  we  now  nominate 
presidential  candidates. 

A  number  of  political  experts  are 
concluding  that  we  should  allow  for  a 
number  of  uncommitted  delegates 
who  could  take  into  account  "special 
factors"  that  may  arise  after  the  pri- 
mary season;  that  this  would  make 
conventions  more  "deliberative." 

For  all  the  shortcomings  of  the  cur- 
rent nominating  process,  however, 
we  should  resist  the  temptation  of 
another  round  of  fundamental  change. 
Diminish  the  importance  of  primar- 
ies and  who  would  move  into  the 
vacuum? — the  increasingly  powerful 
single-issue  groups,  such  as  the  Na- 
tional Education  Association,  the 
right-to-lifers,  etc.  It  is  hard  to  see 
how  increasing  their  clout  in  the  se- 
lection of  presidential  candidates 
would  benefit  the  political  process. 

We've  already  had  a  great  de  d  of 
reform  and  the  results  have  not  met 
expectations.  For  the  moment,  we'd 
better  leave  well  enough  alone. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  s  mind.  -MSF 


Running  on  Alcohol 

As  an  example  of  a  nation  running  on 
wheels  fueled  by  alcohol,  David  Blume  [a 
founder  of  the  American  Homegrown 
Fuel  Co.  of  San  Francisco]  cites  sugar- 
cane-rich Brazil.  "By  1985,  Brazil  will 
have  all  of  its  cars  running  on  pure  alco- 
hol. Brazil  had  a  45%  inflation  rate, 
largely  from  oil  imports.  What  the  gov- 
ernment did  was  tell  the  auto  makers — 
Ford,  GM,  International  Harvester, 
Volkswagen,  Fiat — to  make  a  car  that 
runs  on  alcohol  for  the  same  price  as 
their  regular  car  if  they  wanted  to  sell  in 
Brazil.  Right  now  you  can  get  those  cars 
off  the  assembly  line.  The  car  makers  did 
it  in  two  years."  Alcohol  in  Brazil,  he 
said,  "now  runs  about  $  1  a  gallon  when  it 
used  to  cost  more  than  $2  a  gallon  for 
gasoline." 

— by  George  Snyder, 
San  Francisco  Chronicle 

Over  and  Out 

For  years  now  the  TV  news  people, 
most  prominently  Walter  Cronkite,  have 
been  saying  that  their  evening  news 
shows  are  superficial  because  they  are 
only  30  minutes  long,  and  that  given 
more  time  their  coverage  would  probe 
below  the  surface  of  the  news.  On  the 
evidence  of  what  they  did  with  all  the 
time  they  had  during  this  convention,  it 
doesn't  look  like  they're  up  to  it. 

— Wall  Street  fournal 

Swim  Instructions, 
Circa  1820 

After  leaving  the  water,  the  body 
should  be  briskly  wiped  with  a  coarse 
towel  or  piece  of  crash,  and  immediately 
covered  with  clothes  sufficient  to  excite, 
or  preserve  the  temperature  of  health.  To 
bathe  every  second  or  third  day  is  ordi- 
narily sufficient.  Daily  bathing  is  not  in- 
frequently found  to  produce  a  degree  of 
languor  and  wasting  of  the  body.  If  our 
bathing  depends  on  the  tide,  we  may 
bathe  several  days  in  succession  and 
then  omit  it  as  many. 

—Dr.  Coffin,  New  Bedford  (Mass.) 
Mercury,  1820,  in  Antiques 

Half  an  Atomic  War? 

Deeply  puzzling  was  the  alleged  novel- 
ty of  the  notion  that  U.S.  missiles  will 
henceforth  be  pointed  at  Russian  silos 
and  command  bunkers  rather  than 
cities.  .  .  .  The  notion  of  limited  nuclear 
war  is  a  lunatic  idea  rendered  slightly 


more  plausible  if  you  argue  that  major 
population  losses  won't  occur  in  the 
first  minute^  of  any  nuclear  exchange. 
Carter,  Brzezinski  and  Harold  Brown 
are  now  saying  exactly  the  same  thing. 
The  only  comical  aspect  of  this  insanity 
is  that  this  week  these  same  fellows  try 
to  paint  Ronald  Reagan  as  a  warmonger. 
The  basic  fact,  that  no  missile  going 
6,000  miles  can  be  relied  upon  to  hit 
anything  smaller  than  a  fair-sized  city, 
is  ignored  by  all.  Yet  such  is  the  case. 
Only  a  half-witted  technocrat  like  Car- 
ter, passionate  for  precise-looking  num- 
bers and  calibrations,  could  seriously 
imagine  otherwise. 

— Alexander  Cockburn, 
Village  Voice 

Care  for  the  Cattle, 
Not  the  Wives 

Annie  Greenwood,  a  farmer's  wife  on 
the  Snake  River  plains  of  Idaho  [in  the 
mid- 1800s],  had  to  toil  at  household 
chores  up  to  the  very  moment  her  daugh- 
ter was  born.  She  did  not  permit  herself 
the  luxury  of  complaining,  but  her  terse 
recollection  of  the  event  speaks  with  un- 
derstated bitterness:  "The  week  Rhoda 
was  bom  I  cooked  for  15  men  who  had 
come  to  help  stack  hay.  And  in  the  inter- 
vals of  serving  them  I  would  creep  into 
my  bedroom  to  sink  across  my  bed.  I  was 
so  tired.  Through  the  bedroom  window  I 
could  see  the  mare  and  the  cow,  turned 
out  to  pasture  for  weeks  because  they 
were  going  to  have  their  young." 

— The  Women,  by  Joan  Swallow  Reiter 

Banged  Banks  Stronger 

The  world  has  learned  to  accommo- 
date to  levels  of  uncertainty  that  would 
have  been  unheard  of  in  earlier  times. 
Take  banking.  [It's  faced]  unprecedented 
volatility  in  financial  markets.  Gold  at 
$35  an  ounce  and  then  at  $835  an  ounce. 
A  dollar  declining  in  value  at  times  by 
more  than  5%  against  the  deutsche  mark 


or  yen  in  a  single  day.  Fifteen  changes 
the  prime  during  the  last  six  months 
last  year  alone;  the  worst  recession  in 
years,  the  highest  loan  losses  since  t 
Depression. 

Yet  world  trade  expands  by  an  avera 
of  20%  a  year.  Some  $274  billion 
OPEC  surpluses  were  recycled  to  defi< 
nations.  The  American  economy  add 
more  than  1 5  million  private  sector  job 
— John  F.  McGillicuddy,  CI 
Manufacturers  Hanover,  St.  Bonaventi 
University  commencement  addn 


The  attitude  toward  an  inte 
national  problem  on  the  pa 
of  a  medium  and  small  pow 
is  to  seek  to  live  with  it.  Tt 
attitude  of  a  superpower  is  i 
seek  to  change  it. 

— Christoph  Bertram,  director 
London's  International  Institute  l 
Strategic  Studies,  in  Tit 


No  Comment  Necessary 

The  Navy  is  preparing  to  ground 
least  a  squadron  of  F-14  Tomcats — 
first-line    fighter  planes — because 
doesn't  have  enough  people  to  maints 
and  fly  them. 

— U.S.  News  &)  World  Rep* 

Pre  Lib  Personified 

My  beau  ideal  would  be  a  woman  w 
talent  enough  to  be  able  to  understa 
and  value  mine,  but  not  sufficient  to 
able  to  shine  herself. 

— Lord  Byr 

Olive-Only  Martini 

The  olive's  noblest  function  is, 
course,  to  keep  a  lemon  twist  out  of  yfl 
martini.  A  respectable  martini  olive: 
neither  so  large  as  to  displace  a  sign 
cant  quantity  of  liquid,  nor  so  small  as 
be  mistaken  for  a  health  code  violati* 
Never  does  it  contain  a  pimiento;  a  drii 
must  not  stare  back. 

— L.R.  Shannt 

New  York  Tin 
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SONY  BETA  CASSETTES. 
PICTURE-PERFECT  PICTURES. 


The  Mona  Lisa,  by  Sony  Beta 
cassettes.  Note  how  this  master 
tape  captures  all  the  delicate  shad- 
ings and  subtle  color 

The  fact  is,  the  sharper  your 
eyes,  the  more  you'll  appreciate  the 
Picture- Perfect  Pictures  on  Sony 
Beta  cassettes.  So  perfect  we  call 
them  original  copies." 

Sony  knows  more  about  Beta 
video  tape  than  anyone.  After  all,  we 
invented  the  Beta  machine  and  the 
cassettes  that  go  with  it 

The  way  we  make  Sony  Beta 


cassettes  is  unique.  No  one  else 
polishes  their  tape  to  a  perfect 
mirror-finish  the  way  Sony  does. 
No  one  uses  the  Sony  formula  for 
the  perfect  binding  that  holds  the 
magnetic  particles. 

Sony  has  special  touches  from 
start  to  finish  that  no  other  tape 
manufacturer  uses.  (Remember,  it 
was  Sony  who  pioneered  the  home 
video  recorder  system!) 

When  you're  not  home,  but 
want  to  record  that  game  of  the  year, 
that  State  Of  The  Union  address, 


thatonce-in-a-lifetime  event -you 
need  a  tape  that  will  record  every- 
thingperfectly. 

And  when  you  look  at  it  later 
it  will  be  even  more  exciting,  with 
Picture- Perfect  Pictures  on  Sony 
Beta  cassettes  -  of  course. 

SONY 


i  A  OviStOno' Sony  Co'D  ol  America  Sony  is  *  trademai 


Money  can't  buy  the  one  book 
needed  to  complete  your  business  library 


You  can't  go  to  a  bookstore  and 
buy  a  copy.  You  can  get  it 
through  the  mail — free  from  LTV. 

The  title  is  Looking  Ahead.  The 
content  does  precisely  that.  It  looks 
ahead  at  the  future  of  five  key  U.S. 
industries:  Energy,  Aerospace/ 
Defense,  Steel,  Ocean  Shipping 
and  Food.  The  five  industries,  not 
incidentally,  are  the  five  in  which 
The  LTV  Corporation  is  ac- 
tively involved. 


An  Englishwoman 
and  24  Americans 


All  of  the  information  was  spe- 
cially written  for  the  book,  and 
the  contributing  authors  include 
Prime  Minister  Margaret  Thatcher, 
Senator  Ernest  Hollings  and  Am- 
bassador Leonard  Woodcock. 

You'll  also  hear  from  industry 
leaders  such  as  John  Bookout  of 
Shell,  Frank  Borman  of  Eastern 
Airlines  and  J.  Willard  Marriott,  Jr. 

Labor  leaders  Lane  Kirkland  and 
Lloyd  McBride  have  contributed, 
as  have  financial  analysts  Eugene 
Frank,  Wolfgang  Demisch  and 
George  Gaspar. 


Other  distinguished  leaders  from 
government,  the  academic  world, 
the  trade  press  and  institutions  com- 
plete the  list  of  25  authors. 

The  presidents  of  LTV's  five 
companies  will  also  report  on  LTV's 
progress  and  position  in  the  five  in- 
dustries discussed. 


The  hook  does  not  attempt  to  draw  conclu- 
sions. It  presents  you  with  a  provocative 
perspective,  a  reservoir  of  insight  upon 
which  to  draw  as  you,  too,  look  ahead. 


It  should  be  noted  that  the  book  is 
not  simply  a  reprint  of  the  material 
being  presented  in  LTV's  current 
advertising  campaign.  The  adver- 


tisements feature  highlights.  The 
book  has  much  more  depth. 

How  to  Not 
Buy  Your  Copy 

We  are  offering  this  book  free  in 
the  hope  that  it  will  add  to  your  un- 
derstanding of  five  major  indus- 
tries. The  authors  contributed  their 
time  and  insight  without  fee  — 
knowing  LTV's  intent  to  share  the 
information  with  the  public. 

As  the  LTV  Corporation  looks 
ahead,  we  believe  careful  planning 
will  enable  us  to  meet  the  challenges 
of  the  future.  Perhaps  this  book  will 
help  you  to  do  the  same.  To  reserve 
a  copy  simply  write:  LTV  —  Look- 
ing Ahead,  P.O.  Box  225003-F, 
Dallas,  Texas  75265. 

The  LTV  Companies 

The  LTV  Corporation  is  involved  in  five 
different  industries .  STEEL:  Jones 
&  Laughlin  Steel,  Youngstown  Sheet 
and  Tube;  ENERGY  PRODUCTS 
AND  SERVICE:  Continental  Emsco 
Company:  AEROSPACE/DEFENSE: 
Vonght  Corporation ,  Kent  ran  In- 
ternational: FOOD:  Wilson  Foods 
Corporation:  OCEAN  SHIPPING: 
Lykes  Bros.  Steamship. 


Looking  Ahead 

The  LTV  Corporation,  Dallas,  Texas 


How  did  Minolta 

develop 
the  right  exposure 

in  America's 
camera  market? 


rine  Midland  gave  them  the  shot. 


Back  in  1959,  Minolta  lacked  a  distribution  system 
in  America. 

But  then,  the  newly  formed  Minolta  USA  came 
into  Marine  Midland  Bank. 

They  needed  financing  from  a  banking  network 
that  had  an  edge  on  the  international  scene.  Marine's 
work  in  the  world's  major  money  centers  had  con- 
vinced them  we  could  do  it. 

We  could.  And  did.  Marine  delivered  a  multi- 


million  dollar  line  of  credit.  Acceptance  financing. 
A  revolving  letter  of  credit.  And  other  banking  service 
that  worked  just  about  as  hard  as  Minolta  itself. 

Today,  Minolta  USA's  nearly  a  $300  million  com 
pany  offering  everything  from  camera  equipment  to 
office  copiers.  As  their  needs  have  grown,  the  Marine 
financial  services  have  grown  right  along  with  them 

Minolta  told  it  to  the  Marine,  and  everything  cam 
out  picture  perfect. 


MARINE  MIDLAND  BANK,  m  a 

New  York  City,  Buffalo,  Miami,  Bogota,  Buenos  Aires,  Caracas,  Frankfurt,  Hong  Kong,  Jakarta,  London,  Madrid,  Manila,  Mexico  City,  Nass« 
Panama,  Paris,  Rio  de  laneiro,  Rome,  Sao  Paulo,  Seoul,  Singapore,  Sydney,  Tokyo,  Toronto. 
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Forbes 


Ik  about  fiscal  profligacy:  Japan  is  current- 
running  a  government  deficit  that  dwarfs 
budget  deficit  of  the  U.S. 


The  Japanese 
shell  game 


By  Thomas  C.  O'Donnell 
with  Anne  Bagamery 

ow  do  the  Japanese  do  it?  How 
do  they  run  such  a  successful 
economy  against  such  great 
There's  hard  work,  of  course,  plan- 
and  a  national  sense  of  coop- 
in  lacking  in  the  West.  The 
cliche's.  But  as  we're  increas- 
learning  there  are  a  few  parlor 
too.  Take,  for  example,  Ja- 
reputation  for  fiscal  pru- 
The  truth  is  that  the  Japa- 
govemment  is  running  a  defi- 
lat  dwarfs  that  of  Uncle  Sam. 
year  Japan's  deficit  was  a  full 
of  its  budget.  The  U.S.,  by 
ast,  posted  a  budget  deficit  in 
1979  of  $28  billion— roughly 
f  the  budget. 

e's  how  the  game  works:  The 
nment  runs  a  deficit  but  qui- 
ssues  carloads  of  government 
It  then  forces  financial  in- 
ions  to  buy  the  bonds  at  low 
s  and  yields  set  by  the  govern- 
The  borrowing  binge  en- 
the  government  to  run  a  huge 
without  raising  taxes  and 
jorced  investment  helps  hold 
ist  rates  down.  The  banks,  in  turn, 
elp  from  artificial  limits  on  what 
can  pay  their  thrifty  depositors.  In- 
of  being  taxed  directly,  the  saving 
c  is  taxed  indirectly  by  being  forced 
ce  below-the-inflation-rate  returns 
eir  assets. 


Suddenly  the  scheme  has  stopped 
working  well.  Earlier  this  year  interest 
rates  soared,  and  many  Japanese  com- 
mercial banks,  brokerage  houses  and  in- 
surance companies  took  a  bath  when 
their  massive  portfolios  of  government 
bonds  suddenly  sank  under  water.  "The 


it 


A  blizzard  of  bonds 


To  finance  its  budget  deficit — $65  billion  in  fiscal 
1979 — Japan  has  embarked  on  a  little-noticed 
borrowing  binge.  Since  1974  the  percentage  of 
government  budgetary  revenue  raised  by  bonds 
has  soared.  Financial  institutions  are  so  heavily 
saturated  with  government  paper  that  Japan  now 
faces  an  unpalatable  alternative:  raise  taxes. 


$  Billions 


Sumitomo  Bunk 


government  shoved  6.1%  bonds  down 
the  financial  institutions'  throats,"  says 
Walter  Oechsle,  senior  vice  president  of 
Putnam  International  Equities  Fund,  a 
Boston  mutual  fund  management  firm. 
"And  the  banks  had  to  watch  as  interest 
rates  went  up  to  9.5%  or  10%." 


Says  Heidi  Wakamoto,  an  assistant 
manager  of  Dai-Ichi  Kangyo  Bank:  "The 
situation  is  really  nuts.  We're  being 
forced  to  buy  billions  of  dollars  in  bonds. 
These  bonds  let  the  government  spend 
more  than  it  can  afford  to." 

As  recently  as  1974,  Japan  issued 
bonds  totaling  less  than  $7  billion.  A  year 
later — following  the  quadrupling  of  oil 
prices — that  figure  jumped  to  $25  billion. 
In  fiscal  1980,  Japan  is  forcing  its  finan- 
cial institutions  to  swallow  $63  billion  in 
bonds,  some  50%  more  than  the  revenue 
it  hauls  in  from  income  taxes  and  fully 
one-third  of  its  $189  billion  budget. 

Because  of  their  close  ties  to  the  cen- 
tral bank,  which  can  exert  tremendous 
pressure  on  them  to  buy  the  bonds,  com- 
mercial banks  have  taken  down  the 
lion's  share.  Japanese  commercial  banks, 
however,  do  not  operate  pension  funds  or 
trust  accounts  into  which  bonds  can  be 
placed.  Moreover,  banks  are  not  allowed 
to  sell  bonds  to  the  public.  They  have  to 
sit  on  them  for  at  least  six  months.  As  a 
result,  they  posted  book  losses  of  $2  bil- 
lion earlier  this  year  when  interest  rates 
shot  through  the  roof. 

What  can  Japanese  banks  do 
about  the  loss?  "Very  little,"  shrugs 
Wakamoto.  "But  we're  making 
noise  everywhere.  We  simply  can- 
not afford  such  large  amounts  of 
bonds."  Japanese  officials  are  clear- 
ly concerned  about  their  banks, 
which  are  playing  a  big  role  in  solv- 
ing the  number  one  problem  facing 
the  international  financial  markets 
this  year:  recycling  OPEC's  $120 
billion  surplus.  In  his  first  major 
speech  since  taking  office,  Prime 
Minister  Zenko  Suzuki  vowed  that 
his  government  would  reduce  its 
dependence  on  bonds,  conceding 
that  such  dependence  had  reached 
the  "critical"  point.  For  the  1981 
fiscal  year,  which  begins  next  Apr. 
1,  Suzuki  wants  to  reduce  the  gov- 
ernment's dependence  on  bonds  to 
27%  of  the  budget. 

But  even  such  a  modest  reduc- 
tion may  be  hard  to  achieve.  "The 
deficit  is  growing  rapidly.  And  there's  a 
tremendous  demand  for  additional  mon- 
ey coming  forward,"  points  out  Richard 
Young,  president  of  Young  Research  & 
Publishing,  a  Newport  R.I. -based  mone- 
tary research  firm. 
One  way  to  meet  that  demand,  of 
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course,  is  to  raise  taxes,  something  that 
critics  contend  should  have  been  done  in 
1975.  But  raising  taxes  could  quickly 
throw  Japan  into  a  recession  worse  than 
the  one  that  is  just  now  beginning.  An 
easier  solution  is  to  take  in  money  from 
abroad,  especially  the  Middle  East. 
"OPEC  countries  would  be  delighted  to 
put  more  money  into  Japan,"  says  Rich- 
ard Young. 

Actually,  that  OPEC  influx  is  already 
taking  place  in  both  the  stock  and  bond 
markets.  On  Aug.  23,  for  example,  the 
Nikkei-Dow  Jones  average  hit  a  record 
6910.  The  previous  high  of  6905  was 
reached  in  April.  Stock  brokers  say  that 
some  two-thirds  of  the  buy  orders  came 
from  OPEC  nations.  The  trouble  is  that 
unlike  domestic  borrowing,  foreign  bor- 
rowing and  investing  increases  external 
claims  against  Japan. 

OPEC  money  and  a  possible  tax  hike 
will  ease  the  budget  deficit,  but  they  will 
do  very  little  to  help  the  bond-saturated 
banks,  which  want  nothing  less  than  an 
overhaul  of  the  entire  market — some- 
thing no  one  expects  anytime  soon. 


"There  is  no  doubt  that  Japan  will  con- 
tinue to  finance  its  deficit  by  the  sale  of 
bonds,"  says  a  pessimistic  Courtenay 
Haight,  Morgan  Guaranty's  vice  presi- 
dent in  charge  of  the  bank's  Japanese 
business. 

Specifically,  Japanese  banks  want  the 
government  to  issue  bonds  with  shorter 
maturities,,  allow  banks  to  participate  in 
the  secondary  market  and  pay  market 
rates  on  its  debt.  Japan  has  already  con- 
ceded on  the  first  point — shorter  maturi- 
ties. "The  situation  got  so  bad  in  March 
that  the  government  authorized  banks  to 
sell  shorter-term  bonds — two-  and  four- 
year  maturities  instead  of  ten,"  says  an 
economist  at  a  major  U.S.  bank.  "It  was 
a  good  thing,  too.  Before  that,  the  situa- 
tion was  chaotic,  terrible." 

The  government  is  unlikely  to  open  up 
the  secondary  market,  however.  "Every 
time  this  proposal  comes  up,  the  securi- 
ties firms  yell  and  scream  about  banks 
getting  into  securities  trading,  where 
they  make  their  money  and  where  banks 
are  forbidden  by  law  from  entering," 
points  out  Haight  of  Morgan  Guaranty. 


So,  one  strategy  banks  use  to  n) 
their  losses  more  palatable  is  to 
bonds  to  blue-chip  Japanese  compai 
with  an  agreement  to  repurchase  ll 
"Technically,  it's  bond  trading,"  ad< 
Wakamoto  of  Dai-Ichi  Kangyo. 
against  the  spirit  of  the  law,  but 
government  can't  hold  us  liable.  W 
like  an  unhappily  married  couple, 
need  each  other,  but  we  don't  like  it 

What  the  banks  like  least  is  go\i 
ment  control  of  interest  rates,  undo 
edly  the  bond  market's  major  prob 
Unfortunately,  the  government  ref) 
to  recognize  this  fact  as  well  as  the 
pleasant  truth  that  the  banks  ma^ 
longer  be  intermediaries  for  the  ex 
capital  generated  by  postwar  prosper 

Explains  Walter  Peters,  presiden 
The  Unicorn  Group,  an  internatil 
money  management  firm:  "Traditic 
ly,  the  government  has  fed  the  bai 
kept  them  healthy  and  wiped  off 
blood  when  they  were  hurt.  Now 
bottom  lines  are  suffering  at  the  b) 
and  the  government  hasn't  got  the  ij 
ey  to  do  anything  about  it."  ■ 


Whafs  behind  AT &Ts  recently  announced  restructuring?  There  isgoc 
news  and  bad  news,  but  investors  seem  to  be  ignoring  the  good  new. 


Ma  Bell  gets  ready 
for  the  Eighties 


By  Maurice  Barnfather 


Is  American  Telephone  &  Tele- 
graph Corp.  about  to  be  broken  into 
several  parts?  Is  that  the  meaning  of 
last  month's  announced  changes?  No.  In 
fact,  the  announcement  suggests  a  com- 
promise by  which  Bell  will  formally  sepa- 
rate its  manufacturing  and  utility  arms, 
yet  actually  keep  them  under  common 
ownership.  If  that  happens  it  will  cer- 
tainly be  a  great  victory  for  common 
sense  over  an  obsolete  concept  of  what 
constitutes  competition. 

Bell,  which  has  played  its  hand  with 
great  skill  and  subtlety  against  the  trust- 
busters,  keeps  emphasizmg  the  impor- 
tance of  Bell  Laboratories  to  national  de- 
fense and  to  American  industrial  com- 
petitiveness. The  argument  is  simply 
that  Bell  Labs'  pure  research  efforts  can 
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be  sustained  only  by  the  vast  earning 
power  of  an  integrated  Bell  system. 

Says  AT&T  Chairman  Charles  L. 
Brown:  "The  Defense  Department  is 
very  concerned  about  the  rupture  of  the 
integrated  Bell  system  for  national  de- 
fense purposes."  Strictly  military  work 
was  3%  of  Bell  Labs'  revenues  of  $1.1 
billion  last  year.  But  that  conceals  its  real 
importance.  When  solutions  have  had  to 
be  found  quickly,  "The  U.S.  government 
has,  over  the  years,  found  it  desirable,  if 
not  necessary,  to  turn  to  Bell  Laborato- 
ries," argues  Solomon  Buchsbaum,  a  Bell 
Laboratories  executive  vice  president. 

Bell  Labs'  credentials  as  one  of  the 
finest  private-industry  research  estab- 
lishments in  the  world  are  impressive.  It 
invented  the  transistor  and  the  basic 
technology  that  underpins  the  laser  and 
data  communications,  the  new  industry 


AT&T  is  fighting  hard  to  enter. 

Bureaucrats  in  the  Justice  Departi 
in  1974  launched  an  antitrust  suit 
seeks  to  rip  the  telephone  company  ai 
Aside  from  some  greedy  competitor: 
suit  has  little  support  outside  the  bure 
racy.  "Who  wants  this  suit,  anyw 
Brown  asks  rhetorically.  "Certainly 
gress  doesn't  want  the  Bell  System  d 
tegrated,  the  FCC  doesn't,  nor  doe; 
Administration.  It  comes  down  to 
yers  in  the  Justice  Department." 

Confident  that  it  has  a  strong  ca 
Washington,  AT&T  set  the  stage  in 
gust  for  a  major  restructuring  of  its 
billion  assets: 

•  A  new,  fully  separate  $  1 0  billion 
enues)  subsidiary  for  nationwide  mai 
ing  of  telephone  terminal  apparatus 
all  manner  of  services  will  begin  op 
ing  after  1982.  In  preparation  foij 
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aration  some  corporate  loose 
;s  are  being  tied  by  buying  mi- 
ity  interests  in  four  telephone 
lpanies  for  $1  billion. 
AT&T  International  Inc.  has 
[n  formed.  AT&T  opted  out  of 
phone  equipment  sales  over- 
Is  in  the  1920s.  It  went  back  into 
;ral  countries,  including  Saudi 
i bia  and  South  Korea,  in  the 
[-1970s.  As  the  world's  almost 
hallenged  leader  in  technology 
quality,  Bell  has  tremendous 
>pects  in  the  export  field.  Like 
U.S.  banks  in  the  1960s,  AT&T 
allowing  its  multinational  cli- 
;  around  the  globe. 
The  $28  billion  (assets)  of  33 
sion  funds  are  being  lumped 
'  two  schemes  in  order  to  ease 
'  transfers  during  the  corporate 
ructure. 

Management  responsibilities 
E  realigned  to  run  the  new 
kT.  fames  E.  Olsen,  vice  chair- 
of  the  board,  will  run  the  new, 
/  separated  subsidiary, 
(it  why  is  it  all  really  necessary? 

overhaul  a  machine  running 
moothly  as  the  Bell  system? 
r  all,  in  return  for  allowing  it  to 
ime  a  monopoly,  AT&T  has 
for  the  U.S.  the  world's  best 
5hone  system.  Businessmen  in 
and  London  will  testify  to 
and  even  the  Germans  and 
nese  are  envious.  With  an  as- 
d  market,  AT&T  can  afford  to 
d  more  than  $1  billion  (1979)  "on 
irch  and  development  to  stay  ahead, 
year's  basic  telephone  service  Con- 
xion program  runs  around  $17  bil- 
It's  the  darling  of  the  capital  mar- 
raising  money  easily.  One  million 
le  are  employed  by  AT&T  and,  with 
illion  shareholders  enjoying  steady 
ings  and  dividend  growth,  it's  the 

widely  held  stock  in  the  country, 
terestingly,  AT&T  wants  to  change 
|iuch  as  the  trustbusters  want  it  to. 
current  law,  which  permits  AT&T  a 
i-monopoly  in  telephones,  prohibits 
>m  entering  other  fields,  a  rule  that 
:ed  well  enough  when  a  telephone 
a  telephone,  but  no  longer  does  so 
l  a  telephone  can  also  be  part  of  a 
luter  network  and  when  companies 
[BM  are  invading  AT&T's  turf.  The 
nt  law,  in  effect,  prevents  AT&T 
i  counterattacking.  It  is  unfair  to 
T  stockholders  and  deprives  U.S. 
itry  of  a  great  deal  of  useful  know- 
Three  years  ago  competitors  were 
|/ed  to  make  telephone  and  other  ter- 
1  gear  and  tie  them  into  the  Bell 
m.  And  that  same  year  the  Supreme 
It  in  effect  upheld  a  federal  appeals 
I  decision  of  1975,  that  Bell  doesn't 
I  a  monopoly  on  long-distance  tele- 
e  calls. 

- 1  has  been  trapped  by  the  law  and 


AT&T  Chairman  Charles  Brown 
A  whole  new  b  align  me. 


the  staggeringly  rapid  convergence  of 
communications  and  computer  technol- 
ogy. Once  merely  the  carrier  of  the  hu- 
man voice,  a  telephone  line  can  transmit 
data  to  and  from  computers.  All  manner 
of  equipment  can  be  plugged  into  tele- 
phone lines  for  business  and  home  use: 
The  technology  exists  to  call  your  stove 
and  command  it  to  start  cooking  dinner. 
The  age  of  the  home  minicomputer  has 
arrived  and  AT&T,  whose  telephone 
lines  provide  a  ready-made  infrastruc- 
ture, wants  a  part  of  it.  The  current  law 
has  cramped  its  style  but,  says  AT&T's 
Buchsbaum,  "Technology  doesn't  recog- 
nize markets." 

What  size  bite  AT&T  takes  of  the 
communications  industry  beyond  simple 
telephones  is  the  big  question  the  pro- 
posed communications  bills  in  Congress 
seek  to  answer.  The  debate  revolves 
around  the  new  subsidiary  being  formed 
by  AT&T  for  its  launch  into  data  com- 
munications. "Baby  Bell,"  as  it  has  been 
dubbed,  must  be  big  at  birth.  IBM,  Xerox, 
RCA,  Exxon  and  others  are  in  the  ring 
already.  Roughly  15%  to  20%  of  AT&T 
gross  revenues  ($50.5  billion  likely  in 
1980  vs.  $45.4  billion  in  1979)  will  be 
Baby  Bell's  dowry  from  its  parent,  says 
AT&T's  Brown.  That's  a  $10  billion 
company.  It's  going  to  do  a  lot  of  busi- 
ness, and  many  potential  competitors 


are  already  seized  by  fear  at  the 
prospect. 

The  competition  has  a  champi- 
on in  the  Justice  Department.  Any 
new  subsidiary,  says  Justice,  must 
not  only  be  at  arm's  length,  but  a 
wedge  must  also  be  driven  between 
it  and  the  rest  of  Bell.  A  free- 
standing subsidiary,  researching, 
marketing,  financing  and  manufac- 
turing with  an  arm's-length  rela- 
tionship to  the  telephone  line  busi- 
ness, is  Justice's  aim.  Can't  be 
done,  says  AT&T,  which  insists 
that  vertical  integration  is  essen- 
tial to  the  Bell  system.  The  re- 
search effort  of  Bell  Laboratories 
must  be  harnessed  to  the  manufac- 
turing effort  of  Western  Electric, 
which  needs  the  marketing  efforts 
of  the  AT&T  group.  Only  by  a  free 
flow  of  information,  and  with  fi- 
nancial support  from  all  parts  of 
AT&T,  can  each  division  operate 
effectively. 

Why  are  Brown  and  AT&T  so 
confident  of  their  case  as  to  begin 
restructuring  now?  After  all,  House 
Speaker  Tip  O'Neill  in  August 
agreed  to  delay  consideration  of  a 
House  bill  deregulating  the  tele- 
phone industry.  He  granted  the  re- 
quest of  House  Judiciary  Commit- 
tee Chairman  Peter  Rodino  that  he 
have  a  chance  to  review  a  bill,  the 
passage  of  which  would  make  the 
Justice  Department's  antitrust  suit 

  somewhat  irrelevant. 

Thus,  bills  reforming  the  1934  legisla- 
tion under  which  AT&T  operates  are 
stalled.  But  AT&T  has  been  taking  its 
cue  from  the  Federal  Communications 
Commission.  Its  Computer  Inquiry  II, 
announced  in  April,  insisted  AT&T  form 
a  separate  subsidiary  by  March  1982  if  it 
wanted  to  stay  in  the  business  of  tele- 
phone equipment  and  switchboards 
while  entering  new  fields.  Rates  for 
equipment  and  services  would  be  detar- 
iffed  and  AT&T  would,  for  instance,  be 
allowed  to  sell  and  lease  PBXs  (small  pri- 
vate telephone  exchanges  like  the  one 
your  receptionist  operates).  Presently 
Bell  can  only  rent  this  sort  of  equipment 
to  customers. 

FCC  judgments,  however  much 
AT&T  likes  them,  have  the  power  of  law 
only  in  that  they  interpret  the  1934  Act. 
Surely  a  new  communications  bill  might 
see  things  differently?  The  answer  to 
that  is  that  the  FCC,  once  estranged 
from  the  Congress,  is  now  hand  in  glove 
with  the  legislature.  "I  think  we're  re- 
flecting the  will  of  Congress,"  states  a 
senior  FCC  official. 

"We  are  an  animal  of  Congress,  we  are 
their  creation,  we  should  follow  their 
will,"  he  explains.  Most  likely  scenario:  a 
fuzzy  sort  of  communications  act,  allow- 
ing the  FCC  a  wide  measure  of  interpre- 
tation. "We  would  generally  prefer  to  see 
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The  independents 


Not  much  has  changed  in  the  township  of  Woodstock,  Me. 
since  the  Bryant  Pond  Telephone  Co.  first  offered  service  in 
1910.  Not  even  the  phones:  Come  November,  Bryant  Pond 
will  be  the  only  telephone  company  in  the  country  that  still 
doesn't  use  dial  telephones. 

All  400  customers  have  phone  numbers — from  1  to  210 — 
but  don't  pay  them  much  mind.  "Folks  are  lazy.  They  ring 
up  and  say,  'Barbara,  give  me  Bill  down  to  the  hardware 
store,'  and  she  connects  them,"  notes  Elden  R.  Hathaway, 
63,  president  and  sole  proprietor.  Hathaway,  who  has  run 
the  company  for  30  years  from  a  switchboard  in  his  living 
room,  has  no  intention  of  modernizing,  despite  the  confu- 
sion it  causes  among  the  area's  summer  residents.  "We 
have  to  show  the  summer  people  what  to  do,"  he  says. 

Of  course  Bryant  Pond  isn't  exactly  a  typical  member  of 
the  independent  telephone  industry,  an  industry  most 
Americans  only  vaguely  know  exists.  Some  1,500  compa- 
nies that  aren't  owned  by 
AT&T  provide  telephone 
service  to  just  over  half  the 
area  of  the  U.S.;  together 
they  received  $9  billion  in 
revenues  last  year.  Like  Ma 
Bell  they  have  been  closely 
regulated  monopolies  in  the 
areas  they  serve  and  have 
been  scrambling  recently  to 
react  to  the  new,  competi- 
tive environment. 

That  new  environment, 
moreover,  is  considerably 
more  threatening  to  the  in- 
dependents than  it  is  to  Bell. 
As  dictated  by  politically  mo- 
tivated regulators,  all  tele- 
phone companies  lose  mon- 
ey on  local  service  but  cover 
the  losses  with  long-distance 
tolls.  AT&T  and  the  inde- 
pendents divvy  up  the  toll 
pot  according  to  a  complex 
formula  called  "separations 
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Bryant  Pond  President  Elden  R.  Hathaway 
No  change.  


and  settlements."  But  Bell  was  the  only  telephone  company 
from.  18 76  to  1893,  since  it  owned  the  patents,  and  it  gained 
control  of  the  big  cities  where  the  cost  of  local  service  is 
relatively  cheap.  So  the  independents  primarily  serve  rural, 
lov/er-density  areas  where  costs  are  higher,  and  to  them  the 
thought  of  MCI  with  their  hands  in  that  fat  toll  pot  is  a  truly 
frightening  one. 

The  FCC  is  reworking  the  separations  and  settlements 
formula  and  developing  access  charges  to  make  all  charges 
reflect  costs  more  directly.  But  whatever  it  comes  up  with, 
the  good  old  days  are  gone:  "With  the  most  profitable 
business  skimmed  off,  running  a  full-service  telephone  com- 
pany simply  has  to  be  less  profitable,"  notes  Paul  H.  Hen- 
son,  chairman  of  United  Telecommunications,  at  $1.3  bil- 
lion revenues  the  second-largest  independent. 

That  means  the  independent  telephone  industry  will  look 
a  whole  lot  different  in  1990  than  it  does  now.  Many  smaller 
independents  will  sell  out.  Meanwhile,  like  Ma  Bell,  the 
largest  independents  are  leaping  into  unregulated,  nontele- 
phone  businesses. 

Unlike  Ma  Bell,  however,  which  the  FCC  and  the  Justice 
Department  have  carefully  kept  out  of  nontelephone  busi- 
nesses, the  independents  have  been  permitted,  under  close 
supervision,  to  operate  in  certain  other  areas  for  some  time, 
and  several  have  done  so. 


The  earliest  of  these  areas,  logically  enough,  was  the 
manufacture  and  sale  of  telephones;  $5.2  billion  (sales)  Gen 
eral  Telephone  &  Electronics  Corp.,  the  largest  indepen 
dent,  entered  this  business  in  the  mid-Fifties.  After  the 
Carterphone  decision  in  1968  and  several  regulatory  rulings 
following  thereafter  permitted  customers  to  own  their  own 
terminal  equipment  rather  than  lease  it,  an  entire  indus 
try — the  interconnect  companies — sprang  up  to  provide  te 
lephone/switchboard  systems.  United  Telecom  entered  thisi 
business  in  1970,  $1.25  billion  (sales)  Continental  and  $171 
million  (sales)  Rochester  in  1978,  and  $750  million  (sales 
Centel  in  1979 

Computer  Inquiry  I,  an  FCC  decision  in  1971,  allowe 
the  independent  telphone  companies  to  enter  the  com 
puter  business  through  arm's-length  subsidiaries,  though 
few  did  so — at  first.  But  with  the  technologies  of  trans 
mission  of  data,  voice  and  image  growing  closer  togeth 

er,  and  the  many  business 
opportunities  thus  createc 
attracting  ever-increasing 
attention  from  the  likes  o: 
IBM,  Exxon,  Xerox  anc 
AT&T,  the  independents 
have  begun  to  look  hard  foi 
"niches"  relatively  less 
threatened  by  the  giants 
Continental  and  United  Te 
lecom  have  both  enterec 
the  telecommunications! 
data  processing  consulting 
business  in  the  past  twe 
years,  as  did  Centel  in  Feb 
ruary.  In  1979  GTE  bough 
Telenet,  which  provide! 
leased  private-  and  public 
line  data  transmission  sen 
vices.  Last  month  Conti 
nental  received  regulator 
approval  for  its  acquisitiol 
of  an  interest  in  Fairchih 
Industries'  and  Wester 
Union's    satellites,  whic 
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provide  private-line  transmission  to  many  of  the  nation 
largest  corporations.  Meanwhile,  United  Telecom  pro 
vides  time-sharing  and  other  data  processing  services  an 
is  a  major  supplier  of  ^computer-aided  design  equipmenl 
currently  the  fastest-growing  segment  of  the  industry. 

The  third  area  the  independents  are  eyeing  is  cabl 
TV,  where,  with  lines  in  place,  telephone  companie 
have  an  overwhelming  advantage.  Continental  entere 
the  business  in  a  big  way  in  the  late  Sixties,  but  wa 
forced  to  divest  when  the  FCC  decided  in  1971  tha 
telephone  companies  couldn't  operate  cable  systems  i 
their  exchange  areas.  In  December,  the  FCC  changed  it 
mind  somewhat  and  began  giving  waivers  for  rural  area 
where  only  the  local  telephone  company  can  economica 
ly  provide  service,  and  both  Continental  and  Centel  hav 
begun  buying  and  creating  stations. 

For  none  of  the  independents,  with  the  exception  of  GT 
(20%)  and  United  Telecom  (9%),  do  these  businesses  pre 
vide  a  material  portion  of  earnings — so  far.  Henson  c 
United  Telecom  claims  that  roughly  half  his  company 
earnings  will  come  from  less  regulated  businesses  by  199C 
Continental  Chairman  Charles  Wohlstetter  pledges  30%  t 
35%  of  doubled  revenues  by  1985. 

Will  they  make  it?  One  thing  is  sure:  Congress  and  th 
FCC  will  have  a  big  say.— Newcomb  StiUwell 
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11  which  leaves  us  flexibility  because, 
:  as  we  could  not  in  the  1940s  predict 
shape  of  communications  in  the 
Os,  neither  should  we  pretend  we  can 
diet  in  the  1980s  the  shape  of  com- 
nications  in  the  year  2000,"  he  adds, 
'hat  also  lets  Congress  off  the  hook 
;n,  as  is  inevitable  in  this  new  com- 
tive  climate,  domestic  telephone 
s  rise.  They  will  rise  because  of  the 
?ping  away  at  AT&T's  basic  tele- 
ne  business  by  other  long-distance 
phone  companies. 

t  first,  Bell  fiercely  resisted  change. 
;ed,  it  fought  tooth  and  nail  against 
;e  muscling  in  on  long-distance  calls. 
I  Communications,  threatened  with 
nction  by  Bell,  sued  successfully  un- 
antitrust.  It  got  record  damages  of 
billion.  To  no  one's  surprise  AT&T 
n't  pleased  and  is  still  fighting  this 
ulous  award. 

11,  however,  is  proving  that  it  is 
ible  and  too  smart  to  cling  stubbornly 
d  ways  in  changing  times.  "Instead 
sisting  market  forces  we're  now  es- 
sing  them  and  we've  been  trying  to 
egislation.  But  it  turns  out  that  peo- 
vho  were  the  most  vocal  in  favor  of 
petition,  now,  all  of  a  sudden,  don't 
t  competition  if  it's  any  kind  of  free- 
for  the  American  Telephone  & 
graph  Co.,"  complains  William  Shar- 
AT&T's  vice  president,  planning 
administration. 

it  Bell  has  not  failed  to  remind  both 
ilators  and  the  public  that  the  compe- 
the  courts  have  let  into  AT&T 
tory  is  going  to  cost  the  average  con- 
er  dearly.  Long-distance  dialing  is  a 
billion-a-year  market.  Business  cus- 
:rs  account  for  60%.  So  Bell  has 
charged  for  long-distance  calls  in  or- 
to  keep  local  charges  in  the  bargain 
tment.  Almost  anyone  can  afford  a 
ihone,  argues  Bell,  and  this  is  socially 
'able.  Reduce  this  subsidy  by  allow- 
'cream  skimmers"  to  undercharge 
pn  profitable  long-distance  business, 
invate  telephones  are  the  losers, 
tsically  MCI,  Southern  Pacific,  ITT, 
em  Union  and  soon  Satellite  Busi- 
Systems  (a  partnership  of  IBM, 
sat  General  and  Aetna  Life  &  Casu- 
al undercut  Bell  by  30%  or  more, 
have  less  than  2%  of  the  market  so 
ut  that's  worth  a  not  insubstantial 
million. 

e's  how  they  do  it.  Pick  up  your 
elephone  in  New  York,  dial  MCI's 
niter  and  the  number  wanted  in, 
Boston.  The  computer  routes  the 
jest  way  (probably  an  MCI  micro- 
line)  and  the  call  reenters  Bell's 
Boston  system. 
1  says  competitors  should  pay  for 
s  to  the  local  loops,  which  are  subsi- 
by  Bell's  long-distance  revenue, 
competitors  grudgingly  agree.  The 
em  is,  how  is  the  subsidy  calculat- 
es black  magic,  black  art,  and  all 
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done  in  smoke-filled  back  rooms,  deals 
cut  years  ago  and  still  being  cut  in  that 
fashion,"  MCI  President  Orville  Wright 
argues.  It's  doubtful  that  AT&T  practices 
the  occult.  But  he  does  have  a  point. 

Salomon  Brothers  analyst  John  Bain 
likens  the  subsidy  argument  to  selling 
egg  yolks  to  the  baking  industry  and  egg 
whites  to  the  wine  industry.  "The  eggs 
cost  you  a  dime,  but  how  much  do  you 
charge  for  the  yolk  and  how  much  for  the 
white?  For  Bell,  the  telephone  that 
makes  the  long-distance  calls  also  dials 
local.  How  do  you  apportion  the  cost  of 
installation  and  maintenance  of  the 
equipment  between  local  and  long-dis- 
tance charges?" 

Bell  and  its  competitors  hammered  out 
the  ENFFIA  tariff  solution.  Exchange 
Network  Facilities  for  Interstate  Access 


already  have,  though  in  a  small  way  as 
yet.  The  real  changes  are  coming  when 
AT&T  moves  into  computers.  That 
could  be  within  five  years.  Not  main- 
frames straightaway:  "By  the  same  to- 
ken that  competitors  cannot  take  away 
significant  pieces  of  business  very  quick- 
ly from  AT&T,  Bell  itself  does  not  have 
the  product  or  marketing  capability  to  go 
out  and  steal  a  big  piece  of  IBM's  busi- 
ness," observes  Steven  Chrust,  a  sea- 
soned communications  analyst  at  San- 
ford  C.  Bernstein. 

Also,  AT&T  Chairman  Brown  pleads 
that  two  years'  time,  as  ordered  under 
the  FCC's  Computer  Inquiry  II,  is  just 
not  long  enough  to  reorganize.  "We  are 
not  a  candy  store,"  he  says.  "I  doubt  that 
the  FCC  will  arbitrarily  stick  by  that 
March  1982  date."     The  situation  is 


Continental  Chairman  Charles  Woh/stetter  (see  box,  facing  page) 
An  eye  for  niches. 


works  like  this:  Chicago  to  St.  Louis, 
three-minute  call,  charge  $1.17.  AT&T 
reckons  34  cents  of  that  is  charged  only 
to  subsidize  other  telephone  services. 
Competitors  pay  45%  of  that  34-cent 
subsidy,  meaning  evejy  time  they  use 
local  Chicago  and  St.  Louis  loops,  they 
pay  Bell  15  cents.  ENFFIA  ends  in  De- 
cember 1981,  by  which  time  the  law  and 
the  FCC  must  find  a  new  solution.  What- 
ever it  is,  a  slow  but  inexorable  rise  in 
the  cost  of  local  calls  is  virtually  certain. 

If  consumerists  like  Ralph  Nader  were 
really  sincere  in  their  zeal  for  the  small 
consumer,  they  would  fight  tooth  and 
nail  against  letting  competition  into 
Bell's  long-distance  business.  But  it  is 
quite  obvious  that  the  Naderite  types  are 
much  more  interested  in  undermining 
the  business  system  than  they  are  in  the 
welfare  of  the  consumer. 

How  quickly  will  these  changes  im- 
pact AT&T?  Long-distance  competitors 


fluid,  so  much  so  that  nervous  investors 
have  shunned  AT&T  stock,  which  has 
virtually  failed  to  participate  in  the  1980 
bull  market.  It  recently  sold  at  a  substan- 
tial discount  from  book  value;  its  1980 
average  price/earnings  ratio  is  the  lowest 
in  50  years.  At  its  recent  price  it  was  at 
less  than  7  times  earnings  and  yields  9%. 
But  investors  may  be  missing  the  point. 
They  may  be  reacting  excessively  to  the 
flat  earnings  the  recession  will  cause  this 
year  and  to  the  dangers  of  new  competi- 
tion. They  may  be  overlooking  the  po- 
tential for  new  business  and  new  growth 
that  lies  ahead. 

"It's  our  confidence  that  when  the 
dust  settles,  we're  going  to  be  successful 
for  reasons  to  do  with  technology,  finan- 
cial resources  and  human  resources, 
which  I  think,  without  question,  are  very 
much  in  our  favor,"  says  AT&T's  Shar- 
well.  Add  to  that  a  cunning  few  thought 
AT&T  possessed.  ■ 
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Spying  today  involves 
much  more  than  mili- 
tary secrets.  You  may 
be  a  victim  of  the  Soviet 
KGB  and  not  even 
know  you've  been  had. 


We  are 
a  soft 
target" 


The  Soviets  leave  little  to  chance  in 
their  quest  for  Western  scientific  and 
technological  information.  The  chart  at 
right  was  prepared  by  an  intelligence 
source  to  show  the  different  parts  of  the 
Soviet  bureaucracy  that  concern  them- 
selves with  scientific  and  technological 
espionage.  Not  shown,  but  a  part  of  the 
apparatus,  are  the  approximately  50  So- 
viet trading  companies  that  come  under 
the  Ministry  of  Foreign  Trade  and  the 
Soviet  Chamber  of  Commerce,  whose 
first  deputy  chairman,  Yevgeniy  Petro- 
vich  Pitovranov,  is  a  general  in  the  KGB. 


By  Ann  Hughey 


Last  year  executives  of  II  Indus- 
tries of  Sunnyvale,  Calif,  and 
Kasper  Instruments  of  Mountain 
View,  Calif,  pleaded  guilty  to,  conspir- 
ing to  illegally  export  semiconductor 
manufacturing  equipment  to  the 
U.S.S.R.  The  method  was  to  ship  the 
equipment  out  of  the  country  by  way 
of  Canada  and  Switzerland,  labeled  in 
one  instance  as  washing  machines  and 
industrial  ovens. 

In  May  Belgian  businessman  Marc  An- 


dre' DeGeyter  was  arrested  after  gu 
$500,000  to  an  FBI  undercover  agei 
New  York  to  procure,  allegedly  foij 
U.S.S.R.,  a  sophisticated  computer} 
gram  built  by  Software  AG  of  N 
America  and  used  by  the  U.S.  milij 
DeGeyter,  who  is  also  suspected  q 
tempting  to  acquire  a  secret,  news 
veloped  integrated  circuit  from  the 
Corp.  of  Santa  Clara,  Calif,  for  the  J 
ets,  is  currently  serving  a  four-montl 
sentence. 

Isolated  events?  Or  part  of  a  conn 
effort  by  the  Soviet  Union  to  help  \ 


Taking  intelligence  seriously 


Politburo  of  the  CPSU 
Central  Committee 
Secretary  General 

Leonid  Ilyich  Brezhnev 


Boris  Nikolayevich  Ponomaryov 
Candidate  Member  of  the  Polit- 
buro responsible  for  overseeing 
the  International  Department 


Dmitriy  Fedorovich  Ustinov 
Politburo  Member  and  Marshall 
of  the  Soviet  Union 


International  Department  of 
the  Central  Committee  of 
the  CPSU 
Promotes,  through  front  organi- 
zations and  other  political  ac- 
tion, policies  of  disarmament  in 
Western  countries,  competes  for 
Soviet  hegemony  in  the  Third 
World,  promotes  international 
action  against  Western  transna- 
tional corporations  and,  espe- 
cially in  the  U.S.,  subsidizes  the 
creation    of    political  action 
movements  to  modify  national 
policies  and  political  systems. 


Ministry  of  Defense 
Defense  Minister:  Ustinov 


General  Staff  of  the  Ministry  of 
Defense 


Chief  Intelligence  Directorate 
(GRU) 
General  of  the  Army 

Petr  Ivanovich  Ivashutin, 
Chief  of  GRU 

Conducts  clandestine  procure- 
ment of  military,  scientific  and 
technical  information  and 
equipment  abroad  by  employing 
officers  under  military  attache, 
civil  diplomatic  and  semiofficial 
business  and  press  cover.  Directs 
illegal  agents  abroad. 
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wide  technology  gap  between  this 
try  and  their  own?  While  the  subject 
rouded  in  secrecy,  is  in  fact  almost 
5,  it  would  be  naive  to  think  the 
:ts  are  not  actively  stealing  U.S. 
lological  secrets. 

conomic  espionage  has  reached 
trophic  proportions  in  the  U.S.  We 
i  soft  target  and  our  adversaries 
/  it,"  says  Pat  Atthowe,  president  of 
irch  West  Inc.,  a  California  firm 
alizing  in  security-related  research 
inalysis  for  corporations.  "The  gov- 
ern has  no  consistent  policy  to  stop 


the  flow  of  technology  out  of  the  coun- 
try, and  the  American  business  commu- 
nity does  not  appreciate  the  magnitude 
of  the  problem." 

"Industrial  espionage  is  something  on 
TV  or  in  the  movies  and  most  of  the 
companies  don't  want  to  even  acknowl- 
edge that  it's  happening.  Some,  I  think 
have  been  had  and  don't  know  they've 
been  had.  I  would  surmise  that  most  of 
us  have,"  says  Peter  Costner,  director  of 
security  for  Advanced  Micro  Devices  in 
California's  Silicon  Valley. 

Says  John  Maguire,  president  of  Soft- 


ware AG  who  worked  with  the  FBI  on 
the  DeGeyter  case:  "I  got  the  distinct 
impression  from  DeGeyter  that  he  was 
just  one  of  a  whole  network  of  agents 
that  were  at  work  trying  to  get  technolo- 
gy back  to  Russia.  He  was  just  a  little 
tiny  cog  in  the  wheel." 

An  example  of  the  silence  surrounding 
technology  thefts  is  the  tale  of  the  IBM 
370  computer  that  disappeared  in  the 
early  Seventies  when  a  train  mysterious- 
ly broke  down  on  the  border  of  Poland 
and  the  U.S.S.R.  The  theft  was  tracked 
to  the  Soviet  Union  when  Soviet  au- 


Yuriy  Vladimirovich  Andropov 
Politburo  Member 
and  General  of  the  Army 


State  Committee  for 
State  Security  (KGB) 
Chairman:  Andropov 


Defense  Industry  Department  of 
the  Central  Committee,  CPSU 
Ivan  Dmitriyevich  Serbin 
(Chief) 


first  Chief  Directorate  of  the 
,;GB.  Directs  foreign  intelli- 
gence and  covert  action. 


Second  Chief  Directorate  of  the 
KGB 

Monitors  and  tries  to  recruit  for- 
eign diplomats,  businessmen, 
students,  academicians,  scien- 
tists and  tourists  in  the  U.S.S.R. 


i  ervice  "A"  of  the  First  Chief 
Directorate,  KGB 

I  Conducts  "active  measures"  (co- 
ert  action)  including  tactical 
ad  strategic  economic  warfare 
ad  deception.  Seeks  to  promote 
slides   of   disarmament  and 

|  acifism  in  Western  countries 
!  trough  political  action;  also  in- 
uences  weapons  research  and 
hevelopment  and  defense  plan- 

I I  ing  of  Western  nations,  includ- 
ing the  U.S.,  through  deception 
I  Derations. 


umbered  Departments  of  the 

First  Chief  Directorate 
!  rst  through  the  Tenth  Depart- 
ments and  the  Seventeenth  and 
hinese  Departments  cover  geo- 
aphic  areas  of  the  world. 


Twelfth  Department  of 
i  the  First  Chief  Directorate 
laces  KGB  officers  in  tempo- 
ury  and  permanent  Soviet  dele- 
■tions  to  foreign  countries  or 
)opts  Soviet  officals  in  those 
legations. 


Directorate  "T"  of  the  First 

Chief  Directorate  of  the  KGB 
Collection  of  scientific,  techni- 
cal and  military  intelligence  and 
clandestine  procurement  of  for- 
eign scientific,  industrial  and 
military  equipment,  processes 
and  supplies. 


Department  for  Liaison  with 
Countries  of  the  Socialist  Bloc 
Acquires  scientific  and  technical 
intelligence  from  friendly  intel- 
ligence services  of  Warsaw  Pact 
countries,  North  Korea,  Cuba. 


Directorate  "S"  of   the  First 

Chief  Directorate 
Dispatches  and  administers  "il- 
legal" intelligence  officers  and 
agents  of  Soviet  and  Socialist 
Bloc  nationality  who  operate 
abroad  under  the  cover  of  third- 
country  citizenship. 


Military  Industrial  Commission 
of  U.S.S.R.  Council  of  Ministers 


State  Committee  for  Science  & 
Technology 

Vladimir  Alekseyevich  Kinllin 
Chairman 


Ministry  of  the  Defense  Industry 

Pavel  Vasiliyevich  Finogenov 
Minister 


thorities  seeking  spare  parts  provided 
the  computer's  serial  number  to  a  Euro- 
pean firm.  There  have  been  various  other 
reports  of  the  theft  of  IBM  computers. 
But  IBM  spokesman  John  Lacy  says  only 
that  the  company  is  aware  of  just  two 
"diversions"  of  its  computers  to  the  So- 
viet Union  by  a  West  German  who  was 
subsequently  prosecuted  by  a  West  Ger- 
man court. 

He  did  not  mention  that  a  former  em- 
ployee of  IBM  Deutschland  AG  was  ar- 
rested in  1979  on  suspicion 
of  passing  computer  technol- 
ogy to  East  Germany  for 
more  than  20  years,  accord- 
ing to  the  New  York  Times. 

Agents  of  the  Federal  Bu- 
reau of  Investigation  in  Cali- 
fornia regularly  speak  at  cor- 
porate gatherings  to  warn  ex- 
ecutives about  the  problem, 
but  FBI  headquarters  avoids 
interviews  on  the  subject. 
The  CIA,  which  works  with 
the  FBI  on  counterintelli- 
gence, refuses  to  discuss  the 
matter.  "They  don't  want  to 
talk  about  it  because  then 
they  might  have  to  do  some- 
thing about  it,"  says  one  for- 
mer intelligence  official.  "It's 
sort  of  like  how  many  speed- 
ers can  you  catch  in  New 
York  State:  There  aren't 
enough  cops,"  says  a  Com- 
merce Department  spokes- 
man, whose  department  is 
als»  concerned  with  prevent- 
ing the  illegal  export  of 
American  technology. 

Herbert  Clough,  the  agent 
in  charge  of  the  FBI's  Los  An- 
geles office,  says  that  indus- 
trial espionage  cases  are 
sometimes  not  brought  to 
trial  to  protect  classified  in- 
formation. Also,  he  says,  sus- 
pects sometimes  agree  to  be- 
come double  agents,  feeding 
misleading  information  to 
foreign  espionage  networks 
or  exposing  others  to  avoid 
prosecution. 

It  is  said  privately,  for  example,  that 
two  corporations  near  Los  Angeles  have 
been  set  up  at  the  behest  of  the  KGB  to 
buy  laser  beam  and  computer  technology 
and  smuggle  it  out  of  the  country.  The 
FBI  will  not  comment  on  this  case  and 
search  warrants  allegedly  related  to  it  are 
under  seal  in  the  federal  district  court  in 
Los  Angeles. 

The  Soviets  have  actively  sought 
Western  industrial  technology  ever  since 
the  October  Revolution.  An  intensified 
effort  seems  to  have  begun  in  the  early 
Seventies  with  the  increase  in  Soviet 
bloc  officials  both  living  in  and  visiting 
the  U.S.  In  southern  California  the  target 
is  the  aerospace  industry.  Outside  San 


Francisco,  where  the  Soviets  have  a  large 
consulate,  Soviet  interest  centers  on  Sili- 
con Valley,  headquarters  of  the  nation's 
high-technology  electronics  industry.  So- 
phisticated medical  devices,  laser  beams, 
genetic  engineering  and  new  energy 
technology  such  as  the  extraction  of  oil 
from  shale  and  nuclear  fusion  are  among 
the  areas  of  interest. 

The  techniques  of  espionage  may  have 
become  more  sophisticated  than  in  the 
past  but  retired  General  Joseph  Cap- 


volved  in 


San  Francisco 's  Sot  net  Consulate:  Does  it  hide  electronic  eai  vsdroppers? 
Intelligence  officials  say  the  Soviets  can  intercept  microwave 
phone  conversations,  even  monitor  individual  telephones. 


pucci,  former  head  of  the  Air  Force  Of- 
fice of  Special  Investigations  and  now 
head  of  a  Washington  security  firm, 
stoutly  maintains:  "Girls  and  money  are 
still  the  biggest  incentives." 

Recalls  Maguire  of  the  effort  to  grab 
his  company's  secrets:  "He  approached 
one  of  the  computer  scientists  here 
about  a  year  and  a  half  ago  and  offered 
that  employee  $150,000  in  cash."  The 
price  went  up  to  $500,000  before  the  trap 
closed. 

Foreign  emigre's,  sometimes  students 
who  study  here  and  then  stay  on  to  work 
in  U.S.  industry,  have  been  known  to 
channel  information  they  pick  up  to  the 
Soviet  bloc.  In  1974  a  Ford  Motor  Com- 


East-West  trade  for  nea 
decade  explains:  "They 
say,  'We  see  you  use  a  eel 
kind  of  navigational  sy 
in  your  geophysical 
We  would  be  very  intere 
in  finding  out  more 
that  because  we  need  tt 
50  of  them.'  And  maybe 
haven't  sold  50  in  years 
guy  who's  trying  to  mak 
future  this  can  look  ] 
very  big  temptation.  A 
ful  technical  negotiator 
get  a  tremendous  amoui 
information." 

Foreign  industrial 
nage  may  also  be  disgu 
as,  or  go  hand  in  hand  \ 
the  theft  of  trade  secret 
resale  to  a  market  rival.  1 
Gopal,  a  Silicon  Valley 
nessman,  will  go  on  tria 
fall  on  charges  of  tryin 
sell  Intel's  process  for  m 
facturing  a  high-speed 
puter-memory  chip  an* 
Intel  chip-building  proce 
National  Semiconductor 
tional  itself  alerted  polici 
Intel.  But  Intel  officials 
they  suspect  Intel's  m 
electronics  secrets 
moving  to  the  Soviet  blc 
the  same  route. 

"The  CIA  and  the  FB 
not  geared  to  protect  th« 
vate  sector  except  in  the 
of  classified  government 
tracts,"  says  General 
pucci.  "I  sometimes  gel 
mayed  because  I  don't 
any  real,  genuine  int 
government  agencies 
best  positioned  to  do  si 


from  the 
would  be 
thing  about  it,"  says  John  O'Loug 
Intel's  security  manager.  Clough,  w 
a  28-year  FBI  counterintelligence 
an,  also  notes  the  restrictions  pu 
domestic  security  investigations  an 
FBI's  ability  to  open  an  investiga 
"You  almost  have  to  have  a  prima 
case  in  order  to  investigate." 

The  simple  truth  is  this:  The  moi 
withhold  technology  from  the  Sovie 
discourage  aggressive  moves,  the 
they  will  seek  to  steal  it.  You  don't 
to  be  a  Cold  Warrior  to  understand 
Soviet  technological  inferiority  nt 
the  Kremlin  very  nervous.  ■ 
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In  Ireland,  US  companies' 
profits  have  soared  to 
more  than  twice  the 
European  average. 

The  average  annual  return  on  investmentforthe  last  five  years  for 
US  manufacturers  investing  in  the  Republic  of  Ireland  was  29.9%. 
This  compares  with  a  European  Common  Market  average  of  14.2%. 

Since  1974  the  profitability  of  US  companies  has  been  higher  in 
Ireland  than  in  any  other  country  in  Europe. 


REPUBLIC  OF  IRELAND 

The  most  profitable  industrial  location  in  Europe. 

S  Department  of  Commerce  statistics  for  the  period  '74-78  show  a  29.9%  average  annual  return  on  investment  for  US 
Manufacturers  located  in  the  Republic  of  Ireland-more  than  twice  the  European  average. 

DA  Ireland  l''s  industrial  development  agency  has  offices  in  NewYork.  Tel  (212)972-1000; 

)ustrial  development  authority  Chicago,  Tel  (312)644-7474;  Houston.  Tel  (713)  658-0055;  Santa  Monica,  Tel  (213)  829-0081,  Cleveland, 
ll  (216)861-0305,  MenloParkCA  ,  Tel  (415)854-1800,  Boston,  Tel  (617)367-8225. 

i/erseas  offices  also  in  Amsterdam,  London  Pans,  Cologne,  Stuttgart,  Copenhagen,  Milan,  Madrid,  Tokyo  and  Sydney. 


s  announcement  is  published  by  IDA  Ireland.  200  Park  Avenue.  New  York,  10017.  which  is  registered  under  the  Foreign  Agents  Registration  Acts,  as  amended,  as  an  agent  of  the  Government  of  Ireland 

s  material  is  filed  with  the  Department  of  Justice  where  the  reguired  registration  statement  is  available  for  public  inspection  Registration  does  not  indicate  approval  of  the  contents  by  the  United  States  Government 


Test  drive  a  computer?  Corr 


Customers  of  the  IBM  Data  Processing  Divi- 
sion can  "test  drive"  their  new  IBM  communica- 
tions system  while  its  still  in  the  planning  stage. 
At  the  IBM  Communications  Marketing  Support 
Center  in  Raleigh,  North  Carolina,  a  powerful 
simulation  tool  can  show  how  each  element  in  a 
proposed  new  system  contributes  to  response 
time  down  to  the  millisecond,  or  can  predict  total 
system  capacity  far  into  the  future. 

Customers  who  visit  Raleigh  typically  spend  a 


week  examining  everything  from  changes  in  ap 
cation  subsystems  and  terminals  to  full-si 
distributed  processing  networks.  They  work  \ 
our  staff  to  evaluate  proposed  design  char 
and  assess  the  cost  trade-offs  associated  v 
network  alternatives.  And  they  leave  with  deta 
projections  on  which  to  base  an  objective  decis 
Since  a  major  communications  system 
affect  a  business  for  years  to  come,  we  believj 
important  to  know  in  advance  what  to  expect. 


our  Raleigh  proving  grounds 


Our  center  in  Raleigh  -  one  of  many  that  pro- 
es  education,  industry  and  system  support  - 
ws  once  again  what  you  can  expect  when  you 
est  in  an  IBM  system.  You  get  not  only  the 
1st  IBM  technological  advances  in  hardware, 
j  also  benefit  from  our  extensive  software  offer- 

The  way  we  put  it  all  together  is 


ings  and  service  wherever  you  are. 

One  customer  called  his  test  drive  the  best  and 
most  useful  performance  evaluation  tool  he'd 
ever  seen.  We  see  it  as  another  way  to  help  you 
make  better  use  of  infonnation,  which  in  the  final 
analysis  is  why  we're  in  business  in  the  first  place. 


sets  us  apart.  ^ = £  7  e  » 

Data  Processing  Division 


First-class  first-class. 

Riding  first-class  aboard  the  A300  or  A310  is  a 
truly  first  class  experience.  It  brings  a  new  dimension 
of  comfort  on  an  increasing  number  of  regional  routes 
around  the  world. 

The  extra  wide  cabin  creates  greater  freedom 
of  movement.  And  the  wider  aisles,  sumptuous  seats, 
increased  leg  room  and  luggage  space  are  designed 
to  spoil  the  most  demanding  passengers. 

Yet  another  reason  why  over  30  airlines  around 
the  world  have  now  chosen  the  A300  and  A310. 
Little  wonder  they're  the  number  one  twin-aisle  twins. 


Airbus  Industrie 


•  our  national  defense  weak  because  we 
ren't  spending  enough  money?  Or  because 
]e  are  spending  it  in  the  wrong  way? 

The  great 
push-button 
delusion 


By  Subrata  N.  Chakravarty 

EGINNING  IN  JULY  THE  U.S.  airllft- 

11 C  ed  500  men  and  over  2,000  tons  of 
I™  equipment  to  Egypt.  All  this  for  a 
Iday  exercise  for  12  F-4  jet  fighters, 
fcat's  right:  167  tons  of  equipment  and 
[pen  per  plane.  Expensive?  Staggering- 
■so.  In  today's  high-technology  mili- 


tary, the  U.S.  places  its  faith  in  small 
quantities  of  expensive,  and  highly  com- 
plex, quality  weapons  with  large  support 
systems  to  counter  the  massive  quanti- 
ties of  tanks,  ships,  planes  and  guns  of 
the  Soviet  Union.  Push-button  warfare. 

That's  nothing  new,  of  course.  What's 
new  is  that  the  decision  makers  at  the 
highest  levels  of  the  military  are  begin- 


 Keep  'em  flying . . .  when  you  can 

jelow,  the  Defense  Department's  own  evidence  of  the  huge  cost  of  keeping 
|>mplex  military  aircraft  fit  for  duty.  The  data  are  from  an  internal  memoran- 
lam  published  without  the  Pentagon's  authorization  (or 
brification).  Note  the  high  correlation  between  com- 
lexity  and  reliability.  The  Air  Force's  variable-wing 
ill  ID  was  "not  mission  capable"  two-thirds  of  the  time  and 
quired  more  than  98  hours  of  mainte- 
pnce  for  each  flight. 
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ning  to  worry  about 
the  viability  of  that 
policy.  In  February  of  this 
year,  in  an  internal  memo  to  the  Air 
Force  and  Navy  that  was  leaked  to  the 
respected  Armed  Forces  Journal  Interna- 
tional, Defense  Secretary  Harold  Brown 
said:  ".  .  .  Because  of  our  belief  that  we 
must  compensate  for  a  quantitative  infe- 
riority by  ensuring  qualitative  superior- 
ity, that  has  been  the  direction  we  have 
emphasized  in  applying  our  technology. 
That  choice  has  brought  with  it  an  in- 
creasing sophistication  and  complexity 
in  equipment,  as  we  understood  it  would. 
What  we  may  not  have  understood  as 
well  were  the  consequences." 
What  are  those  consequences? 

•  The  U.S.  military,  which  moans 
about  manpower  shortages,  is  now  the 
most  bloated  in  the 
world.  A  U.S.  division 
with  its  high-technolo- 
gy weapons  now  utilizes  over  40,000 
men  with  nondivisional  support  person- 
nel— roughly  10,000  combatants — com- 
pared with  26,000  for  a  European  army 
division  and  17,000  for  the  Soviets. 

•  Because  the  weapons  are  so  expen- 
sive, the  U.S.  can't  afford  many  of  them 

and  is  now  not  merely  outnumbered, 
but  far  outnumbered,  by  the  Soviet 
Union.  In  1979  the  U.S.  had  12,700 
tanks,  for  example,  vs.  50,000  for  the 
Russians;  23,000  armored  fighting 
vehicles  vs.  55,000;  18,000  pieces  of 
artillery  vs.  40,700;  5,200  combat  aircraft 
vs.  7,800.  In  1980,  123  submarines  vs. 
357;  165  major  surface  combat  ships  vs. 
273.  Only  in  aircraft  carriers  is  the  U.S. 
clearly  ahead:  13  to  2. 

The  lineup  is,  of  course,  not  merely  the 
U.S.  versus  the  U.S.S.R.  but  the  U.S.  and 
NATO  versus  the  U.S.S.R.  and  the  War- 
saw Pact  nations.  Add  in  those  figures 
and  the  gap  narrows,  but  only  somewhat 
(see  table,  p.  50)  and,  overall,  the  gap  is 
widening.  The  1980  figures  due  to  appear 
shortly  are  expected  to  show  an  imbal- 
ance worse  than  1979's.  The  Soviets  are 
outproducing  us  every  year.  In  fiscal  year 
1981,  for  example,  the  U.S.  Army  will 
order  569  of  its  XM-1  Abrams  tanks;  the 
Soviets  produce  around  2,600  tanks  a 
year.  The  U.S.  will  produce  378  combat 
aircraft  in  fiscal  1981  to  the  Soviets' 
1,000-plus;  530  armored  vehicles  to 
3,600;  96  helicopters  to  500.  Only  in 
shipbuilding  are  the  figures  even  close: 
nine  major  fighting  surface  ships  for  the 
U.S.  to  ten  for  the  Soviets,  and  two  U.S. 
attack  submarines  to  five  Soviet  ones. 

A  paradoxical  result  of  the  U.S.  at- 
tempt to  emphasize  quality — or  rather 
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The  tilting  balance  of  conventional  terror 


In  the  troops  and  weapons  it  can  bring  to  bear  in  anything 
short  of  nuclear  war,  the  Soviet  bloc  has  been  gaining 
strength  in  virtually  every  way  compared  with  its  allies. 

(An  analysis  due  in  early  September 
from  the  authoritative  International 
Institute  for  Strategic  Studies  in 


London  was  expected  to  report  further  Soviet  gains.) 
Numbers  alone,  of  course,  cannot  tell  the  whole  story  in 
matters  so  complex  as  military  strategy  and  tactics. 
Undoubtedly  a  major  factor  in  the  Soviet  buildup,  for 
example,  is  its  4,000-mile  border  with  China.  Neverthe- 
less, the  numbers  give  the  U.S.  and   

its  allies  no  reason  to  be  reas-  -™-  -asflffl 

sured  about  Soviet  inten 
tions   or  Soviet 
capabilities. 


NATO1 


Total 


Total 


Warsaw  Pact2 


U.S.S.R. 


Personnel 

1979 

2,022,000 

2,859,221 

4,881,221 

4,763,000 

1,105,000 

3,658,000 

1975 

2,130,000 

2,941,250 

5,071,250 

4,496,000 

921,000 

3,575,000 

Helicopters  L 

1979 

8  510 

2,743 

11  253 

4331 

3  735 

[J*  1975 

8,000 

2,646 

10,646 

2,748 

498 

2,250 

Combat  aircraft 

1979 

5,225 

3,292 

8,517 

9,930 

2,120 

7,820 

1975 

7,646 

3,319 

10,965 

9,936 

2,126 

7,810 

Tanks 

1979 

12,675 

15,971 

28,646 

64,370 

14,370 

50,000 

1975 

10,530 

13,023 

23,553 

55,265 

15,265 

40,000 

Armored  vehicles 

1979 

22,950 

30,224 

53,174 

75,285 

20,285 

55,000 

1975 

16,950 

19,2053 

36,155 

39,600 

4,6003 

35,000 

Artillery  4 

1979 

18,000 

15,357 

33,357 

49,225 

8,525 

40,700 

1975 

16,600 

6,201 3 

22,801 

32,633 

7, 633 3 

25,000 

Aircraft  carriers 

1979 

13 

4 

17 

2 

0 

2 

1975 

15 

5 

20 

0 

0 

0 

Other  major  surface 

1979 

165 

235 

400 

281 

8 

273 

combat  ships 

1975 

164 

260 

424 

243 

7 

236 

Submarines5 

1979 

80 

135 

215 

256 

8 

248 

1975 

75 

138 

213 

118 

8 

110 

1  Belgium,  Britain,  Canada,  Denmark,  France,  Federal  Republic  of  Germany.  Greece,  Italy,  Luxembourg,  Netherlands,  Norway.  Portugal,  Turkey 

2  Bulgaria.  Czechoslovakia,  German  Democratic  Republic,  Hungary,  Poland,  Rumania  3  Figures  may  be  significantly  understated. 
4  Excludes  missiles  and  antiaircraft  guns  5  Excludes  ballistic  missile  submarines. 
Source:  International  Institute  for  Strategic  Studies 


complexity — over  quantity  is  that  the 
U.S.  often  falls  behind  in  quality  as  well 
for  long  periods  of  time.  The  current  U.S. 
main  battle  tank,  for  example,  is  the 
M60,  which  appeared  in  1959.  The  new 
Chrysler-built  XM-1  will  have  a  revolu- 
tionary engine,  revolutionary  armor,  a 
revolutionary  fire-control  system  and, 
eventually,  a  larger  gun.  But  since  1965, 
while  the  U.S.  fiddled  with  its  ideal  tank, 
the  Soviets  have  introduced  four  new 
generations  of  tanks,  each  one  a  signifi- 
cant improvement  over  the  last.  The 
XM-1,  when  it  arrives  in  quantity  in 
1982  or  later,  may  well  be  better  than  the 
Soviets'  current  T72 — indeed,  Dr.  Wil- 
liam J.  Perry,  undersecretary  of  defense 
for  research  and  engineering,  says  it  will 
be  20%  to  30%  better.  But  for  15  years 
American  soldiers  have  been  facing  pro- 
gressively improved  Soviet  tanks  in  an 
increasingly  obsolescent  tank  of  their 
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own.  "American  weapons  develop- 
ment— in  my  opinion  wrongly — goes  for 
order  of  magnitude  improvement  and  all- 
round  improvement,"  says  Edward  Lutt- 
wak  of  Georgetown  University's  Center 
for  Strategic  &  International  Studies,  an 
adviser  on  defense  policy  to  Ronald  Rea- 
gan. Luttwak,  a  highly  regarded  military 
analyst,  adds:  "In  the  Soviet  case  you 
improve  the  characteristics  one  by  one 
in  sequential  modification." 

Secretary  Brown's  February  memo 
went  further.  It  said: 

"It  is  time  to  reexamine  our  techno- 
logical emphasis  on  performance  to  see 
whether  the  improvement  we  sought  in 
combat  effectiveness  exists  now  as 
much  in  fact  as  it  did  in  theory  when  we 
made  the  choice.  If  it  does  not,  as  is 
strongly  implied,  we  must  consider  redi- 
rection of  our  technology  away  from 
sheer  performance  in  favor  of  less  com- 


plex and  more  practical  weapons  thai 
can  buy  in  greater  quantity,  that  we 
support  generously  in  the  field,  that 
can  maintain  easily  with  service  per: 
nel,  that  we  can  train  realistically  wit 
peacetime  and  that  will  be  more  reli 
and  available  and,  on  balance,  more 
fective  in  war." 

Here's  an  irony:  The  less-is-be 
quality-over-quantity,  push-button-' 
fare  concept  represents  a  sharp  b: 
with  the  U.S.  weapons  policies 
played  such  a  major  role  in  wim 
World  War  II.  When  Franklin  D.  Ro 
velt  electrified  the  world  by  calling 
production  of  50,000  airplanes  in  194 
was,  in  effect,  saying  to  the  Axis:  We 
bury  you  in  sheer  numbers  of  equipm 
we  will  crush  you  under  the  weight  ol 
steel.  It  was  the  Germans  who  led  ii 
aircraft  technology  and  in  missile  V 
nology,  but  German  technology  v 
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Our  $2  billion 
crossword  puzzle 


ACROSS 

refrigerators 
freezers 

washers  and  dryers 
microwave  ovens 


ranges 
dishwashers 
air  conditioners 
sewing  machines 


DOWN 

machine  tools 
steel  mill  machinery 
valves  and  controls 
construction  machinery 


printing  equipment 
road  paving  machinery 
textile  machinery 
precision  castings 


There's  really  no  puzzle  about  our  more 
than  $2  billion  annual  sales.  Since  square 
one,  ours  has  been  a  history  of  growth;  plus 
a  unique  balance  and  stability  that  has  come 
from  two  totally  different  product  groups  and 
the  markets  they  serve. 


Like  major  home  appliances  that  are  house- 
hold names,  worldwide.  And  some  of  the  best- 
known  names  in  machinery  and  equipment 

To  fill  in  all  the  blanks  about  our 
company,  send  for  our  new  Information  Kit 
Write  Ronald  Fountain,  Treasurer. 


White  Consolidated  Industries,  Inc. 


Cleveland,  Ohio  44 1 


CANON  ANNOUNCES 


SP1260 


A  VOICE  SYNTHESIZER 
CALCULATOR 
THAT  TALKS. YES  TALKS. 

The  Canon  SP 1260-  D  is  a  12  digit  printer/display  calculator 
with  live  memory  and  an  ingenious  voice  synthesizer. 

You  get  instant  confirmation  by  display,  printout,  and 
voice  as  you  enter  data  or  recall  it. 

Because  of  its  large  capacity  random  access  memory, 
a  replay  key  lets  you  recall  up  to  128  data  items  with 
basic  function  signs,  and  then  replay  it  with  printout 
or  voice,  or  both.  A  start/ stop  key  facilitates 
individual  corrections,  without  having  to 
redo  the  entire  operation. 

With  this  replay  function  you  can  also 
produce  duplicate  printouts. 


A  PROGRAMMABLE  CALCULATOR 
THAT  SIMULTANEOUSLY  TOTALS 
HORIZONTALLY  AND  VERTICALLY.  ^* 

Canon's  P 1240  D  is  a  12  digit  printer/display  calcu 


lator  with  sophisticated  cross  tabulation  capabilities 

It  lets  you  total  down  and  across  simultaneously 

With  just  one  entry  you  get  both  vertical  and  hori- 
zontal column  results  in  one  convenient  printout. 

Its  program  function  allows  you  to  enter  and  set  formulas, 

up  to  96  steps.  So  all  you  have  to  do  is  enter  the  changing 
variables,  greatly  reducing  complex  operational  procedure: 


A  MODULAR  CALCULATOR 
THAT  SIMULTANEOUSLY  TOTALS 
HORIZONTALLY  AND  VERTICALLY. 

The  CP  2000  is  a  14  digit  modular  calculator  with  cross 
tabulation  capabilities. 

Consisting  of  two  parts,  a  keyboard  unit  and  display/ 
printer,  it  can  work  as  a  single  unit  or  as  two  units  con 
nected  with  a  cord,  in  any  angle  or  position  you  like. 

Besides  its  cross  tabulation  capabilities  it  includes 
a  balance  mode  that  prints  both  entry  data  and  accu- 
mulated balance  simultaneously. 

Further  conveniences  include  nine  usable  memories  with  item 
SSunters.  and  a  dot  matrix  printer  for  both  numerical  and  alphabetic  letters 


CHECK  BELOW  FOR  THE  NEAREST  CANON  DEALER. 


ALASKA 

Anchorage  the  rXrclll  OHiCC  Machines  Co  907  277-3527 

Fairbanks  Bowei  s  Ottice  Products.  Inc  907  479  6264 


ARIZONA 

Bullhead  City  The  Booster  602  754  3737 

Flagstaff  Walsh  Bros  Office  Equipment  602  526  2818 

Glendale  Walsh  Bios  Ottice  Equipmenl  602  931  4317 

Lake  Havasu  Parks  Business  tquipmenl  602  855  8081 

Mesa  Walsh  Bros  Ottice  Equipment  602  962  4217 

Phoenu  Walsh  Bros  Ottice  Equipment  602  244  9721 

Prescott  Seit;  Business  Equipment  602  445  6292 

Tucson  Walsh  Bros  Ottice  Equipment  602  623  5446 

Yuma  Yuma  Ottice  Products  602  783  4431 


CALIFORNIA 

Anaheim  P  E  C  .  Ltd  714  778  3007 

Angels  Camp  Calaveras  Ottice  Supply  209  736  2240 

Aptos  Aptos  Office  Equipment  408  688  4717 

Artesta  Artesia  Calculator  Service  213  860  2439 

Ibrstow  Barstow  Stationers  714  256  2161 

I  Bishop  Bishop  typewriter  Company  714  873  5773 

Istythe  Fisher  Ranch  714  922  4242 

iSurney  Hughes  Print  &  Office  Supply  916  335  4596 

Lanyon  Country  Quality  Office  Machines  805  251  1120 

j  Carson  Astro  Office  Products  213  770  6010 

f  I  Centro  Crossland  Office  Supplies  714  352  4645 

t  :ortuna  Advance  Business  Mai  hint's  707-725  9446 

I  Fresno  Roy  s  Office  Equipment  Center  209  485  0751 

I  rand  Terrace  P  E  C  Ltd  714  825  6821 

lindio  Indio  Cash  Register  714  347  1500 

k  nglewood  Certified  Equipment  Sales  Company  213  678  7285 

i  nglewood  Quality  Business  Machine  Co  213  671  0075 

IrvineQTM.Inc  714  957  1  195 

l.a  Jolla  Warwick  s  714  454  0347 

Lancaster  Desert  Office  Equipment,  Inc  805  942  8466 

|  .ompoc  Stateside  Ottice  Supply  805  736  1231 

Mng  Beach  California  Calculator  Co  213  422  1291 

(-  .os  Angeles  Angelus  Typewriter  Company  213  385  7433 

|j)s  Angeles  Astro  Office  Products  213  770  6010 

jjas  Angeles  Business  Machines  Unlimited  213  559  7840 

L.os  Angeles  Cassidy  Cence  &  Marshall  213  627  5491 

llos  Angeles  Westlall  Office  Equipment  Co  213  385  0021 

Merced  Davis  Typewriter  Company  209  723  2929 

Modesto  I  M  Morris  Company  209  529  3610 

fljapa  Barwick  Business  Machines  707  224  3128 

Hinard  Crawford  Business  Equipment  805  486  6348 

■  Pasadena  Business  Machines  &  Equip  Co  213  796  5311 

Womona  Cook  Arthur,  Inc ,  Office  Mach  714  629  7630 

Bedding  Cascade  Ottice  Machines  916  241  7921 

Hidgecrest  Aide  Stationers  714  375  7733 

Sacramento  Central  Office  Equipment  Co  916  447  4853 

llacramento  Golden  State  Business  Systems  916  441  2917 

'  .alinas  Dunn's  Ottice  Equipment  408  424  4861 

>an  Diego  Cash  Lewis  Company  714  582  2055 

ian  Diego  Remco  Business  Products  Inc  714  571  1737 

an  Diego  The  Machine  Age  714  277  0151 

an  Francisco  Business  Equipment  Company  415  392  1005 

an  Francisco  Tiend  Electronic  International  415  956  6200 

an  Luis  Obispo  Dicks  Office  Machines  805  543  7651 

anta  Barbara  Ayala  Business  Equipment  Co  805  682  2338 

anta  Maria  The  Typewriter  Doctor  805  925  6434 

anta  Rosa  Sampson  Typewriter  Company  707  542  1838 

hatter  Shater  Office  Supply  805  746  3077 

tockton  turner  Business  Machines  209  951  7272 

unnyvale  Business  Equipment  Co  415  969  2666 

an  Nuys  A  1  Business  Machine  Company  213  782  3070 

entura  Tri  County  Business  Machines  805  647  1258 

fasco  Shater  Ottice  Supply  805  758  6441 

latsonville  Jim  s  Business  Machines  408  724  2575 

reka  Top  Office  Products  916  842  1750 

jba  City  Mid  Valley  Ottice  Machines  916  673  7896 


COLORADO 

Boulder  Shapard  Ottice  Machines 
Colorado  Springs  Louden  Ottice  Machines 
Corfez  Patterson  Ottice  Equipment 
Craig  Courier  Office  Supply 
Craig  Courier  Office  Supply 
Denver  Independent  Service  Inc 
Greeley  Bachman's 
Greeley  Nelson  Ottice  Supply 
Lalunta  Gobm  s 
Lamar  Gobm's 
Rocky  Ford  Gobm's 
Salida  Mountain  Mail 


HAWAII 

Hilo  Office  Things.  Inc 
Honolulu  Ottice  Things.  Inc 
Kahului  Ottice  Things.  Inc 
Kailua  Kona  Ottice  Things.  Inc 
Kaunakakai  Ottice  Things.  Inc 


IDAHO 

Blacktoot  Inlermountain  Business  Systems 
Boise  A  1  Business  Machines 
Idaho  Falls  Eagle  Rock  Business  Systems 
Kellog  Panhandle  Office  Supply 
Pocatello  Intermountam  Business  Systems 
Twin  Falls  Snyder's  Office  Equipment 


MONTANA 

Butte  O'Connor's  Office  Equipment 
Glendive  Boss,  Inc 
Great  Falls  Cascade  Ottice  Pioducts 
Helena  Helena  Ottice  Equipment 
Kalispell  Bomar  Ottice  Supply 
Libby  Bomar  Office  Supply 
Missoula  left's  Office  Equipment 
Wolf  Point  Boss  Inc 


NEVADA 

Las  Vegas  A  1  Ottice  Machine  Co.,  Inc 
Reno  Sin  Business  Machines 


NEW  MEXICO 

Alamogordo  The  Ink  Well.  Inc 

Albuquerque  American  Ottice  Products 

Farmington  Office  Supply  &  Service  Co 

Gallup  Gallup  Blue  Print 

Hobbs  I  Got  II  Business  Machines 

Lovington  Herb's  Office  Center 

Portales  The  Office  Center 

Roswell  lohn  Office  Supply 

Santa  Fe  Southwest  Business  Systems 

Silver  City  Pete's  Business  Machines 


OREGON 

Burns  Burns  Ottice  &  Art  Supply 
Coos  Bay  Frank's  Office  Equipment 
Eugene  Oregon  Typewriter  &  Recorder 
Medlord  Valley  Office  Equipment 
Newport  Kangiser  Office  Supply 
Portland  Imperial  Office  Machines 
Portland  Oregon  Typewriter  &  Recorder 
Roseburg  Roen's  Office  Equipment 
Salem  Kay  Typewriter  Co 
The  Dalles  Craig  Office  Supply 


303  443  3020 
303  473  1  1  18 
303  565  8478 
303  824  6531 
303  824  6548 
303  744  7071 
303  352  7503 
303  353  0246 
303  384  4761 
303  336  4727 
303  254  3055 
303  539  6691 


808  935  5401 
808  524  0220 
808  877  7331 
808  329  1308 
808  558,  8956 


208  785  0034 
208  345  0054 
208  529  2089 
208  786  9101 
208  233  3812 
208  733  7075 


406  723  5763 
406  365  2374 
406  727  2233 
406  442  3130 
406  755  5600 
406  293  3707 
406  549  9717 
406  653  2630 


702  384  1775 
702  323  3079 


505  43/  7300 
505  265  7751 
505  327  7381 
505  863  9396 
505  393  3676 
505  396  3621 
505  356  4477 
505  622  1251 
505  982  4224 
505  538  9712 


503  573  2231 
503  269  9383 
503  342  2463 
503  779  4000 
503  265  5571 
503  233  1127 
503  224  2141 
503  672  6768 
503  585  4024 
503  298  4111 


TEXAS 

Abilene  typewriter  Service 
Amanllo  faSCOsI  Ottice  Machines 
Austin  Austin  Typewriter  Co 
Beaumont  Accurate  Business  Machines 
Big  Spring  Graham  Business  Machines 
Brownsville  Walk  Otfue  Equipment  Co 
Bryan  Otis  McDonald  Business  Machines 
Corpus  Christi  Patteison's.  Inc. 
Dallas  Romeo  Otfict  Machines 
Dallas  lint  Erwin's  Ottice  Equip  Center 
Del  Rio  Herald  Printing  1  Ottice  Supply 
Fort  Worth  Specialty  Seivice  Co 
Harlingen  Davis  Office  Machines 
Houston  amd  Corporation 
Houston  Houston  lypewnlei  Exchange 
Kerrville  Hl.u  kwell  Business  Mai  limes 
Lamesa  LtlMSt  Punting  Company 
Laredo  Men  Ottice  Machines 
Lubbock  Frank  Mi  Claim 
Lufkin  Story  Wright  Printing  &  Ottice  Supply 
McAllen  Suulli  faxes  Call  ulatOI 
Nacogdoches  lohn  S  Wyall 

Odessa  i  ctoi  Office  i  quipmenl  Co. 
Odessa  West  tenas  Business  Machines 
Palestine  Modern  Business  Systems 
Pasadena  Brewington's  of  Pasadena 
Port  Lavaca  Calhoun  County  Oftii  e  i  quipmenl 

San  Angelo  Hnlconibe  Blanton  Company 
San  Antonio  Business  Pioducts  Center 
San  Marcos  Caison  lypewnlei  Seivn  r 
Sherman  faxome  Business  Machines 
Temple  Inhume  s  Olln  e  M.ii  limes 

Te«as  City  Mainland  rypewritei  Exchange 

Tyler  I  ast  leias  lypewnlei  I  <i  lunge 

Victoria  Victoria  Ottice  Equipment  Co 
Waco  Beco  Co. 

Wichita  Falls  Red  Rivn  Electric  Calculators 
Yoakum  Dewill  I'nth  Olln  r  M.n  limes 


UTAH 

Moab  Spencer's  Printing  &  Stationery 
Odgen  Backus  Business  Machines 
Ogden  Intermountam  Ottice  liiiiipmenl 
Provo  I  loyd's  Business  Machines 
Salt  Lake  City  All  Makes  typewriter  Company 
Salt  Lake  City  Backus  Business  Machines 
Smithfield  Denny's  Ottice  Supplies 


WASHINGTON 

Bellingham  Blackburn  Ottice  Iquipment 

Clarkston  Hohman  Business  Machines,  Inc. 

College  Place  Colot  Press 

Everett  Alpine  Olln  c  I  i|iii|itiieiil 

Longview  Area  Office  Products 

Pasco  Basin  Typewntci  Company 

Seattle  Acme  Ottice  Machine  Service  Co 

Seattle  McDonald  &  Klein,  Inc. 

Spokane  ABC  Ottice  Equipment  Co. 

Tacoma  Calculators  Unlimited 

Vancouver  Professional  Business  Machines  Co 

Wenatchee  David  Rodstol,  Inc 

Yakima  Sig's  Office  Machines 


WYOMING 

Casper  Mary's  Ottice  Iquipment 
Cheyenne  Frontier  Ollic*  I  quipmcnt 
Lander  Marv's  Ottice  Equipmenl 
Sheridan  lop  typewriter 
brrington  tornngton  Office  Products 


915  677  4346 
806  373  5731 
512  454  2688 
713  838  3956 
915  263  6901 
512  546  3331 
713  822  1328 
512  883  9292 
214  243  0548 
214  699  9911 
512  775  2011 
817  536  8363 
512  423  8781 
713  659  4915 
713  659  4969 
512  257  3130 
806  872  2151 
512  724  5012 
806  747  2525 
713  632  7727 
512  682  4158 
713  564  3507 
915  337  8339 
915  563  1537 
214  729  2135 
713  472  5551 
512  552  6786 
915  655  4161 
512  341  4681 
512  392  2158 
214  892  2144 
81  7  778  7608 
713  945  3341 
214  592  1676 
512  573  4371 
817  753  6428 
817  723  4871 
512  293  3791 


801  259  57.15 
801  392  7503 
801  399  5826 
801  374  0725 
801  328  4941 
801  487  9813 
801  563  5004 


206  733  7660 
509  758  8165 
509  525  6030 
206  252  4164 
206  636  5924 
503  54/  8896 
206  633  3355 
206  524  3/00 
509  922  4600 
206  5/2  5678 
206  695  3/54 
509  663  631  1 
509  248  6550 


30/  234  051/ 
30/  634  9665 
30/  332  9/63 
30/  672  3144 
30/  352  /3/4 
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USA 

)  1980  Canon  u  S  A  Inc 


Where  quality  is  the  constant  factor. 

Canon 

ELECTRONIC  CALCULATORS 

Canon  USA,  Inc. 

New  York  Office /Headquartera:  10  Nevada  Drive  Lake  Success.  NY  11042 
Atlanta  Office:  6380  Peachtree  Industrial  Blvd  Norcross  Ga  30071 
Chicago  Office:  140  Industrial  Drive.  Elmhurst.  Ill  60126 
Loe  Angeles  Office:  123  Paulanno  Avenue  East  Costa  Mesa  Cal  92626 
FederalMarketlng  Center:  2341  Jelrerson  Davis  Highway  Arlington  Va  22202 


Of  tanks,  turtles  and  frogs 


T6J  Tank 


T72  lank 


The  current  U.S.  main  battle  tank,  the  M60,  first  appeared  in  1959.  Its 
replacement,  the  new  XM-1  now  undergoing  field  testing,  will  be  vastly 
improved — revolutionary,  the  Defense  Department  claims — in  its  engine,  ar- 
mor, fire-control  system  and,  eventually,  its  gun.  In  the  intervening  20  years, 
meanwhile,  the  Soviets  have  introduced  four  new  tanks,  each  an  improvement 
on  some  specifics  of  its  predecessor.  While  the  Soviets  make  turtlelike 
progress,  the  U.S.  opts,  at  some  risk,  for  a  froglike  leap. 


.1/60  Tank 


XM-1  Tank 


down  under  the  impact  of  workmanlike 
but  workaday  U.S.  tanks,  ships  and  air- 
craft. The  Axis  laughed  at  Roosevelt,  re- 
garding it  as  mere  propaganda.  In  the  end 
the  U.S.  made  that  goal  look  like  pea- 
nuts, producing  104,000  airplanes  in 
1944  alone,  16,000  tanks  a  year  and  104 
ships  in  just  2  years. 

These  WWII  machines  weren't  fancy. 
Henry  Kaiser's  famed  Liberty  Ships  were 
unlovely  tubs.  But  they  were  cheap  and 
fhey  did  what  they  were  supposed  to 
do — they  got  the  men  and  equipment  to 
Europe  in  large  numbers.  In  WWII  the 
M4  Sherman  tank  was  possibly  the  least 
impressive  tank  in  Europe.  But  waves  of 
them  overwhelmed  Hitler's  outnum- 
bered technological  marvels,  the  Pan- 
thers and  the  Tigers.  American  equip- 
ment may  not  have  been  the  best,  but  it 
carried  the  day  because  there  was  so 
much  of  it. 

The  U.S.  has  adopted  exactly  the  oppo- 
site strategy  since  then.  But  the  Soviet 
Union  has  not.  "Quantity  has  a  quality 
all  its  own,"  said  V.I.  Lenin.  Soviet  Ad- 
miral Gorshkov  puts  it  another  way: 
"Best  is  the  enemy  of  good  enough," 
meaning  that  insisting  on  the  best  equip- 
ment instead  of  good  enough  to  do  the 
job  may  jeopardize  the  ability  to  do  the 
job  at  all.  Says  Professor  John  Erickson  of 
Edinburgh  University,  an  expert  on  the 
Red  Army:  "The  Russian  equipment  is 
not  so  sophisticated,  and  it  is  soldier- 
proof."  The  late  General  Greighton 
Abrams,  after  whom  the  XM- 1  is  named, 
once  was  reported  as  saying  after  inspect- 
ing a  captured  Soviet  tank:  "It  didn't  have 
all  the  fancy  things  the  colonels  want  in 


our  tanks,  but  it  could  do  every  damn 
thing  you  want  a  tank  to  do." 

The  difference  in  the  two  approaches 
involves  things  familiar  to  any  business- 
man. One  is  the  difference  between  the 
learning  curve  and  the  drawing  board- 
between  production  and  R&D. 

The  Soviets  tend  to  produce  a  weapon 
and  then  improve  it,  not  only  in  tanks 
but  in  ships  and  planes  as  well.  Only  in 
the  past  decade  did  they  launch  the  first 
two  of  their  Kiev-class  aircraft  carriers — 
small  carriers  with  vertical-and-short- 
take-off-and-landing  planes,  much  small- 
er than  the  U.S.'  huge  nuclear  Nimitz- 
class  supercarriers.  Now,  however,  a  full- 
flight-deck  nuclear-powered  Soviet  carri- 
er is  apparently  on  the  way.  Starting 
with  submarines  on  average  much  small- 
er than  those  of  the  U.S.,  the  Russians 
are  due  soon  to  deliver  the  first  of  their 
new  Typhoon  class;  at  20,000  tons  it  is 
bigger  than  the  U.S.  Trident.  They  have 
introduced  several  new  aircraft  since 
1970  and  more  are  known  to  be  coming. 

The  Soviets,  don't  avoid  revolutionary 
improvements  completely.  The  Soviet 
guided-missile  ships  were  a  revolution- 
ary new  response  to  aircraft  carriers,  and 
Russia's  BMP  mechanized  infantry  com- 
bat vehicle  was  designed  from  the 
ground  up  to  replace  the  boxy  armored 
personnel  carriers  of  World  War  II. 

But  the  Soviet  Union  clearly  empha- 
sizes evolution  while  the  U.S.  strives  for 
revolution.  It  is  rather  like  a  race  be- 
tween a  frog  and  a  turtle.  The  turtle  plods 
along  while  the  frog  sits  still.  Every  once 
in  a  while  the  frog  jumps,  ahead  of  the 
turtle,  it  is  to  be  hoped.  But  a  just-re- 


leased study  by  John  M.  Collins,  ser 
specialist  in  defense  at  the  Library 
Congress,  indicates  that  often  the  U 
Soviet  military  balance  is  otherwise 
many  areas  of  practical  technology, 
lins  says,  the  Soviets  have  moved  ah 
of  the  U.S.  (see  table,  p  56;. 

"It  has  come  to  this,"  says  one 
assistant  for  defense  with  a  senator 
the  Armed  Services  Committee.  ' 
get  someone  saying  we  shouldn't 
more  Improved  Hawk  air-defense  n 
siles  because  we're  going  to  have  a  Pj 
ot  air-defense  system  that  will  have  a 
these  whiz-bang  things.  Okay,  so 
stop  producing  I-Hawks.  Then  the 
comes  back  and  says  it's  taken  us  a  1 
bit  longer — 20  years  longer — to  devd 
the  Patriot  than  we  thought  it  woj 
Then  you  find  that  the  Patriot  even  ai 
a  20-year  development  period  does 
have  all  the  capabilities  that  were  pr< 
ised  for  it." 

That's  the  disadvantage  of  staying 
the  drawing  board  instead  of  getting 
the  learning  curve.  It's  not  much  dil 
ent  when  an  army  does  it  than  whs 
company  does  it — except  that  the  staj 
are  so  much  higher. 

Every  high-technology  company, 
knows  how  programs  lag  and  rehabi) 
suffers  when  technology  itself,  instea) 
the  market  and  the  constraints  of  m^ 
facturing,  begins  dictating  the  prop 
line — when  engineers  begin  doing  th 
solely  because  nobody  has  ever 
them  before.  Something  like  this 
have  been  happening  in  the  U.S.  mili 
ever  since  WWII.  It  was  exacerbated 
the  McNamara  era  in  the  Pentagon,  wl 
saw  the  ascendancy  of  systems  analys 
weapons-procurement  decisions. 

Like  the  McNamara  computers 
kept  telling  us  we  were  winning  in  \ 
nam,  the  McNamara  systems  anal 
was  increasingly  theoretical.  Add  to 
the  constant  pressure  by  Congress 
the  voters  to  reduce  costs,  and  the  tej 
tation  to  stake  all  on  state-of-thfl 
technology  was  overwhelming.  "W« 
have  a  sbared  responsibility  for  the 
that  the  armed  forces  of  this  country, 
junkies  for  technology,"  says  Frank  C 
ney,  staff  assistant  for  defense  affaii 
Senator  Henry  Jackson. 

It  has  led  to  such  curious  enterprist 
the  effort  to  get  the  F-4  up  from  Macli 
(Mach  1  is  the  speed  of  sound)  to  Mac 
In  a  recent  article  in  the  Naval  War 
lege  Ret  icle,  two  Air  Force  officers,  M 
Charles  Fox  and  Lieutenant  Colonel  1 
Lorenzini,  point  out,  "In  represents 
combat  situations,  the  F-4  will  run  oi 
fuel  long  before  it  gets  to  Mach  2." 

Curious,  too,  is  the  Army's  9-yeai 
fort  to  develop  a  turbine  engine  for 
XM-I  tank.  Gas  turbines  have  aln 
been  rejected  by  the  Germans,  the 
ish  and  the  Soviets  because  of  their 
susceptibility  to  dust  (with  which  ba 
fields  abound),  their  relatively  poor 
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FORBES,  SEPTEMBER  IS 


[ENGELHARD] 

FINE  SILVER  BARS 


Available  in  \-oz.,  \0~oz.,  \00-oz.,and  \-Kilo  sizes  —  Only  through  independent  dealers 

Now  you  can  buy  quality 
silver  bars  manufactured  by 
Engelhard.  Every  Engelhard  silver 
bar  is  .999+  fine  silver  and  is 
embossed  with  its  individual 
serial  number  and  carries 
the  {engelhard)  mark 


You  can  buy  Engelhard's 
fine  silver  bullion  from 
independent  dealers,  but  you 
should  know  the  dealer  from 
whom  you  buy.  Call  Engelhard 
directly  at  (800)  526-7680  (in  New 
Jersey,  (800)  272-1041 )  for 


additional  information.  Now  you 
too,  can  own  Engelhard  silver 
bullion. 


ENGELHARD   INDUSTRIES  DIVISION 

ENGELHARD  MINERALS  a  CHEMICALS  CORPORATION 
70    WOOD    AVENUE    SOUTH.    ISELIN.    N.J.  08830 

An  equal  opportunity  employer 
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increased  an  average  at  -P?z  times  every 
decade  m  constant  dollars  since  L95Q, 
wfaile  unprovements  m  existing  designs 
only  increased  by  a  factor  of  two. 

Result  fewer  of  everything.  When  an 
F-L4-  costs  cL :se  to  $2.5  million  the  Naw 


akj«  $20  million  F-L5s,  only  ^,00G  or  the 
Sl-5  miTTton  SM-h,  only  one  or  two  of 
the  $2.4-  billion  nuclear  aircraft  earners. 
Esen  generation  the  number  of  weapons 
■jzj.-  .an  be  purchased  decreases  because 
tfae  costs  mcrease. 

Some  of  tfae  consequences  are  almost 
ndiculfjus.  Like  a  family  m  straitened 
•nrcumstances  msistmg  on  serving 
charrpagri':  uic  ;a.7iar  while  it  can't  buy 
rmlk  for  its  children  tfae  U.S.  splurges  on 
feign  technology  but  actually  runs  short 
of  ammunition  Foshes,  Sept  I).  Because 
so  much  is  spent  on  S2D  miDion-pius 
airplanes.  SL  million  missiles  and  $2  bil- 
lion earners,  supplies  are  short  all  along 
tfae  line.  When  the  U"  5.  resupplied  Israel 
after  tfae  L9~  ?  X-tideast  Wax,  tor  example, 
it  faad  to  take  equipment  intended  tor 
front-line  U.S.  Armv  umts  m  Europe  and 
National  Guard  umts  it  home;  tfae  Soviet 
Union  on  tfae  other  hand  resuppiied  its 
Arab  clients  from  its  spare  mvenrories. 

That  m  turn,  reduces  naming  For  ex- 
ampLe,  tfae  US.,  according  to  the  Brown 
memo,  has  never  conducted  operational 
naming  with  an  F- 14.  right  ;r  rrxmg  Fhoe- 
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makes  Williams  worth  watching  in  the '80s. 

The  Williams  Companies  invested  approximately  three-quarters  of  a 
billion  dollars  in  the  70s  to  develop  and  improve  a  leadership  position 
in  world  agribusiness  through  its  Agrico  Chemical  Company  subsidiary 
and  it's  paying  off.  As  it  enters  the  '80s,  Agrico  is  one  of  the  world's  largest 
and  most  efficient  miners,  manufacturers  and  marketers  of  chemical  fer- 
tilizers. It's  a  highly-integrated,  cost-effective  producer,  as  well  as  a  leader 
in  manufacturing  value-added  nitrogen  and  phosphate-based  products. 

More  than  a  fertilizer  company,  Williams  is  also  a  leader  in  energy 
and  metals,  having  invested  additionally  over  half  a  billion 
dollars  during  the  '70s  to  strengthen  these  businesses. 

In  addition  to  its  leadership  positions,  Williams'  corporate  balance,  financial  flexibility 
and  increased  earnings  make  "Williams  worth  watching  in  the  '80s."  Learn  more  about 
Williams  (WMB-NYSE)  by  writing  L.  R.  Francisco,  manager-investor  relations.  The 
Williams  Companies,  One  Williams  Center.  Tulsa.  OK  74172.  WlLLi/kiltiS 


THE  FERTILIZER,  ENERGY  AND  METALS  COMPANY 

Agrico  Chemical  Company  •  Williams  Exploration  Company  •  Williams  Pipe  Line  Company  •  Edgcomb  Metals  Company 


THE 

MANUFACTURERS 

HANOVER 
TOTAL  BANKING 
COMMITMENT: 


IT'S  TOMORROW'S 
WAY  OF  BUSINESS, 
TODAY... 


...  It  represents  the  complex  commitment  Manufacturers 
Hanover  has  made  to  create  a  banking  relationship  of 
the  highest  standards— in  lending  and  operations.  Be- 
cause business  now  demands  reliable  credit  alternatives 
intertwined  with  informational  and  operations  services. 

Manufacturers  Hanover  is  meeting  these  demands 
for  more  than  25,000  customers,  from  the  local  manu- 
facturer to  the  multinational  corporation. 

We  offer  a  unique  market-driven  approach  to  cash 
management  and  a  range  of  credit  alternatives  that  no 
other  financial  institution  can  surpass.  Our  equipment 
financing/leasing  arm  operates  eleven  offices  across  the 
country  and  eighteen  worldwide.  Our  commercial  financ- 
ing/factoring affiliate  is  located  in  key  manufacturing 
centers  around  the  United  States. 

Internationally,  Manufacturers  Hanover  connects 
over  one  hundred  strategic  facilities  in  more  than  forty 
countries.  Our  London  and  Hong  Kong  based  merchant 
banks  are  recognized  leaders  in  Eurodollar  financing. 

Yet  it  is  not  just  the  integration  of  lending  capabil- 
ities with  operating  expertise  that  makes  Manufacturers 
Hanover  different.  It  is  our  people.  A  Manufacturers 
Hanover  banker  is  dedicated  not  to  telling  you  how  to 
manage  your  business,  but  to  working  with  you  on 
managing  even  your  banking  needs  of  tomorrow,  today. 
Consider  the  source. 

MANUFACTURERS  HANOVER 

The  financial  sourccWbrldwide. 

Member  FDIC 


La  Difference. 


1.  Concorde. 
The  gift  of  time 


All  FRANCS 


2.  747  First  Class.  3.  747  Business  Class* 

The  envy  of  the  industry.  A  class  apart. 


IlitlliMttUI 


4.  747  Economy* 
Economy  plus. 


AIR  FRANCE 


••■□■ouou.iat i  o 9    ■  fio.iiiiitui  ■  s  is  ■ 


5.  747  Vacances. 
Frugality  with  flair. 


AIR  FRAfcCF 


^Location  of  Business  and  Economy  Class  cabins 


ling  to  configuration  of  aircraft  utihzet 


Only  one  airline  has  5  ways  to  fly  to  Europe.  Air  France. 

And  with  more  ways  than  any  other  airline,  it's  more  likely  you'll  find  an  Air  France  class  perfectly 


And  with  more  ways  than  any  other  airline,  it's  more  likely  you'll  find  an  Air  France  class  perfectly  suited  to 
your  needs. 

Concorde.  The  gift  of  time.  Fly  at  twice  the  speed  of  sound,  and  arrive  in  Paris  virtually  as  fresh  as 
when  you  left  America. 

74  7  First  Class.  The  envy  of  the  industry,  and  one  of  the  great  experiences  of  air  travel.  Once  accustomed 
to  our  style,  you  won't  want  to  settle  for  anything  less. 

747 Business  Class.  A  class  apart.  Check-in,  boarding  and  cabin  are  all  separate.  Cuisine  a  la  Business 
Class  includes  champagne,  fine  wines  and  cognac.  Flights  from  New  York.  Chicago,  Houston  and  soon 
from  Los  Angeles. 

747 Economy.  A  variety  of  convenient  flights  and  budget  fares  with  a  touch  of  class. 
747  Vacances.  Even  when  the  French  are  frugal,  they  do  it  in  style.  The  lowest  scheduled  fare  to  Paris, 
and  the  entire  plane  is  devoted  to  Vacances  travelers.  Available  from  New  York  during  peak  season. 
Choose  Air  France  for  la  difference.  More  ways  to  get  there,  and  each  with  its  own  unique  features. 


AIR  FRANCE  S/S 

The  best  of  France  to  all  the  world. 


missiles  against  multiple  targets,  its 
lary  role  for  protecting  the  U.S.  fleet 
l  attack,  because  each  Phoenix  costs 
•ly  $1  million.  Although  1,400  to 
0  aircraft  carry  the  Maverick  air-to- 
md  missile,  the  U.S.  can  afford  to  fire 
'  200  each  year.  In  contrast,  U.S.  pi- 
flying  the  close-support  A- 10  aircraft 
able  to  train  with  live  ammunition 
mse  it  is  cheaper  to  use  30mm  can- 
shells.  A  decade  ago,  Air  Force  pilots 
26  hours  of  training  per  month.  In 
kl  1979  they  flew  far  more  complex 
les  only  16  hours. 

he  more  complex  the  weapon,  too, 
more  maintenance  problems  there 
as  the  Brown  memo  made  clear  (see 
§  p  49);  and  in  today's  volunteer 
y  that  maintenance  is  done  by  ever- 
capable  military  personnel.  In  fact, 


the  task  is  often  beyond  them.  "We're 
moving  toward  relying  on  factory  man- 
power as  opposed  to  blue-suit  [uni- 
formed] manpower  to  maintain  sophisti 
cated  weapons  systems,"  says  Frank 
Gaffney.  "I  don't  know  how  you  fight  a 
war  when  you  have  to  send  equipment 
back  to  the  plant  for  spare  parts." 

The  FT  5  fighter.  It  has  an  "avionics 
intermediate  shop"  machine  to  test  its 
highly  complex  systems.  The  diagnostic- 
machine  itself  has  over  40,000  parts, 
which  fail  frequently.  Result:  The  Air 
Force  has  a  problem  just  maintaining  a 
parts  inventory  for  the  machine,  which 
is  down  50%  of  the  time. 

It  is  true,  of  course,  that  U.S.  military 
equipment  in  the  hands  of  the  Israelis 
has  beaten  Soviet  equipment  manned  by 
Arab  armies.  Does  that  vindicate  quality 


over  quantity?  Not  necessarily.  The  su- 
perior training,  education  and  motiva- 
tion of  the  Israeli  citizen  army  undoubt- 
edly plays  the  major  role.  It  would  be 
more  than  a  little  dangerous  to  assume 
that  the  Israelis  win  only  because  they 
have  American  equipment.  Says  Jeffrey 
Record  of  the  Institute  of  Foreign  Policy 
Analysis  and  another  Reagan  adviser: 
"We've  reached  the  point  now  where  we 
may  have  the  most  elegantly  equipped 
Army  but  one  that  is  simply  too  small  to 
be  able  to  survive  anticipated  rates  of 
attrition."  Adds  Luttwak:  "It's  not  nec- 
essarily that  numbers  allow  you  to  over- 
whelm the  enemy.  It's  that  numbers  give 
you  flexibility  and  maneuverability. 
That's  why  there  is  terrible  danger  in 
what  we're  doing — terrible  danger." 

Will  the  military's  internal  debate  lead 
to  any  fundamental  changes?  The  signs 
are  mixed.  Internally,  Secretary  Brown 
calls  for  a  reexamination,  but  publicly,  he 
has  stated  that  our  technology  will 
"save"  us.  In  congressional  testimony  in 
January  Deputy  Defense  Secretary  W. 
Graham  Glaytor  Jr.  said:  "We  intend  to 
avoid  the  'wonder  weapon'  syndrome 
that  infatuated  the  Third  Reich  in  the 
latter  stages  of  World  War  II."  Yet  Penta- 
gon-sourced  stories  proclaim  the  im- 
pending obsolescence  of  tanks  and 
planes  because  of  the  arrival  of  "fire  and 
forget"  homing  missiles.  The  fact  is  that 
precision  guided  munitions  have  not 
been  nearly  as  effective  in  battle,  where 
targets  can  react,  as  they  promised  to  be 
in  theory  against  sitting  ducks.  Missiles 
used  in  Vietnam  had  an  accuracy  of  only 
10%  to  20%.  The  new  generation  of 
wonder  weapons  promises  to  be  com- 
plex, hard  to  maintain  and  enormously 
expensive.  The  first  fire-and-forget  mis- 
sile, the  Sidewinder,  cost  $3,000  when  it 
was  used  in  Vietnam.  The  "improved" 
Sidewinder,  according  to  one  expert,  will 
cost  around  $160,000. 

Meanwhile,  the  XM-1  goes  ahead  at 
$1.5  million  a  copy,  as  do  the  $900  mil- 
lion Aegis  cruiser  and  the  FT  5,  along 
with  a  good  deal  of  wishful  thinking 
about — irony  on  irony — the  increasing 
complexity  of  the  Soviet  military  effort. 
"Ex-Defense  Secretary  James  Schlesinger 
pointed  out  years  ago  that  the  Soviets  arc- 
now  in  the  grip  of  an  R&D  cartel  that 
will  make  ours  look  like  little  Boy 
Scouts,"  says  one  former  defense  official. 
"They  have  now  fallen  prey  to  the  com- 
plexity disease.  The  one  encouraging 
thing  about  the  whole  trend  is  that  we've 
sold  complexity  to  the  Russians  and 
they'll  do  worse  with  it  than  we  did." 

Counting  on  one's  opponent  to  make 
mistakes  is  a  poor  strategy,  however. 
The  superficially  attractive  idea  that 
push-button  technology  can  svimehow 
eliminate  the  need  for  a  citizen  army  and 
large-scale  military  production  could  well 
turn  out  to  be  the  ultimate,  fatal  opiate  of 
American  democracy.  ■ 
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What 's  as  good  as  owning  a  producing  oil  well? 
Owning  standing  redwood.  Judging  from  Pa- 
cific Lumber,  redwood  might  even  be  better 


World's 
biggest  dwarf 


By  Nick  Galluccio 


Robert  B.  Hoover,  64,  chairman 
and  CEO  of  San  Francisco's  $258 
million  (sales)  Pacific  Lumber 
Co.,  has  two  high-class  worries:  how  to 
spend  the  money  his  company  makes, 
and  how  to  justify  what  he  has — or 
hasn't — done  with  all  that  cash. 

The  money  pressure  is  no  joke.  In  the 
last  18  months  Hoover  laid  out  $30  mil- 
lion cash  for  acquisitions,  and  he  still  had 
enough  left  over  to  pay  out  60%  of  last 
year's  earnings  ($49  million)  to  company 
shareholders — nearly  twice  the  payout  of 
most  forest  products  companies.  PL's 
31%  return  on  its  $160  million  average 
equity  is  the  industry's  highest.  Also, 
that's  high-class  return:  Compared  with 
its  competitors,  whose  balance  sheets 
are  loaded  with  debt,  PL  is  debt-free. 

PL's  wealth  stems  from  what  it  owns: 
the  largest  U.S.  stand  of  redwood  timber, 
165,000  acres  concentrated  in  Califor- 


nia's Humboldt  and  San  Mateo  counties, 
where  rain  and  fog  combine  with  proper 
soil  conditions  to  produce  this  fire-  and 
bug-resistant  tree  whose  lumber  retails 
for  twice  the  price  of  most  lumber.  PL 
owns  24%  of  the  industry  supply;  and 
with  the  price  of  redwood  rising  sharply, 
company  profit  has  gone  through  the 
roof— up  127%  since  1975.  While  PL's 
stock  sold  recently  at  53,  its  timber  value 
per  share  (see  table)  is  well  over  $100, 
giving  the  company  a  total  asset  value, 
not  counting  diversifications,  of  $1 .3  bil- 
lion— roughly  the  same  as  Louisiana-Pa- 
cific, with  5  times  PL's  timberland. 

PL  also  profits  from  its  own  prudent 
practices.  For  every  tree  it  cuts,  it  grows 
one;  analysts  insist  other  companies 
don't  replenish  all  the  redwoods  they 
harvest.  Moreover,  PL  owns  some  30% 
of  the  industry's  higher-quality,  old- 
growth  trees — the  big  100-to-300-year- 
old  trees  with  more  prime  lumber. 

Even  luck  and  Uncle  Sam  seem  to  have 


conspired  in  favor  of  PL's  position 
cause  of  federal  condemnation  ove 
last  dozen  years  of  redwood  timberl 
for  additions  to  California's  Redv 
National  Park,  plus  the  industry's  agj 
sive  harvesting,  the  standing  invent 
of  redwood  timber  today  is  at  onli 
billion  board  feet,  half  what  it  wa 
1952.  But  as  luck  would  have  it,  baa 
the  last  century  PL  founder  Simq 
Murphy  chose  timber  tracts  that  pr^ 
to  be  located  far  from  the  national 
(though  PL  lost  some  land  earlier  tcj 
state).  By  contrast,  redwood  compa 
like  Areata  (Forbes,  Aug  IH)  and  Lo 
ana-Pacific  lost  thousands  of  redvt 
acres  to  Uncle  Sam. 

With  this  bonanza  on  its  hands,, 
first  thing  the  company  thought  ws 
invest  in  more  redwood  timberla 
Alas,  no  acreage  was  available  at  p] 
that  PL  could  even  consider,  so  it  bi 
looking  outside  the  lumber  business 
many  acquisitions  there  would  hav< 
volved  use  of  stock;  and,  says  Hoo 
"We  are  very  jealous  of  our  stock's  vt 
and  aren't  interested  in  diluting  it." 
one  exception  the  company  made 
back  in  1970  when  it  bought  Vi 
Equipment,  an  acetylene-torch  ma 
(Five  later  acquisitions  were  for  cash 

Victor  was  never  a  bonanza  like 
wood,   but   the   company's  acety 
torches — used,  for  example,  to  cut 
beams  and  girders  in  the  constructic 
skyscrapers  and  offshore  oil  drilling 
forms — have  already  grabbed  40%  o] 
U.S.  market.  Last  year  cutting  and  v 
ing  equipment  accounted  for  half  of  c 
pany  sales  and  a  third  of  operating 
its,  and  Hoover  has  been  willing  to  sj 
some  of  his  redwood  profits  to  com 
more  effectively  against  such  giani 
Union  Carbide,  Air  Products  &  Ch 
cals  and  British  Oxygen's  Airco  divi! 


Billions  in  the  woods 


In  the  forest  products  industry,  it's  not  just  acreage  but  gan  Stanley  estimates  Weyerhaeuser's  timber  value  al 

what's  growing  on  it  that  determines  how  much  a  com-  more  than  twice  IP's.  Why  is  Pacific  Lumber  in  the  bil- 

pany  is  worth.  Weyerhaeuser,  for  example,  owns  less  than  lion-dollar  class  with  so  little  acreage?  It  owns  the  world's 

three-quarters  the  acreage  of  International  Paper;  yet  Mor-  largest  redwood  timber  inventory. 

Rank  Estimated  Timbei 


(by 

Acres 

 timber  value  

Book  val 

ue  per  share 

Stock 

value 

timber 

owned 

per 

as 

timber 

price 

stock 

value) 

Company 

(thousands) 

(millions) 

share 

stated 

adjusted 

Aug  18 

price 

1 

Weyerhaeuser 

5,923 

$9,534 

$  73 

$21.05 

$  89.77 

367/« 

1.98 

2 

International  Paper 

8,410 

3,857 

80 

53.76 

117.17 

42s/s 

1.88 

3 

Georgia-Pacific 

4,500 

3,404 

31 

17.99 

42.98 

283/8 

1.09 

4 

Crown  Zellerbach 

2,053 

2,910 

115 

40.59 

147.99 

51 

2.25 

5 

Champion  International 

3,066 

2,120 

38 

27.46 

58.83 

27% 

1.39 

6 

Boise  Cascade 

2,664 

1,703 

64 

42.28 

100.41 

37 

1.73 

7 

ITT  (Rayonier) 

1,274 

1,575 

11 

39.14 

48.91 

31'/g 

0.35 

8 

St.  Regis  Paper 

3,179 

1,571 

48 

37.44 

79.58 

31% 

1.51 

9 

Louisiana-Pacific 

880 

1,319 

44 

21.53 

59.10 

277/« 

1.58 

10 

Burlington  Northern 

1,492 

1,294 

40 

65.19 

105.88 

42Vi 

0.95 

11 

Pacific  Lumber 

165 

1,268 

106 

14.33 

119.50 

54 

1.96 

12 

Scott  Paper 

2,914 

1,222 

31 

26.20 

55.37 

18% 

1.65 

13 

Potlatch 

1,311 

1,210 

80 

3 1 .84 

107.43 

39V* 

2.01 

14 

MacMillan  Bloedel 

1,305 

1,091 

51 

33.52 

88.59 

29V4 

1.73 
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A  bottom  line  view  of  loss  control 


Oil  rigs,  like  this  in  the  Gulf  of  Mexico,  typify  high-hazard  operations 


Every  business  has  special 
perils  needing  special  insurance 
Droker  solutions.  How  Alexander 
&  Alexander  looks  at  offshore 
drilling,  one  of  the  riskiest,  will 
help  explain  how  we  will  look  at 
your  business.  In  this  case,  we 
study  rig  safety  through  a 
contractor's  eyes.  Scrutinizing 
the  workers  and  the  working 
environment.  Probing  the  whys 
Df  injuries  and  the  hows  of  acci- 
dent prevention.  Viewing  down- 
time as  dollars. 

Client-tailored 
safety  programming 

Only  by  working  from  a 
client's  point  of  view  can  we  be 
sure  a  company  gets  the  most 
comprehensive,  cost-efficient 
programs  possible. 

This  insider's  vantage  point 


enables  our  loss  control  consul- 
tants to  be  sticklers  on  safety  for 
any  corporation.  Ferreting  out 
hot  spots  from  loss  data  banks. 
Casing  the  carrier's  services. 
Creating  safety  programs  that 
work.  And  staying  on  top  of  them, 
alert  to  changing  conditions,  new 
hazards,  new  operations,  new 
technology. 

Each  industry  has  different 
needs.  For  insurance,  for  risk 
management,  for  human 
resource  management,  for 
financial  services.  And  each  of 
our  120  offices  here  and  overseas 
has  the  facilities,  expertise  and 
strength  to  fulfill  the  require- 
ments of  any  company,  large  or 
small,  in  any  industry. 


We  think  a  big  reason  A&A 
has  become  one  of  the  largest 
and  most  trusted  insurance 
brokers  worldwide  is  that  we 
work  the  same  way  with  every 
client.  From  the  client's  point 
of  view. 


Alexander 
gAjexander 

From  the  client's  point  of  view. 


Besides  absorbing  some  of  PL's  huge 
cash  flow,  the  cutting  and  welding  busi- 
ness helps  smooth  out  the  inevitable  ten- 
dency of  even  redwood  to  rise  and  fall 
with  housing. 

The  sorry  state  of  home-building  these 
days  is  the  reason  PL's  earnings  are  off  a 
bit  this  year,  to  $1.78  in  the  first  six 
months,  vs.  $2  01  a  year  earlier.  But  far 
from  cutting  prices,  Hoover  has  PL  out 
cutting  more  redwood  than  it  can  sell. 
Demand  is  sure  to  return,  he  reasons,  and 
there's  nowhere  for  redwood  prices  to  go 
but  up.  In  fact,  analyst  Paul  H.  Baastad  of 
Rowe  &  Pitman,  Inc.,  who  follows  PL 
closely,  believes  redwood  prices  will 
climb  on  average  by  20%  a  year. 

In  this  setting,  Hoover  and  other  PL 
insiders  worry  less  about  temporary 
earnings  dips  than  about  a  possible  raid 
by  some  acquisition-hungry  outsider. 
Fortunately  for  them,  the  well-heeled 
beirs  of  founder  Simon  Murphy's  friends 
and  relatives  plus  other  insiders  still  own 
some  40%  of  the  stock  and  are  kept 
happy  with  that  big  dividend.  But  just  to 
be  on  the  safe  side,  three  years  ago  PL's 
stockholders  adopted  an  antitakeover 
charter  amendment  requiring  80% 
stockholder  approval  before  any  of  the 
company's  assets  can  be  sold.  Says  Hoo- 
ver: "We  aren't  taking  any  chances."  ■ 


Pacific  /umber's  CEO  Robert  Hoover  ( \ef\)anc/  President  Gene  G  Elatn 
Welding  is  booming  and  beautiful,  but  it  ain't  redwood. 


By  the  time  your  typical  investor  becomes 
aware  of  a  trend  and  jumps  on  it,  it's  usually 
over  This  common  folly  may  have  created  an 
opportunity  for  alert  investors. 


Time  for 
a  switch? 


The  Funds 


By  Richard  Phalon 

It's  been  a  long  hard  row  for  the 
big-growth  stock  funds  like  Putnam 
Investors,  Chemical  Fund  and  T. 
Rowe  Price.  Loaded  with  huge  holdings 
of  such  faded  Nifty  Fifty  issues  as  IBM, 
Coca-Cola  and  Polaroid,  they  have  not  in 
recent  years  been  able  to  keep  up  with 
the  performance  of  the  aggressive  cap- 
ital-appreciation funds  franchised  to  con- 
centrate on  smaller,  more  speculative, 
growth  companies. 


The  difference  is  obvious  within  fam- 
ilies of  funds  that  share  the  same  man- 
agement. Since  last  spring,  for  example, 
net  asset  value  at  the  $900  million  T. 
Rowe  Price  Growth  Stock  Fund  has 
climbed  a  creditable  27%.  The  gain  at 
the  Rowe  Price  New  Horizons  Fund, 
however,  which  specializes  in  smaller, 
less  well  established  issues,  has  been  a 
spectacular  44.6%. 

That  performance  gap  is  not  atypical 
and  it  helps  to  explain  why  assets  have 
been  pouring  out  of  the  old-line  growth 


funds  into  their  more  venturesome 
blemates.  It's  the  old  story.  Inves 
tend  to  swarm  to  where  the  action  is., 
too  often,  by  the  time  they  get  there 
action  has  shifted  somewhere  else. 

This  seems  to  be  happening  o|| 
again.  There  has  been  an  upsurge  o£l 
terest  in  many  of  the  deflowered  vesi 
that  make  up  the  Nifty  Fifty.  Stocks 
Philip  Morris,  3M  and  Xerox  are  up  a 
where  from  3 1  %  to  66% .  The  old  inst 
tional  darlings,  in  a  startling  resurgei 
have  been  leading  the  market  for  the  I 
time  in  years.  Thanks  to  the  big  burs 
the  last  couple  of  weeks,  the  Lipper  A 
lytical  Distributors,  Inc.  averages  sH 
that  the  big-growth  stock  funds  and 
little-growth  stock  funds  are  now  t 
ning  just  about  neck  and  neck  with 
asset  gains  for  the  year  of  20.2% 
21.2%,  respectively. 

That  doesn't  mean  the  old-line  fu 
have  climbed  back  to  anything  like 
peak  asset  value  they  reached  in 
palmy  days  of  late  1972.  Far  from  it. ' 
Rowe  Price  Growth  net  asset  value, 
example,  is  around  $13.78  a  share, 
high  was  $16.66  a  share.  Putnam  In' 
tors  is  hovering  around  $9.35  a  share 
record  was  $1 1.32  a  share. 

The  numbers  do  suggest,  though,  t 
many  of  the  old  growth  stocks — 
growth  stock  funds — are  relatively  ch 
on  a  historical  basis.  They  seem  chi 
when  many  of  the  funds  that  specia. 
in  emerging  growth  have  had  a  long,  1 
runup — 37%  over  the  last  year  in 
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A  masterpiece  of 
numismatic  artistry 

the 1980  Canadian 
$100  22  karat  gold  proof  coin. 


Royal  Canadian  Mint 
is  proud  to  share  with  the 
rest  of  the  world  a  fine 
example  of  Canadian 
artistry:  the  1980  $100 
22  karat  gold  proof  coin. 
The  theme  chosen  for  the 
design  of  this  year's  coin  commemo- 
rates the  one  hundredth  anniversary  of 
the  transfer  of  the  Arctic  Islands  from 
Great  Britain  to  Canada.  The  reverse  of 
the  coin,  designed  by  Arnaldo  Mar- 
chetti  of  Montreal,  depicts  an  Inuk  in  a 
kayak  symbolizing  the  traditional  way 
of  life  in  Canada's  North.  The  obverse 
shows  the  effigy  of  Her  Majesty  Queen 
Elizabeth  TJ  designed  by  Arnold 
Machin. 

Precious  metal  only 

The  1980  $100  22  karat  gold  proof 
coin  contains  precious  metal  only — 
91.66%  fine  gold,  8.34%  fine  silver.  It 
is  27  mm  in  diameter  and  weighs 
16.965  grams,  15.551  grams  (Vi  Troy 
ounce)  of  which  is  pure  gold. 


Limited  Edition 

This  year,  the  Government  of 
Canada  has  authorized  the  Royal 
Canadian  Mint  to  strike  a  limited  issue 
of  300,000  $100  gold  proof  coins.  Or- 
ders must  be  postmarked  not  later  than 
November  30th,  1980,  and  will  be 
considered  on  a  "first  come,  first 
served"  basis.  No  coins  will  be  sold 
after  November  30th,  1980,  nor  will 
any  more  be  minted  should  the  issue 
be  sold  out  before  this  date. 

The  Fifth  $100  Gold  Coin 

The  1980  $100  22  karat  gold  proof 
coin  is  the  newest  addition  to  Canada's 
gold  coins.  The  first  $  1 00  was  struck  by 
the  Royal  Canadian  Mint  in  1976.  The 
designs  of  previous  coins,  such  as  the 
widely  acclaimed  Silver  Jubilee  coin 
and  the  "Canada  Geese"  Unity  coin, 
have  served  to  establish  a  reputation 
forthe  Royal  Canadian  Mint  as  the  pro- 
ducer of  the  finest  numismatic  coins  in 
the  world.  With  this  new  coin,  it  is  the 


intention  of  the  Royal  Canadian  Mint  to 
share  with  the  rest  of  the  world  valuable 
piecesof  Canadian  artistry. 

Certificate  of  Authenticity 

Upon  acceptance  of  your  order, 
your  1980  Canadian  $100  gold  coin 
will  be  sent  to  you  together  with  a 
numbered  Certificate  of  Authenticity 
prepared  by  the  people  who  make 
Canadian  bank  notes  and  signed  by 
the  Master  of  the  Royal  Canadian  Mint. 
The  certificate  attests  that  the  coin  is 
legal  tender  authorized  by  the  Gov- 
ernment of  Canada  and  struck  by  the 
Royal  Canadian  Mint. 

Presentation  Case 

Each  coin,  and  its  accompanying 
certificate,  will  be  beautifully  pre- 
sented in  a  dark  brown,  genuine  leather 
presentation  case  with  a  dark  brown 
velour  lining.  A  Canadian  maple  leaf 
adorns  the  cover,  and  "Canada  1980" 
is  printed  on  the  spine. 


Royal  Canadian 
Mint 


Monnaie  royale 
canadienne 


Price  and  Method  of  Payment 

Each  order  must  be  accompanied  by  a  covering  remit- 
tance which  must  take  the  form  of  a  money  order  or 
certified  cheque  in  Canadian  currency.  The  Royal 
Canadian  Mint  foresees  a  minimum  delay  of  30  days  for 
bank  clearance  of  personal  cheques.  For  payment 
made  by  the  use  of  a  credit  card,  necessary  information 
must  appear  on  the  order  form  in  the  space  reserved  for 
that  purpose.  The  Mint  is  not  responsible  for  any  duty 
which  may  be  charged  on  items  upon  entry  into  a 
foreign  country. 

Important  Notice 

The  Mint  reserves  the  right  to  limit  or  to  refuse  orders 
and  to  change  prices  without  notice  if,  for  any  reason,  it 
should  be  found  necessary  to  do  so. 

The  Royal  Canadian  Mint  shall  replace  all  coins 
found  defective  due  to  inefficient  manufacture  or 
workmanship,  if  the  defects  are  reported  to  the  Mint 
within  30  days  after  receipt  of  same.  If,  however,  no 
replacement  coins  are  available,  the  Mint  shall  refund 
to  the  purchaser  the  original  price  paid  for  those  coins. 

Coins  are  not  actual  size 


To  order  your  $100  gold  coin,  send  your  completed 
order  form  to: 
Royal  Canadian  Mint 

P.O.  Box  445,  Station  "A",  Ottawa 
Ontario,  Canada  K1N8V5 

Please  al  low  six  to  eight  weeks  for  del  ivery.  

I  wish  to  purchase  the  1980  $100  22  karat 
gold  proof  coin. 

(Qty)  at  $430.00  (CAN.)  eac,fr"j  


Name 


Address 


City 


•Canadian  residents  add  Provincial 
 Sales  Tax  where  applicable  $ 

  TOTAL  $ 

•Not  applicable  to  P.E.I.,  Quebec, 
Alberta,  N.W.T.,  Yukon. 

Sales  Tax  exempt  number: 


Province/State 


Postal  Code 
Zip  Code 


Method  of  payment  (check  one  only) 
□  Enclosed  is  my  certified  cheque/money  order 
made  payable  to  the  Royal  Canadian  Mint;j~^_ 

Please  charge  inv  credit  card  account 

My  credit  card 
account  number: 


Signature 

Application  must  be  signed  to  be  accepted 
Telephone  Number 


IJ     I     I     I     i  I 


Q  Master  Card     □  Chargex/Visa     □  African  Expre! 


How  Westinghouse  helped 
two  diverse  corporations 
increase  productivity 
...25%  and  333%. 


At  Ford  Motor  Company's  Canton,  Ohio  Forgi 
Plant,  Westinghouse  technology  helped  boos; 
productivity  25  percent. 

Ford  replaced  gas-fired  open  forge  furnacei 
with  electric  induction  heating  systems.  These 
completely  automated  units  -  engineered  anc 
built  by  Westinghouse  -  heat  metal  from  withir 
rather  than  from  its  surface.  They  warm  up  faster 
use  less  energy,  enhance  the  workers'  environ 
ment  and  handle  a  wider  range  of  forgings. 

In  just  three  months  after  the  conversion! 
production  per  shift  of  flanged  rear  axle  shaf 
forgings  rose  25  percent.  Scrap  was  reduced  4C 
percent.  Energy  costs  dropped  27  percent. 


Using  the  latest  Westinghouse  motors  and 
:ontrois,  Oregon  Portland  Cement  increased 
ons  per  man-year  over  300  percent. 

At  Oregon  Portland  Cement  Company's  new 
3urkee  plant,  designed  by  F.L.  Smidth  &  Co.,  the 
ligh  reliability  of  Westinghouse  motors  and 
:ontrols  is  a  key  factor  in  maintaining  round-the- 
:lock  production.  With  a  333  percent  increase  in 
ons  per  man-year  and  a  25  percent  smaller  work 
orce  compared  to  the  plant  it  replaced.  Newly 
ieveloped  silicone-filled  transformers  and  SCR 
controls  eliminate  circuit  failures  that  could  shut 
jown  the  entire  system  for  hours  and  cause 
)roduction  losses  of  up  to  80  tons  of  portland 
:ement  per  hour. 

Another  plus  of  the  Westinghouse  installation 
s  more  efficient  use  of  power.  Durkee's  500,000 
ons-per-year  volume  is  21/2  times  greaterthan  the 
)ld  plant,  yet  it  uses  the  same  amount  of  energy. 

Today,  Westinghouse  technology  is  helping 
mprove  American  productivity  in  many  diverse 
ndustries:  from  autos  to  aerospace,  from  cement 
o  steel.  And  we  can  help  do  the  job  for  you. 


Westinghouse 

A  powerful  part  of  your  life. 


"In  Europe,  many  define  luxury  by  how 
few  compromises  an  automobile  asks!'  says 
Hartmut  Warkusz,  Chief  Audi  Stylist.  "In 
the  5000  Turbo,  performance  is  enhanced 
without  extra  cylinders  which  could  com- 
promise front-drive  space  efficiency  and 
handling.  Thus,  its  turbocharger  provides 
a  true  luxury.  The  rest  of  the  Audi  5000 
Turbo  offers  nothing  less" 

The  Audi  5000Turbo  is 
a  thoroughly  refined, 
European  luxury  sedan., 
inside  and  out. 

The  alloy  wheels,  which  help  cool 
<  'iir-wheel  disc  brakes,  and 


aerodynamic  front  spoiler 
do  not  detract  from  the 
5000  Turbo's  exterior 
elegance.  And  in- 
side, its  comfort 
has  been  designed 
to  enhance  the 
driving  experience 
|  without  insulating 
you  from  it. 'The 
seat  cushioning  has 
been  developed  to 
Complement  the 
ride  character- 
istics of  the  5000 
Turbos  suspen- 
sion. Even  the 


standard  checked  velour  covering  the 
seats  is  more  than  eye-catching.  Its  texture 
can  help  hold  you  in  position  on  a  tight 
curve" 

Cruise  control,  integrated  heating  and  air 
conditioning  that  can  provide  a  complete 
change  of  air  every  15  seconds,  a  stereo 
system  acoustically  matched  to  the  interior, 
three  individual  passenger  reading  lights 
and  generous  interior  storage,  including  a 
covered  central  console,  also  list  among  the 
5000  Turbo's  refinements.  "In  developing 
each  of  these  features,  Audi  stylists  spent  as 
much  time  testing  on  the  road  as  creating  in 
the  studio.  Some  stylists  might  consider  this 
a  compromise.  I  think  it's  the  only  way  to 
eliminate  it!' 

Test  the  uncompromising  Audi  5000  Turbo 
for  yourself.  For  the  name  of  your  nearest 
dealer,  call  toll  free:  (800)447-4700.  In  Illinois, 
call:  (800)  322-4400. 


Hartmut  Warkusz, 

Chief  Stylist  of 

the  Audi  5000  Turbo 


The  Funds 


!  of  the  Mathers  Fund,  for  example; 
j  in  the  case  of  Scudder  Develop- 
lt.  The  obvious  question  arises:  Arc 
ventional  growth  stock  funds  a  better 
on  a  risk/reward  basis  right  now  than 
r  high-flying  siblings? 
©questionably  yes,  argues  William 
rry,  the  tall,  affable  money  man  who 
guided  the  investment  of  billions  in 
sion  fund  cash  into  mutual  funds 
n  his  home  base  in  Shreveport,  La. 
kbes,  Oct.  29,  1979).  For  some  time 
/,  Lowry  has  been  urging  clients  (the 
itral  &  South  West  Corp.  and  the 
ce  Power  pension  funds,  among  oth- 
to  earmark  only  one-third  of  their 
j  cash  for  aggressive  growth  funds. 
!  balance  is  flowing  into  quality 
vth  outlets  like  Rowe  Price  Growth, 
owry  hasn't  given  up  on  aggressive 
vth.  A  contrarian  who  has  made 
ley  for  his  clients  by  cutting  against 
grain,  he  thinks  that  quality  has  been 
lected  to  the  point  where  it  is  cheaper 
less  risky  than  the  Amex  and  the 
r-the-counter  markets  where  the  big 
is  have  been  since  1975. 
lo  question,  the  aggressive  funds  have 
ome  expensive.  Multiples  have  been 
;ping  up.  Such  relatively  unknown 
iflyers  as  Avantck,  Cameron  Iron 
rks  and  Quotron  Systems  arc  selling 
between  17  and  38  times  earnings. 
:  P/E  ratio  on  the  New  Horizons  port- 
o  companies  moved  from  around  8.9 
0.7  times  by  the  end  of  last  year  and, 
ording  to  Francis  Rienhoff,  a  Rowe 
;e  executive,  is  now  at  around  14.4 
es  projected  earnings  for  the  next  12 
nths.  That  compares  with  only  10.1 
es  earnings  for  a  growth  stock  fund 
tfolio  heavy  with  names  like  Ameri- 
Hospital  Supply,  3M  and  Xerox, 
/hy  have  these  two  segments  of  the 
wth  stock  market  gotten  so  far  out  of 
S — where  one  averages  14  times  earn- 
S  and  the  other  only  10?  Call  it  cultur- 
ag.  It  grew  out  of  the  great  crash  of 
3  and  the  painful  discovery  that  "one 
ision"  glamour  stocks  like  American 
•ress,  Johnson  &  Johnson  and  Texas 
:ruments  were  not  forever — especial- 
utt  .it  55  times  earnings, 
'hat's  where  the  Putnam  index  of  54 
ktfth  stocks  stood  in  late   1972 — a 
storically  incredible"  level,  says  Nor- 
H.  Reamer,  CEO  of  the  Putnam  in- 
tment  management  companies.  He 
;s  off  some  numbers  to  illustrate  the 
ths  of  the  disillusion  that  followed, 
the  peak,  the  P/E  ratio  on  the  index 
»  more  than  4  times  the  level  com- 
rided  by  the  Dow  Jones  industrials. 
w,  despite  a  nicely  compounded  earn- 
>  gain,  the  growth  stocks  are  only  1 .4 
es  the  Dow.  In  October  1974,  when 
stock  market  was  in  smoking  ruin, 
Putnam  index  multiple  averaged  16 


times  earnings.  Today,  it's  12  times 
earnings. 

Reamer  talks  ebulliently  about  the  big 
growth  stocks  in  Investors'  portfolio 
chalking  up  an  earnings  gain  of  about 
24%  this  year,  compared  with  a  project- 
ed decline  of  7%  for  the  companies  in 
the  S&P's  500.  Reamer  goes  on  to  dis- 
cuss the  high  quality  of  earnings;  the 
ability  of  "true"  growth  companies  to  do 
well  in  good  and  bad  times;  the  research 
that's  gone  into  distinguishing  "real" 
growth  stocks  from  wrinkled  pretenders 
whose  growth  traits  are  but  skin  deep. 

Reamer  is  the  first  to  admit  that  a  lot 
of  what  he  is  saying  about  the  quality 
and  durability  of  growth  stock  earnings 
is  terribly  familiar — 1972  familiar,  to  be 
exact.  Still,  the  enthusiasm  is  a  lot  more 
beguiling  at  10  times  earnings  than  at  50 
times.  Bill  Lowry,  however,  contends 
the  big  capitalization  stocks  are  so  cheap 
on  an  intrinsic  basis  that  "it's  going  to  be 
a  high-quality  growth  market  for  the 
next  24  to  36  months." 

His  strategy  is  to  look  for  top-flight 
fund  managements  with  consistent 
track  records,  but  somewhat  different 
styles.  The  objective  is  to  put  together  a 
blend  of  talents  that  will  even  out  the 
sine  curves  of  performance.  No  one  man- 
ager is  likely  to  have  a  hot  hand  all  the 
time.  As  to  the  small  growth  funds  still 
getting  some  of  his  clients'  cash,  Lowry 
thinks  New  Horizons,  Twentieth  Cen- 
tury Growth,  the  Mathers  Fund  and  Val- 
ue Line  Special  Situations  are  all  "rela- 
tively well  postured."  But  his  heart  now 
is  with  the  funds  that  buy  the  Big 
Growthies.  Lowry  thinks  the  "best  situ- 
ated" right  now  are  Rowe  Price,  Chemi- 
cal, Putnam  Investors  and  the  David  L. 
Babson  Investment  Fund. 


Sound  tactics, 
bad  strategy 

YOU  MIGHT  CALL  THIS  STORY  "The 
Voyage   of   the    Nautilus" — the 
Nautilus  Fund,  that  is — and  a 
stormy  one  it  has  been. 

The  action  starts  a  year  and  a  half  ago, 
when  the  closed-end  investment  com- 
pany went  public  with  an  offering  of 
650,000  shares  at  $15  a  share.  The  port- 
folio strategy  was  solid  enough — to  sniff 
out  and  get  in  on  the  ground  floor  of 
emerging  growth  situations  not  yet 
"widely  recognized"  by  other  investors. 

The  sponsorship  was  solid,  too.  The 
Nautilus  Fund  is  the  brainchild  of  two 
men  with  enviable  credits  in  the  pursuit 
of  emerging  growth — Robert  Towbin,  a 
partner  in  the  brokerage  firm  of  L.F. 
Rothschild,  Unterberg,  Towbin;  and 
Landon  T.  Clay,  chairman  of  Eaton  & 
Howard,  Vance,  Sanders  &  Co.,  a  Bos- 
ton-based investment  manager. 

The  trouble  was,  not  everyone  shared 
their  enthusiasm.  "I  was  an  easy  con- 


vert," says  Landon  Clay.  "Others  were 
not."  Short-sellers  were  gunning  for  Nau- 
tilus almost  from  the  minute  it  went 
public. 

Among  those  on  the  short  side  was 
Thomas  J.  Herzfeld,  executive  vice  presi- 
dent with  Bishop,  Rosen  &  Co.  Herzfeld, 
who  specializes  in  closed-end  stocks, 
notes  that  the  market  price  of  most  such 
new  issues  plunges  to  a  discount  below 
net  asset  value  after  the  underwriting.  It 
is  a  rare  closed-end  fund,  in  fact,  that 
does  not  trade  at  a  discount,  and  Nautilus 
performed  strictly  by  the  book. 

As  the  fund  struggled  to  get  fully  in- 
vested, the  shorts  had  a  field  day.  By  the 
fall  of  1979  the  stock  had  been  pushed  to 
a  low  of  11.  Meanwhile,  the  fund's  net 
asset  value  was  going  up  because  of  sharp 
portfolio  gains — especially  in  some  of  its 
over-the-counter  picks  like  GenRad  and 
Xomox.  When  the  discount  deepened  to 
20%,  alert  arbitragers  like  Herzfeld 
closed  out  their  short  positions  and  went 
long  on  the  stock. 

Net  asset  value  moved  from  a  little 
over  $15  a  share  in  March  of  this  year  to 
$17.90  by  the  end  of  June.  Suddenly  the 
market  in  Nautilus'  underlying  stock  was 
up,  too.  Interest  in  the  fund  flared  on 
word  that  MCI  Communications  Corp. 
had  been  awarded  a  whacking  $1.8  bil- 
lion antitrust  judgment  against  AT&T. 
Nautilus  owns  65,000  shares  of  MCI 
common  and  13,000  shares  of  its  $1.80 
convertible  preferred. 

On  Aug.  1,  thanks  partly  to  that  fortu- 
itous portfolio  choice,  Nautilus'  price 
first  touched  its  net  asset  value  of  $21  a 
share.  For  some  pros  that  was  a  signal  to 
reverse  gears — to  take  profits  on  the 
stock's  long  side  and  go  short  against  the 
prospect  of  the  chronic  closed-end  dis- 
count opening  up  again. 

Sound  tactics  but,  as  it  turned  out,  bad 
strategy.  It  overlooked  totally  a  time- 
bomb  ticking  away  in  the  Nautilus  port 
folio:  160,000  shares  of  Apple  Computer. 
It  is  restricted  stock,  acquired  in  a  pri- 
vate placement.  When  word  appeared  re- 
cently that  Apple  was  going  public  at 
what  many  Wall  Streeters  think  will  be  a 
fat  premium,  Nautilus  went  wild.  Literal- 
ly overnight  the  stock  shot  from  21  to 
34 — partly  because  Nautilus  was  a  way  to 
buy  Apple  at  a  discount  and  partly  be- 
cause panicky  shorts  were  willing  to  pay 
almost  any  price  to  get  out  of  the  stock. 

In  late  August,  Nautilus  was  trading  at 
a  fat  premium.  How  long  the  premium 
will  hold — and  at  what  level — depends 
on  Apple  Computer's  ultimate  share 
price.  Tom  Herzfeld  figures  the  multiple 
is  roughly  4-to-l — every  $20  worth  of 
Apple  is  worth  almost  $4.50  a  share  in 
net  asset  value  to  Nautilus.  Landon  Clay 
regards  Nautilus'  performance  with  a 
fond  proprietary  air  but  thinks  the  mar- 
ket is  overreacting:  "It's  a  little  like  cele- 
brating Christmas  before  Santa  Claus 
has  arrived."  ■ 
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Is  the  tide  turning  against  investing  in  "tangi- 
bles' in  favor  of  securities?  Dont  bet  on  it, 
says  Bob  Salomon,  who  wishes  it  weren't  so. 


Stocks? 
Or  collectibles? 


The  Money  Men 


By  Thomas  C.  O'Donnell 


w  f  you  counted  on  the  rising  value 
I  of  your  home — or  perhaps  your  col- 
A  lection  of  rare  books  or  Chinese  ce- 
ramics— to  beat  inflation  during  the  past 
year,  you  came  out  a  loser.  Robert  S. 
Salomon  Jr.,  a  general  partner  in  Salomon 
Brothers,  recently  made  his  annual  re- 
port on  comparative  investments.  Ac- 
cording to  the  report,  the  Consumer 
Price  Index  (through  June  1,  1980) 
jumped  by  14.5%,  while  rare  books 
gained  14%,  Chinese  ceramics  13.1% 
and  housing  10-4%. 

Salomon  is  head  of  equity  policy  at  the 
huge  block-trading  firm — and  bearer  of 
one  of  Wall  Street's  proudest  names.  In 
short,  Bob  Salomon  is  a  stock  market 
man.  So,  he's  not  displeased  that  some 
so-called  tangibles  failed  to  keep  up  last 
year.  "There  is  an  ongoing  confrontation 
between  tangible  and  financial  assets," 
asserts  the  straight-talking  43-year-old 


money  man.  "Tangibles  have  been  win- 
ning because  they  have  achieved  returns 
higher  than  the  CPI  while  financial  as- 
sets have  lost  ground  to  inflation." 

Stocks,  Salomon's  stock  in  trade,  did 
do  a  bit  better  last  year.  They  rose 
12.5%.  But  that  still  wasn't  enough  to 
keep  up  with  the  CPI  and  it  was  paled  by 
gold  which  soared  104%  during  the  year, 
oil,  a  92.4%  gainer,  and  even  silver 
which,  despite  a  plunge  from  its  near 
$50-per-ounce  level  in  January,  posted  a 
76.8%  rise.  Bonds,  however,  actually  de- 
clined by  3.1%. 

Although  Salomon  puts  out  a  report  on 
the  stock  market  every  month,  his  annu- 
al review  of  comparative  investments 
(this  is  the  fourth)  has  become  almost  as 
eagerly  awaited  by  portfolio  managers 
and  sophisticated  investors  as  the  mar- 
ket comments  of  the  firm's  highly  influ- 
ential economist,  Henry  Kaufman.  Espe- 
cially so  this  year.  "This  report  has  given 
investors  intellectual  justification  for 


A  dreary  decade  for  stocks  and  bonds 


Gold  and  oil  were  the  best  investments  during  the  1970s.  Both  posted  a 
compounded  annual  rate  of  return  of  31.6%.  Stocks  with  a  6.8%  gain  and 
bonds  with  a  6.4%  increase  failed  even  to  match  the  CPI,  which  rose  by  7.7%. 


10  years 

Rank 

5  years 

Rank 

1  year 

Rank 

Gold 

31.6% 

1 

28.4% 

3 

104.0% 

1 

Oil 

31.6 

2 

17.7 

7 

92.4 

2 

Silver 

23.7 

3 

27.3 

4 

76.8 

3 

US  stamps 

21.8 

4 

31.0 

2 

43.2 

4 

Chinese  ceramics 

18.8 

5 

38.7 

1 

13.1 

11 

Rare  books 

16.1 

6 

127 

10 

14.0 

10 

US  coins 

16.0 

7 

21.9 

5 

25.3 

5 

Diamonds 

15.1 

8 

18.3 

6 

25.0 

6 

Old  masters 

13.4 

9 

15.2 

8 

17.4 

7 

US  farmland 

12.6 

10 

13.4 

9 

14.3 

9 

Housing 

10.2 

11 

11.6 

1 1 

10.4 

13 

Consumer  Price  Index 

7.7 

12 

8.9 

12 

14.5 

8 

Foreign  currency* 

7.5 

13 

8.4 

13 

4.5 

14 

Stocks 

6.8 

14 

6.4 

14 

12.5 

12 

Bonds 

6.4 

15 

5.8 

15 

-3.1 

15 

•West  German  mark.  Japanese  yen,  Swiss 
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i  guilder. 

Source:  Salomon  Brothers 
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buying  stocks,"  says  one.  No  qucstio 
The  belief  that  stocks  are  bargain-pria 
has  been  a  major  factor  in  the  recent  ral 
that  has  seen  the  Dow  Jones  industri 
average  soar  by  more  than  200  poin 
since  April. 

However,  Bob  Salomon  isn't  doing  ai 
celebrating.  He's  not  convinced  that  e 
uities  have  really  turned  the  corner.  Sa- 
he:  "Significant  amounts  of  money  ai 
being  diverted  into  areas  that  are  unpr 
ductive."  Sitting  in  his  sparsely  fil  1 
nished  comer  office  that  looks  down  d 
New  York's  financial  district  41  floq 
below,  Salomon  adds:  "Incentives  mil 
be  provided  for  increased  investment  ! 
financial  assets." 

Isn't  that  incentive  being  provided 
the  current  bull  market?  Only  for  t 
near  term,  he  says.  "Stocks  are  benef. 
ing  from  an  easing  of  inflation  and 
cyclical  decline  in  interest  rates.  But  f 
the  long  run,  nothing  has  been  done 
relieve  the  root  causes  of  inflation.  So 
sustainable  rally  has  not  begun." 

This  view,  of  course,  places  Salomij 
in  a  distinct  minority  on  Wall  Street, 
realize  that  institutional  investors  d} 
agree  with  me  more  now  than  they  ha 
anytime  in  the  past.  But  I'm  more  coij 
fortable  when  the  majority  has  a  diffe 
ent  view  than  when  it  agrees  with  m 
he  says  with  typical  frankness. 

Salomon  comes  by  his  confidence  co 
ceming  investment  markets  quite  nat 
rally.  His  grandfather  was  one  of  t 
founders  of  Salomon  Brothers  and  1 
father  was  a  floor  broker  on  the  I 
Board.  In  1975  his  uncle  William  (Bil 
Salomon,  then  the  firm's  managing  pa 
ner,  wooed  Salomon  away  from  U 
Trust,  where  he  had  been  managi: 
money  ever  since  his  graduation  fro 
Amherst  in  1959.  Although  he  looks  li 
a  dealmaker,  he  prefers  the  intermedia 
position  between  wheeling  and  deali 
and  pure  research. 

The  idea  for  tracking  the  relative  p« 
formance  of  tangible  and  intangible  i 
vestments  came  by  accident.  Followi 
an  optimistic  speech  he  gave  on  the  eqi 
ty  market  in  San  Francisco  in  1977, 
elderly  investor  asked  Salomon  to 
plain  why  all  his  holdings  except  stoc; 
had  shown  a  gain  in  recent  years, 
tore  me  apart  with  his  questions.  Ano 
wanted  to  see  if  his  experience  had  ai 
relevance  for  other  investors." 

That's  an  interesting  thing  about  B 
Salomon.  He  isn't  awed  by  the  acaderr 
sages  and  big  professionals.  He  thinks 
much  can  be  learned  by  watching  wh 
the  so-called  little  fellow  does 
doesn't  subscribe  to  the  idea  the  od 
lotter  is  always  wrong. 

"Individuals  are  not  burdened  by  ins 
tutional  constraints,"  is  the  way  he  pi 
it.  "Their  unexpected  success  in  real  c 
tate  has  prompted  them  to  look  at  oth  * 
hard  assets." 

Salomon  contends  that  last  yea 
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wing  of  housing  prices  was  only  tem- 
rary  and  he  believes  the  worst  for  the 
msing  market  is  over. 
.  But  cash-heavy  institutions  are  unable 
invest  in  housing  and  other  tangibles 
the  degree  that  individuals  can.  So 
lere  will  they  put  their  money  during 
is  decade?  Without  skipping  a  beat, 
lomon  predicts:  "They'll  gravitate 
ward  alternative  investments  that  look 
e  securities,  such  as  futures,  options, 
ortgage  pools,  foreign  securities,  ven- 
re  capital  and  indexed  bonds.  And  ad- 
tional  security-like  alternatives  could 
»  be  created." 

So,  that's  the  bad  news  for  right  now: 
b  Salomon  isn't  particularly  bullish  on 
e  stock  market.  He  is  particularly  bear- 
1  about  oil  stocks.  "The  fundamentals 
the  oil  business  are  deteriorating,"  he 
ys.  "I  began  writing  about  the  oil  glut 
rly  this  year,  but  nobody's  listening. 


en  I  talk  to  portfolio  managers  about 
they  ask,  'How  can  you  fight  the 
be?'  " 

Talking  to  portfolio  managers  and  oth- 
investors  around  the  world  takes  up 
e  bulk  of  Salomon's  time.  He  finds 
mself  traveling  about  one  week  in  four, 
hen  not  on  the  road,  Salomon  com- 
Jtes  by  train  from  his  home  in  Con- 
cticut  all  the  way  to  his  office  in  lower 
anhattan,  arriving  a  litle  before  8  a.m., 
.  parting  usually  by  5  p.m. 
Fittingly  enough,  his  hobbies  include 
lecting  coins,  which  rose  25.3%  last 
ar,  and  stamps,  which  did  even  better, 
nping  43.2%.  Yet  don't  such  fantastic 
ce  rises  mean  that  the  tangible-invest- 
nt  bubble  is  about  to  burst?  Salomon 
esn't  think  so.  "The  market  in  collect- 
es  now  encompasses  a  spectrum  of 
scure  items  from  beer  cans  to  worth- 
s — in  an  operating  sense — securities. 
:  ie  breadth  of  interest  suggests  there  is 
limit  to  the  downside  risk  in  such 
/estments." 

That  is,  of  course,  until  inflation  cools 
d  a  major  bull  market  begins — sorae- 
ing  Salomon  doesn't  expect  to  happen 
ytime  soon.  "Too  many  people  have 
irned  how  to  play  and  win  the  inflation 
me,"  he  says,  shaking  his  head.  "They 
ve  a  vested  stake  in  high  and  rising 
lation. 

Don't  throw  away  those  campaign 
ttons.  ■ 
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Asarco  is  positioned  for  the  80s . 


mineral  reserves  and  operating  mines. 


Demand  for  copper,  silver,  lead 
and  zinc  should  increase  during 
the  80s.  Asarco  is  in  a  good 
position  to  help  fill  the  need  for 
these  vital  metals  in  the  im- 
mediate and  long-range  future. 

In  1979,  Asarco  ranked  first  in 
United  States  mine  production 
of  silver,  second  in  zinc,  and 
sixth  in  both  copper  and  lead. 

At  the  start  of  1980,  Asarco 
had  mineral  reserves  which,  at 
current  rates  of  production,  are 
anticipated  to  last  well  into  the 
next  century:  silver  through  the 
year  2020. .  .copper  through 
2015. ..lead  through  2046 
. . .  and  zinc  through  2013. 

Asarco  expects  to  continue 
to  add  to  its  reserves  through 


exploration  for  new  deposits  as 
well  as  development  of  ad- 
ditional reserves  at  its  operating 
mines. 

Asarco  also  has  substantial 
investments  in  three  of  the 
world's  great  mining  compa- 
nies—M.I.  M.  Holdings  Limited 
in  Australia,  Southern  Peru 
Copper  Corporation,  and 
Mexico  Desarrollo  Industrial 
Minero,  S.A.  The  mineral  re- 
serves of  each  of  these  com- 
panies should  last  well  into  the 
21st  century. 

For  more  information  on 
Asarco,  write  for  a  copy  of  our 
Fact  Book.  ASARCO  Incorpo- 
rated, 120  Broadway,  New  York, 
N.Y  10271. 


ASARCO 

Metals  &  Minerals 
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By  one  horseback  guess,  nearly  three  out  of  four  major  companu 
have  already  begun  to  subsidize  employee  mortgage  payments  c 
intend  to  start  doing  so  this  year.  Ifs  the  last  resort . . . 


When  cities  get 
too  popular 


By  John  Merwin 


William  Braley  said  to  hell  with 
it  after  just  six  weeks.  At  35,  he 
walked  away  from  a  promising 
$40,000  position  as  the  sixth-highest- 
paid  employee  of  a  young,  fast-growing 
San  Francisco  import  firm.  He  flew  back 
to  Portland,  Ore.,  pulled  the  for  sale 
sign  out  of  his  yard  and  luckily  got  his 
$30,000  state  job  back. 

"To  find  a  San  Francisco  house  in  a 
neighborhood  without  graffiti  all  over 
the  place,  I  would  have  paid  $156,000  for 
two  bedrooms  and  one  bath,"  Braley 
says.  "That's  $1,300  a  month,  more  than 
4  times  my  Portland  mortgage  pay- 
ment." No  wonder  Braley  walked  away 


from  his  first,  and  probably  last,  chance 
to  move  to  trendy  California. 

Sky-high  housing  prices  in  San  Fran- 
cisco, San  Jose  and  Los  Angeles  are  no 
surprise,  but  within  the  last  year  evi- 
dence has  been  growing  that  suggests 
California's  most  popular  cities  have  be- 
come too  popular.  It  sounds  crazy,  but 
when  even  a  $40,000  salary  isn't  enough 
to  buy  a  decent  house  in  California's  big 
cities,  upper  middle-class  managers  like 
Braley  are  saying  "no"  to  California 
companies. 

To  illustrate  just  how  bad  the  situation 
is,  consider  these  figures,  assembled  by 
Chicago's  Employee  Transfer  Corp., 
aimed  at  employees  a  rung  or  two  below 
Braley.  A  middle-class  employee,  draw- 


ing about  $30,000  a  year,  would  be  lik 
to  buy  a  $70,000  suburban  home  in  D 
las.  In  San  Jose  that  home  would  o 
$124,000,  and  in  Anaheim,  south  of  II 
Angeles,  about  $148,000.  That's  an  av 
age  home.  In  Los  Angeles'  prestigic 
west  side  areas,  add  at  least  $50,000. 1 
down  payment  is  20% . 

Look  at  Palo  Alto,  the  prestigious  E 
Area  town  where  a  reasonable  "midd 
class"  home  brings  at  least  $175,01 
Last  year  in  Palo  Alto  (populate 
56,000),  only  20  homes  and  31  apartms 
units  were  built,  while  over  1,000  jc 
were  added.  That's  the  problem. 

Obviously  caught  in  the  squeeze  | 
those  companies  that  can't  hold  on 
people  like  William  Braley.  Like  it  or  n 


Hurrah's  Treasurer /Controller  Don  Stevens  looks  over  Harrah's-sponsored  apartment  project  in  Reno 
"We  think  eight  hours  a  day  is  enough  involvement  in  our  employees'  lives." 
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Many  Capital  Returns 


If  you  are  a  corporate  insurance  manager,  con- 
troller or  treasurer,  you  know  that  someone 
else  has  the  advantage  of  earning  a  return  on 
your  funds  if  you  make  lump  sum  insurance 
premium  payments. 

By  using  a  CUPAC  Premium  Payment 
Plan,  you  pay  for  your  insurance  cost  as  it  is 
used,  just  as  you  would  with  other  leased  prod- 
ucts and  services. 

Capital  can  be  retained  in  your  business 
because  of  premium  financing  and  more  effec- 


tively and  profitably  utilized  in  day-to-day 
investment  opportunities  to  generate  many 
capital  returns  to  your  business. 

If  you  would  like  to  learn  more  about 
CUPACs  many  customized  premium  payment 
plans,  where  they  are  available  and  how  to  profit 
from  them,  call  toll-free  (800)  225-6284  and  you 
will  be  referred  to  the  CUPAC  office  nearest 
your  business.  You  may  also  write  to  us  at 
CUPAC,  Inc.,  Executive  Offices,  Federal 
Reserve  Plaza,  Boston,  Massachusetts  02210. 


CUPAC 


CUPAC,  INC.,  Executive  Offices,  Federal  Reserve  Plaza,  Boston,  MA  02210 


many  ol  these  companies  will  be  dragged 
into  desperate  attempts  to  solve  the 
housing  problem.  Most  towns  elsewhere 
in  the  U.S.  will  jump  through  hoops  to 
draw  new  industry  and  jobs,  but  Palo 
Alto  and  cities  like  it  are  beginning  to 
hold  companies  responsible  for  tin  ir 
own  growth,  and  compelling  them  to 
provide  some  housing  money.  Not  long 
ago  Hewlett-Packard  made  a  $215,000 
"volunteer"  payment  to  the  city  ol  Palo 
Alto  before  the  city  would  grant  building 
permits  for  HP's  expansion  In  Atlantic 
City,  N.J.  Resorts  International  pledged 
$5  million  as  its  1980  contribution  to  a 
iocal  housing  effort.  Caesars  New  Jersey, 
angling  fo]  a  permanent  casino  license, 
has  indicated  it  would  cough  up  $1.5 
million.  |obs,  once  a  blessing  in  these 
towns,  aie  becoming  a  burden. 


130  miles  south  to  La  folia.  Even  though 
La  Jolla  housing  is  expensive,  there  is 
more  moderate  priced  housing  within  10 
to  20  minutes'  drive,  unlike  in  L.A., 
where,  says  Signal  Chairman  Forrest 
Shumway,  "Employees  have  begn  wast- 
ing hours  commuting  on  the  freeway." 

Hut  leaving  town  is  out  of  the  question 
for  others.  Bank  of  America  can't  aban- 
don San  Francisco  for  the  boonies.  Syn- 
tex,  the  drug  company,  is  tied  to  Palo 
Alto  and  Stanford's  medical  community. 
Fluor,  the  southern  California  engineer- 
ing giant,  thrives  in  the  Los  Angeles 
area's  hotbed  of  technology,  where  Fluor 
will  hire  2,000  high-tech  people  in  the 
next  year  or  so.  If  Fluor  tried  to  leave, 
many  of  its  employees  wouldn't  go.  "A 
number  of  companies  would  be  tickled  to 
see  us  leave,"  says  Victor  West,  Fluor's 


Harrah's  employees  at  apartment  recreation  urea  on  the  Truckee  River 
All  this,  plus  a  4%  ceiling  on  rent  and  utility  increases,  too. 


What's  causing  this  mess?  In  addition 
to  the  obvious  reasons  for  the  housing 
bind — high  cost  of  land,  interest  and 
wading  through  incredible  bureaucratic 
swamps — there  is  at  least  one  other  rea- 
son that  is  not  so  obvious.  As  Pogo  said, 
"We  have  seen  the  enemy  and  it  is  US." 
In  Palo  Alto,  foi  instance,  a  survey  two 
years  ago  showed  that  about  one-third  of 
the  town's  housing  was  owned  by  inves- 
tors who  had  bought  homes  not  to  live  in 
but  to  speculate  with.  Many  were  reap- 
ing enormous  profits  from  the  high 
prices  generated  by  .i  bousing  shortage. 
SRI  International  (formerly  Stanford  Re- 
search Institute)  estimates  that  last  year 
alone  Bay, Area  sellers  turned  at  least  $30 
hill  a  hi  in  cash  profits,  seven  turns  Exx- 
on's net  profit  last  year.  Not  surprisingly, 
any  proposed  high-rise  project  in  Palo 
Alto  meets  with  loud  "neighborhood" 
objections. 

What's  a  company  to  do?  One  alterna- 
tive is  to  leave  town,  as  Signal  Cos.,  the 
$4  billion  Beverly  Hills-based  conglomer 
ate,  is  doing  this  month  when  it  moves 


corporate  real  estate  manager.  "They'd 
hire  our  people  in  a  hurry." 

Sheer  size  alone  can  rule  out  leaving 
town.  The  U.S.  Air  Force  Space  Division, 
something  of  an  engineering  "corpora- 
tion" itself  with  1,000  officers  and  300 
L. A. -based  enlisted  personnel,  has 
looked  into  the  idea.  If  it  left  Los  Ange- 
les, the  An  Force  reckons  the  cost  of 
relocating  10,000  people,  most  of  them 
associated  civilian  specialists,  would  be 
at  least  $100  million.  "That's  out  of  the 
question,"  says  division  commander 
Lieutenant  General  Richard  Henry.  But 
staying  isn't  much  better.  "As  soon  as  an 
officei  discovers  he  may  be  transferred 
from  another  Air  Force  base  to  L.A.," 
Henry  says,  "he  starts  trying  to  get  out  of 
the  assignment.  We  might  go  through 
five  or  six  candidate's  before  getting  one 
to  come  here."  No  wonder,  with  the  Air 
Force's  fixed  salaries.  Henry  estimates 
that  on  average  an  officer  transferring 
into  Los  Angeles  takes  a  40%  standard- 
of-living  cut. 

Another  solution,  a  favorite  of  the  big 


electronics  firms  south  of  San  Franci 
in  "Silicon  Valley,"  is  to  slap  a  lid 
local  growth  and  expand,  instead, 
states  like  Washington,  Oregon  and 
ho.  Over  the  last  decade  Hewlett-Pi 
ard,  for  instance,  has  moved  into  13  c 
er  locations.  But  that  solution  is  incq 
plete.  Growth  in  the  field  mand^ 
some  expansion  at  headquarters. 

A  few  companies  have  met  the  pil 
lem  head-on  by  providing  housing 
employees.  One  such  is  Harrah's,  j 
Reno-based  casino  company,  a  subl 
iary  of  Holiday  Inns.  Two  years  ago  hep 
ing  was  so  short  in  Reno  that  some  h 
rah's  and  other  casinos'  employees  v\| 
living  in  tents  and  vans.  So  Harrah's 
a  deal  with  a  local  developer.  Hard 
leased  some  land  to  the  developer,  U 
built  an  apartment  complex.  Harr^ 
employees  have  first  call  on  the  ap 
ments,  which  by  year's  end  will  total 
units.  Not  only  are  rents  below  Rei 
market,  but  increases  are  capped  at  4 
year,  utilities  included.  With  Reno's  u 
ity  bills  zooming  to  $150  a  month, 
some  homes,  the  apartments  have 
come  an  even  more  attractive  deal. 

By  using  a  developer,  who  owns 
manages  the  Harrah's  apartments,  F( 
rah's  escaped  the  dreaded  "compj 
town"  situation,  which  scares  the 
lights  out  of  companies  thinking  of  j 
ting  into  the  housing  game.  "We  die 
want  to  be  a  landlord,"  says  Don 
vens,  Harrah's  treasurer  controller.  ' 
think  eight  hours  a  day  is  enough 
volvement  with  our  employees'  lives 

Business  and  the  military  aren't 
only  victims  of  the  housing  crunch.  Li 
versities  are  really  taking  it  on  the  cD 
But  several  California  universities 
now  making  moves  that  corporati 
might  be  resorting  to  before  long.  UCl 
bordering  Beverly  Hills,  is  trying  to 
apartment  units  for  its  younger  facu 
with  salaries  in  the  $16,000-to-$25, 
range.  The  University  of  California  s 
tern,  of  which  UCLA  is  a  part,  sold 
million  of  tax-free  bonds  two  years  ag^ 
provide  new  faculty  members  with 
mortgages  averaging  $100,000  each.  1 
Un. versity  of  Southern  California 
tends  interest-free  loans  up  to  $  1 0,00(1 
its  new  faculty  members.  Stanford  L 
versity  has  a  co-ownership  loan  progr 
in  which  the  university  shares  in 
appreciation  when  a  faculty  members, 
his  home.  But  no  matter  what  the  unh 
sities  do,  they  can't  win.  A  Univcrsit' 
California  study  shows  these  campu 
draw  high-tech  firms  as  a  magnet  dr 
iron  filings.  That  brings  in  more  hig 
paid  prospective  home  buyers,  push 
nearby  housing  prices  even  higher. 

So  what's  a  company  to  do  in  a  q 
like  Los  Angeles,  where,  according  t 
report  that  recently  hit  Mayor  T| 
Bradley's  desk,  if  every  present  hoB 
owner  had  to  buy  his  own  home  tod 
95%  couldn't  qualify  for  the  loan?  1 
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Great  ideas  last  forever 


Great  inventions  have  the  power  to  forever  change  the 
past. 

Victor  Hasselblad  changed  the  face  of  photography 
forever  with  the  invention  of  the  Hasselblad  fully 
interchangeable  camera  system. 

Never  before  and  never  since  has  there  been  a  camera 
system  to  equal  the  Hasselblad-the.s/«wA//v/  of  versatility 
and  quality  around  the  world.  That's  why  Hasselblad  is 
the  overwhelming  choice  of  professionals  in  every  area 
of  photography,  from  fashion  to  photo-journalism. 

At  the  heart  of  the  Hasselblad  System  is  the  500C/M, 
with    its   interchangeable    lenses,    film  magazines, 
viewfinders  and  film  winder.  The  possibilities  for  adapt 
ing  this  basic  camera  to  your  own  purposes  are  limitless: 
22  different  lenses,  7  film  magazines,  8  viewfinders, 


3  winding  devices,  4  focusing  screens,  and  a  vast  array 
of  specialized  accessories. 

The  Hasselblad  500C/M  is  easily  held  in  the  palm  of 
your  hand,  yet  it  gives  you  the  quality  advantage  of  its 
large  2XU  x  2 XU  negative  size. 

The  Hasselblad  System  has  made  a  profound  contribu- 
tion to  photography.  It  could  make  a  profound  difference 
to  you.  For  a  luxurious  folder,  write  to: 

jig  |b  ill  sis 

HASSELBLAD 

Victor  Hasselblad  Inc. 

10 Madison  Road,  Fairfield,  N.J.  07006.  USA 


answer  more  and  more  companies  are 
coming  to  is:  Subsidize  mortgage  pay- 
ments, making  housing  a  benefit  just 
like  health  insurance,  a  car  or  the  coun- 
try club.  Lee  &  Paulin,  a  Chicago  con- 
sulting firm,  surveyed  200  of  the  U.S.' 
largest  companies  and  found  that  73% 
cither  currently  subsidize  mortgage  pay- 
ments or  intend  to  start  doing  so  this 
year.  Already  California  companies  like 
Crown  Zellerbach,  Security  Pacific  and 
Garrett  Corp.  (a  Signal  company)  subsi- 
dize payments.  Fluor  just  hired  a  Multi- 
ple Listing  Service  member  realtor  to  run 
an  in-house  home  shopping  service,  so 
prospective  employees  can  flip  through 
the  MLS  book  at  work.  Fluor  is  wrestling 
with  joint  home-ownership  programs, 
but  wonders  how  to  avoid  getting  caught 
in  employees'  problems,  such  as  a  bloody 
divorce,  a  problem  indeed  if  Fluor  owns  a 
half  interest  in  the  house.  "We  know 
we're  going  to  have  to  staff  up  to  handle 
all  of  the  related  costs  of  running  these 
housing  services,"  says  Victor  West,  "but 
we  view  it  as  part  of  keeping  our  employ- 
ees happy — a  normal  company  expense." 

These  mortgage  assistance  programs 
are  little  more  than  a  bandage;  one  might 
even  argue  that  they  exacerbate  the  prob- 
lem by  enabling  more  people  to  enter  the 
California  housing  market.  A  better  an- 
swer may  lie  in  cities  such  as  Hayward, 
Calif.,  a  middle-class  Bay  Area  town  of 
92,000.  Mayor  Ilene  Weinreb  says  she 
will  go  to  local  corporations  and  ask  for 
seed  money  to  develop  middle-class 
housing.  "If  a  company  puts  up  half  of 
the  front  money,"  she  explains,  "then 
we  can  offer  it  first  call  on  half  of  the 
housing." 

To  do  this,  cities  like  Hayward,  Palo 
Alto  and  others  have  created  nonprofit 
housing  corporations  to  work  with  com- 
panies and  private  builders.  Ultimately 
the  housing  solution  may  well  be  solved 
by  companies  working  with  these  cities. 
For  instance,  the  City  of  Los  Angeles, 
acting  on  its  Own,  will  sell  tax-free  bonds 
this  fall  to  provide  low-cost  mortgage 
money  for  middle-class  housing.  The 
housing,  with  two  to  four  bedrooms,  will 
sell  for  $65,000  to  $85,000.  Although  the 
builder  will  be  private,  the  city  will  ram 
the  project  through  Los  Angeles'  regula- 
tory thicket,  saving  lots  of  time  and 
money.  Not  only  will  interest  rates  be 
much  lower  than  market,  but  the  down 
payment  will  be  only  5%. 

This  solution,  which  will  draw  capital 
into  tax-free  bonds  and  away  from  pri- 
vate markets,  is  clearly  one  born  of  des- 
peration. There  is  an  unpalatable  trade- 
off here.  These  Los  Angeles  home  buyers 
will  get  a  double  subsidy — the  regular 
interest  deduction  plus  an  artificially  low 
mortgage.  But  Los  Angeles,  prisoner  of 
ridiculous  housing  prices,  will  keep  mid- 
dle-class taxpayers  it  might  otherwise 
lose.  That's  an  awesome  price  to  pay  for 
two  or  three  bedrooms  and  a  bath.  ■ 


Moving  questions, 
and  answers 


San  Francisco  consultant  Andy  Brou  n 


As  bad  as  the  California  housing 
situation  may  be,  at  least  one 
man  seems  to  be  making  a  good 
thing  out  of  it.  He's  Andy  Brown,  50, 
who  like  William  Braley  (see  p.  72) 
moved  from  Portland  to  San  Francisco. 
However,  Brown  saw  not  only  the 
problem  but  a  solution  as  well. 

"When  I  moved  to  San  Francisco  in 
1963  I  had  anew  advertising  job  and  a 
big  title,"  Brown  remembers.  "I  was 
ready  to  go  first-cabin  after  selling  my 
Portland  house  for  $26,500.  But  I 
didn't  find  a  Bay  Area  home  I  liked  for 
under  $65,000."  So  Brown  rented.  Bad 
thinking.  Later,  when  Brown  consid- 
ered buying  a  home  east  of  San  Fran- 
cisco Bay,  a  friend  told  him  the  traffic 
jam  on  the  Bay  Bridge  into  San  Fran- 
cisco would  be  a  killer.  "One  morning 
I  left  my  apartment  at  5  a.m.,"  Brown 
says,  "and  drove  to  East  Bay.  At  the 
commute  hour  I  drove  back  across  the 
Bay  Bridge  into  San  Francisco,  at  55 
mph."  No  problem.  Brown  bought  the 
East  Bay  house. 

So  Brown  decided  to  sell  good 
thinking  and  good  information.  In 
1965  he  quit  the  ad  business  and  spent 
six  months  gathering  all  sorts  of  data 
about  San  Francisco  neighborhoods. 
He  dug  out  price  and  weather  data  and 
school  information,  wrote  down  types 
of  architecture  and  mass-transit 
schedules  and  even  drove  the  com- 


mutes himself.  ("If  there's  one  thing  a 
man  will  lie  about,"  he  explains,  "it's 
his  commute  time.") 

Today  the  business  he  built  on  this 
information  is  called  Relocation  Con- 
sultants. It  has  200  corporate  clients 
who  retain  Brown  to  counsel  new  or 
prospective  employees,  about  2,000 
this  year.  Brown  evaluates  how  large  a 
loan  his  client  can  afford,  then  ques- 
tions him  closely  about  what  kind  of 
neighborhood  he  wants  and  how 
much  commuting  he'll  tolerate.  Once 
the  choice  is  narrowed  to  several  like- 
ly neighborhoods  among  several  hun- 
dred around  the  Bay,  Brown  sends  the 
client  off  to  realtors  who  work  in 
those  areas.  If  the  client  buys,  Brown 
gets  a  referral  fee  from  the  realtor;  if 
he  rents,  the  corporate  client  pays 
Brown  a  fee. 

With  home  prices  soaring  still, 
about  one-third  of  Brown's  clients 
these  days  are  merely  job  prospects 
who  want  to  check  out  the  Bay  Area 
before  accepting  a  job.  Will  skyrocket- 
ing home  prices  be  the  end  of  Andy 
Brown's  business?  Not  likely,  because 
Brown  also  advises  corporations  on 
how  to  improve  recruiting  with  mort- 
gage-assistance payment  plans,  mak- 
ing a  move  to  California  easier.  Fif- 
teen years  after  founding  Relocation 
Consultants,  Andy  still  knows  how  to 
solve  his  problems.—/ M 
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BARCLAYS  BANK  HELPS  OTIS 
GET  THINGS  MOVING 
ON  HONG  KONG'S  NEW  METRO 

The  Otis  Elevator  Company  of  United  Technologies  Corporation  has  installed 
its  world  famous  elevators  and  escalators  for  Hong  Kong's  first  'Metro^  the  new 
mass  transit  rail  network  which  carries  500,000  people  each  day  on  this  densely 
populated  island. 

For  this  project,  Barclays  Bank  International  in  New  \brk  and  Hong  Kong 
smoothed  the  way  through  the  problems  of  multi-currency  financing.  We  came 
up  with  an  international  credit  package,  created  specifically  for  Otis,  which 
included  protection  against  currency  fluctuations. 

We  could  offer  this  comprehensive  service  fast  because  we  have  our  own 
people  and  our  own  branches  wherever  they  are  needed  for  international  trade. 
The  Barclays  International  group  is  in  over  75  countries  spanning  five  con- 
tinents. We  are,  for  example,  in  Hamburg,  Sydney,  Tokyo  and  Bahrain.  As  well  as 
in  New  York  and  Hong  Kong. 

We  help  most  of  the  world's  successful  international  companies. 
Somewhere  there  is  a  market  where  we  can  help  you. 


Barclays  Bank  has  over  120  branches  in  North  America.  Corporate  enquiries  will  be  welcomed  by: 

Vice  President, Corporate  Business  Development,  Barclays  Bank  International,  200  Park  Avenue, New  York.N.Y.  10166. Telephone  (212)  687  8030. 
Senior  Vice  President,  International  Banking,  Barclays  Bank  of  California,  2971  Wilshire  Boulevard,  Los  Angeles,  California,  90010.  Tel.  (l  i3)  385  1501. 
Vice  President,  International  Banking,  Barclays  Bank  of  California,  111  Pine  Street,  San  Francisco,  California  94111.  Telephone  (415)  981  8090. 
Barclays  Canada  Limited, Suite  3505, Commerce  Court  West, Toronto, Ontario  M5L  1G2. Telephone  (416)  862  0594. 

For  asset  based  financial  services  including  factoring  and  leasing  contact: 

Executive  Vice  President,  BarclaysAmerican/Comrnercial,  201  S.  Tryon  Street,  Charlotte,  North  Carolina  28231.  Telephone  (704)  372  8700. 
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There's  never  been  a  low 'tar  with  richer  taste. 


Kings,  9  mg.  "Tar".  0  .7  mg.  nicotine;  100  s.  10  mg.  "u 
0  .8  mg.  nicotine  av.  per  cigarette.  FTC  Report  Jan.  '81 


h  nations  five  biggest  airlines — United,  American,  Pan  Am,  TWA 
id  Eastern — are  in  deep,  long-term  trouble.  The  sixth-largest  is  not. 
less  who  may  be  number  one  in  1990. 


Delta  is  ready 


By  Harold  Senefeer 


rett  Jr.  is  a  quiet-spoken,  straight- 
forward man  given  to  avoiding 
pimelight  or  any  appearance  of  flam- 
>  astronaut  he;  hes  never 
an  airplane.  The  offices  he 
pes  up  to  each  morning  are  no  catbird 
v.  Many  of  the  low,  drab,  barracks- 
brick  buildings  were  put  up  as 
PA  proiect  in  the  1930s  in  an 
of-the-way  spot  at  the  Atlanta 
jrt.  A  far  cry  from  the  giant 
Am  tower  that  bestrides  New 
c's  Grand  Central  Station  and 
coolly,  imperially  down  on 
Avenue.  Appearances  are  de- 
however.  Delta  Air  Lines, 
chief  executive  Garrett  is 
offices  those  low  build- 
e,  is  neither  old  nor  tired  nor 
for  money.  In  fact,  it  is 
major  airline  of  all 
it  really  counts — die  age  of 
-and  both  it  and  the 
sing  Garrett  are  on  the 
By  contrast,  the  real,  five 
in  the  business,  Frank 
has  all  he  can  do  to  keep 
3led  airline  flying  straight, 
principal  occupant  of  the 
Pan  Am  tower  doesn't 
own  its  namesake  building 
m  sold  it  because 
ds  the  money. 
>le:  Delta,  plain- 
t-rack offices  and  all,  is  well  on  its 
I  to  overtaking  the  five  U-S.  airlines 
kr  than  itself  and  assuming  a  place  as 
nation's  number  one  airline  some- 

I  down  with  Garrett  at  his  desk  on  a 
(he  has  set  aside  to  contemplate  the 
i*tlc:  He         - . .  .  :  -  .: 

ttk  of  the  latest  Form  41s  all  airlines 
file  with  the  Civil  Aeronautics 
d,  and  short  summary  sheets  of  the 
_k  important  data — Form  41s  are  ex- 
eiingty  long  and  complicated.  There 


will  be  route  maps  and  annual  reports. 
He  will  look  at  the  historical  data  and  it 
will  tell  the  story  of  what  has  happened 
to  the  airline  industry,  and  why  Delta 
has  its  historic  opening. 

It  is  characteristic  of  him  to  start  not 
with  income  statements  and  price  earn- 
ings ratios  but  with  something  more  ba- 
sic, the  balance  sheets.  A  quick  glance 
through  them  shows  that  all  the  nation's 
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competing  with  astronauts,  be  cautious . 
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days  of  the  1960s,  wbe 
yets  produced  a  bonanza 
The  airline  business  h 
mously  in  the  1950s  an 
all  those  dotted  lines  pi 
and  upward  into  the  fix 
expect  great  things  in  t 
debt  l remember  that?! 
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big  returns  looked  like  the  blessed  land. 
So  they  plunged  into  debt  to  expand  their 
fleets  with  the  second  generation  of 
lets — the  Boeing  747s  and  the  DC- 10s. 
Airline  equities  were,  for  a  time,  real 
growth  glamour  stocks. 

There  were  big  things  in  the  1970s,  all 
nght,  but  not  what  the  airlines  had  ex- 
pected. Price  controls.  OPEC  and  an 
eventual  tenfold  increase  m  full  prices. 
The  worst  recession  since  the 
1930s.  Double-digit  inflation- 
Long-term  interest  rates  that 
forced  state  legislatures  to  redefine 
"usury."  Deregulation  and,  finally, 
the  beginnings,  in  1979  and  1980, 
of  price  war  and  shakeout. . . . 

Meanwhile,  Delta  was  the  tor- 
toise among  the  hares  the  second 
time  around  Slow.  Careful.  Even 
stodgy,  in  the  others'  view.  Delta, 
too,  had  been  an  early  convert  to 
jets,  and  it  too  had  prospered.  But 
by  the  early  1970s  Delta  also  found 
its  fleet  aging,  and  so  it,  too,  went 
into  debt  to  replace  its  planes. 
However,  never  so  much  in  debt  as 
the  competition.  Delta's  peak  was 
an  ultraconservative  0.82-to-l  for 
1975,  and  Delta  started  paying 
down  even  that  almost  immediate- 
ly. Hard  "At  one  point  we  were 
eight  quarters  ahead  of  schedule  on 
our  bank  debt,"  Garrett  says.  He 
smiles:  He's  proud  of  that.  Today, 
his  debt  ratio  is  0. 1 5-to- 1 — nothing 

at  all  by  airlines'  standards  

Meanwhile,  times  have  been  hard  for 
the  others.  He  leafs  through  the  pages. 
Some — Bran  iff.  Eastern  and  TWA — now 
have  debt  ratios  of  2-to-l  or  3- to- 1  and 
everybody,  Delta  included,  will  need  to 
borrow  more  hundreds  of  millions  to  buy 
more  new  airplanes  over  the  next  five  or 
six  years.  And  this  year,  red  ink  is 
shrinking  the  other  airlines'  equity. . .  . 

He  sets  aside  the  balance  sheets  and 
turns  to  the  mcome  statements.  Delta  is 
perennially  at  or  near  the  top  in  profit 
margins,  and  never  so  dramatically  as 
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Few  high  flyers 


A  full  business  cycle  is  needed  to  get  the  measure  of  true  profitability  in 
an  industry  as  cyclical  as  the  airlines.  For  the  five  years  1975-79  few 
earned  enough  to  make  money  over  the  interest  cost  on  new  debt. 
Today,  with  recent  AA  bond  yields  around  11.5%,  only  Delta  and 
Northwest  can  expect  a  positive  return  on  new  debt — yet  they  have  the 
least  need  for  major  new  borrowings  in  this  capital-intensive  industry. 


5-yeai  average  pretax  return  on  capital 
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this  year,  when  it  was  the  only  one  of 
majors  to  make  money  at  all  in  the 
half  of  1 980 — though  even  Delta  weigl 
in  with  a  17%  drop  year  to  year,  to 
million. 

How  does  Delta  do  so  well  year  a!  l 
year,  visitors  ask.  Garrett  is  not  usu 
comfortable  with  strangers,  and  he 
fers  to  let  his  more  voluble  financial 
president,  Bob  Oppenlander,  talk  if 
can  get  by  with  it.  Or  Joe  Cooper, 
senior  vice  president  for  marketing 
canny  old  fox  who  can  play  with  a  qij  nal 
tioner  for  hours  and  never  give  away 
family  secrets.  Garrett  shifts  in  his  c 
as  he  considers  the  question. 

Garrett  always  tells  visitors  the  h 
profitability  is  due  to  Delta's  being  mi 
ly  nonunion — only  the  pilots  and  the 
patchers,  about  10%  of  the  work  fo) 
are  organized.  All  the  rest  of  the  mi 
airlines  are  heavily  unionized.  They  hi 
potentially  crippling  contract  nego 
tions  coming  up  almost  every  year  if) 
strike  did  cripple  United  last  year, 
Northwest  the  year  before  that.  With 
old  revenue-sharing  antistrike  agft; 
ment  among  the  airlines  long  since  g 
by  the  boards,  that  really  hurts. 

But  escaping  the  unions  is 
something  you  can  do  once  ano 
finished  with.  It's  built  deeply 
the  way  Delta  has  worked  since 
founding.  Top  management  tends 
work  force  like  a  garden,  keeping  a 
the  weeds.  Delta  pays  at  least  as  we 
anybody  else  in  the  industry — and 
is  no  union  checkoff.  Delta  proclaim 
no-layoff  policy  and  sticks  to  it — the 
layoffs  were  in  1957,  and  they  won 
repeated  if  Garrett  has  anything  tc  n 
with  it.  (Meanwhile,  United  has  laic 
8%  of  its  work  force  already  in  the 
12  months;  TWA,  12%,  and  they  an 
no  means  unusual.)  And  Delta  al\*  evep 
promotes  from  within.  Garrett  hirr 
got  his  start  with  the  company  in  1 
as  a  reservations  clerk  in  Atlanta 
worked  his  way  up  step-by-step.  Evi 
body  but  professionals  with  special 
skills  starts  at  some  entry-level  positi 
The  profit  doesn't  come  from  low 
scales,  then,  as  it  long  did  at  North\ 
Airlines.  It  comes  from  labor  flexib. 
and  productivity;  almost  every  emplc 
knows  how  to  handle  two  or  three  r« 
ed  functions,  and  can  be  assigned  to 
or' another  as  needed.  The  costs  of 
being  able  to  do  that  can  be  consi 
able — American,  for  instance,  has  ta 
a  5%  drop  in  productivity  from  its  fl 
attendants  because  of  a  single,  advi 
work-rules  change  (adding  a  fourth  at 
dant  to  their  coach  flights).  Multiply 
across  tens  of  thousands  of  employ 
and  it  can  add  up  to  big  money.  Ga: 
shakes  his  head.  Thank  heavens  Del 
spared  that  sort  of  thing. 

But  don't  go  away.  There's  mor 
Delta's  fine  performance  than  just  t 
Good  management  is  a  whole  const 
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Ji,  not  a  single  star, 
'he  biggest  thing  in  Delta's  life  was 
:overing  Atlanta.  Way  back  when,  the 
lpany  established  itself  as  the  domi- 
t  airline  serving  that  city,  and  the 
inomic  resurgence  of  the  Southeast  in 
past  20  years  has  been  an  important 
for  the  airline's  business. 
It's  been  very  important  to  have  the 
)orate  hub-and-spoke  network  that 
eloped  out  of  centering  in  Atlanta," 
s  Eva  Holman,  the  airline  analyst  at 
laldson  Lufkin  &  fenrette  who  works 
h  the  celebrated  Ted  Shen,  now  direc- 
of  research.  "The  Civil  Aeronautics 
rd  had  the  power  of  life  and  death 
airlines  throughout  the  postwar 
says  Holman,  "and  it 
ited  airline  service  to  the 
ill  cities  scattered  around  the 
:  ntry.  A  lot  of  airlines  pre- 
d  to  avoid  them  if  they 
Id" — too  few  passengers  to 
p  ify  the  long-haul  flights  that 
raditionally  the  most  profit- 
for  the  airline  business,  and 
e  too  many  even  for  short- 
1  flights  that  smaller  cities 
justify. 

3ut  Delta  solved  the  prob- 
by  learning  to  play  the  CAB 
le  very  well.  It  found  it  could 
ntain  virtual  monopolies  of 
little  routes" — things  like 
on-Atlanta,  all  of  85  miles 
;,  or  Savannah- Atlanta,  or  a 
scotching  local  line  like  At- 
a-Chattanooga-Lexington 
(-Cincinnati.  (Not  to  men- 
:  the  original  1930  run  with 
ft  of  the  stops  on  Delta's 
ce  schedule  to  this  day:  At- 
Birmingham  -  Tuscaloosa- 
sidian  -  Jackson  -  Monroe- 
veport  -  Tyler  -  Dallas-Ft. 
(th.)  As  a  result  Delta  also 
id  itself  looked  on  more  fa- 
bly  in  Washington  when  it 
e  time  to  ask  for  a  longer, 
(jrently  more  lucrative  route, 
when  it  was  time  for  failing  North- 
Airlines  to  be  merged  away,  Delta 
the  contest  for  Northeast's  extreme- 
i/aluable  runs  from  the  industrial 
itheast  to  Florida. 

he  eventual  result  was  a  mixture  of 
long  and  short  routes  mostly  fo- 
cused on  Atlanta.  In  ruminating 
this,  Delta  found  an  ingenious  way 
tiake  the  disparate  routes  work  to- 
er:  Delta  could  be  its  own  feeder 
bringing  people  into  Atlanta  on  the 
t  hauls  and  transferring — feeding — 
n  onto  its  long  hauls.  The  business- 
i  from  Macon  or  Birmingham,  for  the 
ble  of  walking  across  the  corridor  to 
next  gate  and  getting  on  another 
iane,  had  the  next  best  thing  to  a 
:t  flight  from  his  own  city  to  Chica- 
>r  Los  Angeles  or  New  York.  Delta 
>med  the  schedules  around  these 


needs,  setting  up  what  it  calls  "complex- 
es" of  flights,  when  as  many  as  30  or  40 
planes  would  converge  on  the  Atlanta 
airport  at  once,  feverishly  exchange  pas- 
sengers, baggage  and  cargo,  then  all  fly  out 
again  to  all  points  of  the  compass.  With 
practice  and  the  cooperation  of  the  Atlan- 
ta airport  authority,  Delta  got  passengers' 
connection  times  in  each  such  pulse 
down  to  less  than  one  hour,  total  complex 
time  about  two  hours  from  first  arrival  to 
last  departure.  The  practice  has  grown 
with  Delta — now  there  are  eight  major 
complexes  a  day  at  Atlanta,  and  in  August 
Delta  moved  1  million  people  through 
that  airport — half  the  airport's  total  vol- 
ume— with  70%  of  the  Delta  million 
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Delta's  aircraft  maintenance  facility  in  Atlanta 
It's  in  the  Guinness  Book  of  World  Records,  all  36  acres 
Talk  about  economies  of  scale.  

transiting  from  and  to  other  cities.  Now 
Atlanta  is  putting  the  finishing  touches 
on  a  gargantuan  new  airport  terminal 
complex,  to  handle  all  the  growth.  .  .  . 

There  was  another  benefit  to  centering 
on  one  city — Delta  could  consolidate 
most  of  its  operations  there,  particularly 
the  crucial  maintenance  operation,  and 
realize  important  economies  of  scale. 
Delta's  entire  fleet  of  206  jets  is  serviced 
there,  in  a  site  that  earned  a  mention  in 
the  Guinness  Book  of  World  Records  (han- 
gars: 36  acres  under  roof).  The  facility  was 
not  built  just  to  make  records;  at  least  not 
that  kind.  "Delta  has  one  of  the  lowest 
maintenance-to-revenue  ratios  in  the 
business,"  reports  Holman.  Although  all 
major  U.S.  airlines  have  excellent  safety 
records,  for  what  it's  worth,  Delta's  is  the 
best. 

Equally  valuable,  Delta  became  heavily 


weighted  with  business  customers — the 
best  kind  in  the  airline  business,  because 
they  travel  more,  tend  to  be  regular  in 
their  habits,  are  less  trouble  and  less  sea- 
sonal in  their  movements  than  vacation 
travelers,  and  rather  less  influenced  by 
the  economic  cycle,  to  boot.  Delta  set 
about  taking  good  care  of  them — which 
meant  frequent,  well-timed,  on-time 
flights.  They  didn't  care  if  they  didn't  eat 
caviar.  Or  if  they  did  care,  they  cared  less 
for  caviar  than  for  convenience.  For  busi- 
ness people,  time  is  money. 

hen  Alfred  Kahn  took  over  the 
CAB  in  1977  and  immediately 
began  pushing  for  deregulation, 
Delta  warily  opposed  it.  But  Garrett  al- 
ways added  that  if  deregulation 
ever  went  through,  Delta  would 
benefit  most  from  it.  .  .  . 

Kahn  got  his  de  facto  dereg- 
ulation under  way;  with  his  act 
through  Congress,  the  airlines 
promptly  went  bananas  with 
their  newfound  freedom  to  add 
or  drop  routes  and  juggle  fares. 
Garrett  leafs  through  a  decade  of 
route  maps;  from  1977  new  tan- 
gles of  lines  suddenly  appear  ev- 
erywhere. Delta,  however,  bid- 
ed its  time,  cutting  a  few  mon- 
eylosing  cities  like  Paducah,  Ky. 
and  filling  in  a  few  routes  here 
and  there  where  it  perceived 
gaps  in  service. 

By  contrast,  Braniff  was  per- 
haps the  most  aggressive.  A 
1969  map  shows  it  operating 
out  of  a  hub  at  Dallas-Ft.  Worth 
all  over  the  Midwest,  with  a 
branch  up  to  New  York  and  long 
lines  it  had  mostly  to  itself, 
down  off  the  U.S.  map  into 
South  America.  Garrett  puts 
that  aside  and  picks  up  the  1979 
map  for  Braniff.  It  is  a  foldout. 
The  center  section  shows  a  be- 
wildering new  web  of  route 
lines  radiating  out  of  the  Dallas- 

  Ft.  Worth  hub  in  all  directions. 

The  overleaf  shows  the  South  American 
routes — and  also  a  brand-new  skein  of 
lines  sweeping  out  to  little  squares 
marked  London,  Amsterdam,  Brussels, 
Paris  and  Frankfurt.  And  then  the  other 
overleaf  opens  out  to  sketch  in  routes  to 
Seoul,  Hong  Kong  and  Singapore.  And 
Braniff  was  barely  half  Delta's  size. 

Lately,  Braniff 's  cash  flow  has  turned 
negative,  its  debt  ratio  is  approaching  4- 
to-1,  and  it  has  been  reduced  to  selling 
good  planes  to  raise  cash.  It  was  too  fast. 
"They  expanded  their  route  system  dy- 
namically," Delta's  Joe  Cooper  likes  to 
say  succinctly,  with  a  smile,  "and  now 
they're  contracting  even  more  dynami- 
cally." People  have  been  talking  jp  merg- 
er for  Braniff,  with  Western,  with  Conti- 
nental, with  Northwest — with  anyone 
who'll  take  them. 
"The  only  reasons  to  merge  with  an- 
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other  airline,"  opines  Garrett,  "is  either 
because  you  want  their  routes  or  because 
you  want  their  airplanes.  But  now  you 
don't  need  to  merge  to  get  new  route- 
authority;  in  effect,  you  can  fly  anywhere 
you  please."  He's  saying  merger  soon 
won't  be  an  easy  way  out  for  weak  air- 
lines. Their  routes  will  be  there  for  the 
taking,  their  aircraft  too  encumbered 
with  debt  to  be  worth  acquiring. 

hen  there's  Eastern;  Garrett  picks 
up  its  route  maps  and  riffles 
r-  through.  Frank  Borman  and  his 
predecessors  have  done  a  remarkable  )ob 
of  arresting  that  airline's  slide;  Garrett  is 
quick  to  admit  that.  But  the  most  inter- 
esting thing  about  the  airline  is  not  its 
new  transcontinental  routes  at  all, 
though  heaven  knows  Eastern  needs 
them  for  seasonal  balance.  From  being 
Florida's  airline  back  in  1969,  connecting 
Miami  and  Tampa  with  most  of  the  coun- 
try (and  running  the  Boston-New  York- 
Washington  shuttle,  of  course),  Eastern 
evolved  into  something  startlingly  like 
Delta  on  the  map.  It  too  has  a  giant  hub  at 
Atlanta  now,  having  muscled  in  on  40% 
of  that  airport's  traffic,  and  it  too  has 
short  feeder  routes  from  Columbus  and 
Montgomery  and  Birmingham  and  long- 


haul  routes  out  to  the  other  big  cities 
around  the  nation.  It  even  has  "complex- 
es" just  like  Delta  in  Atlanta,  but  not  as 
big  or  as  often.  Imitation  is  a  tremendous 
compliment,  of  course. 

Garrett  puts  down  the  map.  He  is  not 
very  worried.  Eastern  is  half  a  billion 
dollars  larger  than  Delta  in  revenues,  but 
is  financially  the  far  weaker  airline.  Gar- 
rett is  certain  Delta  is  the  low-cost  pro- 
ducer of  seats  out  of  Atlanta,  just  as  soon 
as  you  allocate  corporate  overhead. 

So,  the  others  have  made  their  moves. 
They  have  reacted  to  deregulation  by 
spreading  out  here  and  pulling  in  there. 
Delta  watched  warily  for  a  time.  Now  it 
is  Delta's  turn  to  move.  Garrett  consid- 
ers his  strategy.  While  others  battle- 
tooth  and  nail  over  the  big,  obvious 
routes  (Forbes,  Sept  1 ),  Delta  has  quietly 
gone  for  targets  of  opportunity:  added  its 
first  transatlantic  runs  to  London  and 
Frankfurt,  because  European  investor 
traffic  from  England  and  Germany  to  the 
Southeast  has  grown  enough  to  sustain 
regular  flights.  But  not  Brussels  or  Paris, 
muses  Garrett.  Not  vst.  And  KLM  owns 
the  Amsterdam  route.  Why  enter  a  route 
if  you  know  you  can't  make  a  profit  on  it 
for  months? 


jblit 
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Similarly  the  brand-new  Atlanta 
muda  run,  which  should  make  enougi 
the  cargo — fresh  Georgia  produce  to 
the  tiny  island — to  make  money  on 
passengers  a  day.  But  this  year,  a 
flight  to  Seattle  to  challenge  Eastern 

Meanwhile,  as  Braniff  shrinks,  Del 
expanding  in  its  Texas  market.  Gar 
will  build  up  the  hub  operations  in  Da  ® 
and  Memphis  next,  similar  to  but  » 
course,  smaller  than  the  Atlanta  hub 
made  the  company.  There  are  also  a  t 
pie  of  new  runs  from  the  Northeas^ 
Florida — to  return  the  compliment 
Frank  Borman. 

Garrett  does  not  like  to  lose  mq 
unnecessarily.  He  will  defend  the 
Florida  markets,  where  Delta  is  alrd  ■ 
long  entrenched.  That's  worth  figh  [W 
for,  and  it  would  not  do  to  be  run  ul 
an  important  market.  But  stay  a 
from  the  heavy  bloodletting  in  the  trj 
con  market. 

"The  big  opportunities  lie  in  the  se] 
al  years  ahead,"  predicts  Holman,  "wj 
the  airlines  will  have  to  make  substarj 
investments  in  new  planes,  on  toj 
what  they've  already  spent." 

Now  Garrett  studies  the  fleets  of 
major  competitors  and  brings  out 


A  little  case  of  growth 


if 


The  mail  run  from  Ft.  Worth  that  put  Delta  in  the  airline 
business  in  1930  soon  led  to  Atlanta.  It  proved  to  be  the 
promised  land.  Fifty  years  later,  Delta  is  still  adding  new 


routes  that  serve  its  heartland  city,  but  the  time  has  come  to 
begin  building  new  hubs  elsewhere — the  most  important  of 
them,  perhaps,  Delta's  starting  point,  Dallas/Ft.  Worth. 
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ance  sheets  again.  First,  archrival 
stern.  The  average  age  of  its  fleet  is 
arly  9  years — Delta's  is  6.6.  Eastern  is 
blicly  committed  to  buying  47  new 
ines  over  the  next  several  years,  for 
.2  billion.  Actually,  more  are  on  "firm 
der" — just  about  enough  to  replace  the 
u  ines  Eastern  expects  to  retire,  and  that 
ians  a  lot  more  than  the  official  $1.2 
lion.  But  what  will  Eastern  use  for 
jney,  Garrett  asks  himself.  In  a  good 
ar,  cash  flow  is  about  $250  million,  but 
going  interest  expense  eats  up  about  a 
ird  of  that.  They  will  also  have  to  roll 
er  $300  million  in  debt  in  the  next  five 
ars.  As  for  borrowing,  their  debt  ratio 
already  2.8-to-l,  and  climbing.  Selling 
million  to  $30  million  worth  of 
uipment  a  year,  as  they  do,  won't  help 
ach.  And  to  expand  its  route  system 
stern  will  almost  certainly  have  to 
y  even  more  than  63  planes.  Mean- 
lile,  one  consultant  firm 
:cializing  in  corporate 
ategy,  Mitchell  and  Co.  in 
>tf|ston,  contends  that,  on  a 
ly  allocated  basis,  the  Bos- 
New  York-Washington 
Jttle  is  the  only  run  in 
mi  stem's  system  that's  mak- 
money.  So  much  for 
tern. 

He  skips  over  Braniff  for 
;  moment — easy  meat. 
Jnited,  then,  the  biggest 
oi  line.    Average    age:  9.7 
irs.    Published  comme- 
nts for  51  planes,  barely 
ough  for  normal  replace- 
:nt,  plus  re-engining  for  30 
their  66  outmoded  DC-8s 
ough  1983.  Cost:  $2.1  bil- 
n.  Half  a  billion  a  year,  and 
:  best  year  they  ever  had — 
78,  when  United  benefited  mightily 
II  m    the    long    Northwest  Airlines 
Hike — cash  flow  was  $563.1  million, 
j.d,  of  course,  there  are  capital  costs  on 
j:  ground  in  addition  to  the  planes, 
jiited  does  have  borrowing  room;  the 
Ibt  ratio  is  only  1.1-to-l  (though  climb- 
];),  but  UAL  is  deep  in  red  ink  this  year 
hi  one-third  of  its  $1.2  billion  in  long- 
im  debt  comes  due  in  the  next  five 
ijirs.  Unless  its  return  on  capital  takes  a 
I  jump — like  double — its  return  on  new 
|)t  is  going  to  be  under  water.  Stock? 
|jit  with  the  common  selling  at  little 
!j>re  than  half  book  value.  Adding  much 
||  the  size  of  its  fleet  would  be  very 
cult. 

eanwhile,  United  has  embraced 
an  entirely  new  strategy:  aban- 
doning its  short-haul  routes  alto- 
iher  and  concentrating  on  long-haul 
Uiness.  Garrett,  a  man  raised  on  the 
nciple  of  supporting  the  one  with  the 
ier,  considers  that  move  extremely 
<y,  because  it  means  United  is  depen- 
'it  on  other  lines  for  its  feeder  traffic, 
t  he  can  understand  why  United  did 


it:  very  few  of  its  long-haul  passengers 
came  from  its  own  short-haul  runs  to 
begin  with,  and  United's  fleet  is  well 
adapted  to  long-haul  traffic. 

Still,  he  muses,  when  the  time  comes, 
it  could  be  very  vulnerable  to  a  competi- 
tor that  develops  its  own  in-house  stock 
of  feeder  lines.  Like  Delta. 

So  Garrett  is  satisfied  with  the  next 
few  years.  He  sets  those  aside  and  looks 
out  a  few  years  further,  through  the  big 
capital  crunch  coming  up  for  the  indus- 
try from  1982-85,  and  to  the  competitors 
Delta  might  later  be  expanding  enough 
to  meet  head-on.  They  are  not  major 
competitors  right  now.  But  these  are  the 
ones  with  real  trouble: 

American.  Average  airplane  age,  10.1 
years.  Cash  flow  in  its  biggest  year 
ever— also  1978— $31 1.4  million.  Biggest 
problem:  72  B-707s,  which  were  built  in 
an  age  of  10-cent-a-gallon  aviation  fuel, 


G 


!  'It 


( yriginal  Delta  crop  duster,  vintage  1927 

After  Delta  dusted  crops  for  Mississippi  cotton farmers,  even 
Shreveport  looked  iUce  the  big  time for  a  white. 

and  which  at  today's  fares  and  91 -cent 
fuel  prices  usually  require  more  passen- 
gers to  break  even  than  can  be  crammed 
into  the  planes.  American  flies  them  be- 
cause it  must,  or  abandon  potentially  lu- 
crative markets  to  others.  Debt  ratio: 
1.5-to-l.  The  $450  million  cash  hoard  it 
had  been  husbanding  for  years  against 
the  day  of  greatest  need,  still  several 
years  hence,  has  already  begun  to  dwin- 
dle. (Cash  assets  on  Mar.  31,  1980: 
$354.3  million.) 

TWA.  Average  age  of  fleet:  11.5  years. 
Its  annual  report  assures  its  stockholders 
that  "TWA's  approach  to  the  task  of 
replacing  the  older,  less-efficient  aircraft 
in  its  fleet  has  been  careful  and  conserva- 
tive." That  actually  means  its  fleet  is 
shrinking.  Garrett  counts  up  the  num- 
bers: 253  planes  in  service  in  1977.  By 
year-end  1979,  218.  And  89  of  those  were 
obsolete  707s.  Debt  ratio:  1.9-to-l. 

Pan  Am.  Out  of  145  planes,  27  707s  and 
an  average  fleet  age  of  9.5  years.  It  suf- 
fered a  massive  loss  in  the  first  half  of 
this  year,  massive  even  for  a  giant  air- 
line. It  badly  needs  a  fleet  of  Lockheed 


1011s  at  $45  million  and  up  a  copy,  and 
Boeing  727s  at  $17  million  a  copy. 

And  that's  it.  Those  are  the  only  U.S. 
airlines  with  revenues  larger  than  Delta. 
It  is  difficult  to  see  how  any  of  them  can 
grow  much  or  even  at  all  in  the  foresee- 
able future. 

arrett,  ever  conservative,  reasons 
through  what  would  be  needed  to 
change  their  bleak  outlook.  If 
fares  rose  fast  enough  to  outpace  infla- 
tion and  increase  their  return,  things 
could  change.  But  the  airlines  are  tuore 
price-competitive  now,  not  less,  thanks 
to  deregulation.  Or  if  long-term  interest 
rates  fell  far  enough  to  slip  under  their 
low  returns.  Like,  say,  to  6%  or  7%.  Or  if 
OPEC  collapsed  and  the  world  went  back 
to  really  cheap  fuel.  Garrett  shrugs. 

Meanwhile,  Garrett  will  be  expanding 
his  fleet  an  average  of  5%  to  6%  a  year. 
While  he  ponders,  let  us  make  a  calcu- 
lation Garrett  is  probably  too 
modest  to  make  himself — or 
at  least  admit  to. 

It  is  a  simple  matter  to  cal- 
culate the  annual  compound 
revenue  growth  rates  of  Del- 
ta and  United  during  the  ten 
years  1968-78:  17%  and 
11%,  respectively.  Inflation 
and  fuel-cost  adjustment  will 
distort  future  comparisons, 
but  if  they  follow  a  compara- 
ble pair  of  growth  paths  in 
the  Eighties,  Delta  will  be 
running  neck  and  neck  with 
United  in  1987,  when  Gar- 
rett is  65,  and  by  1990  would 
be  decisively  ahead  of  it. 

And  there's  much  apparent 
reason  to  suppose  Delta's 
growth  advantage  will  in- 

  crease  in  the  years  ahead, 

rather  than  stay  the  same  or  diminish. 
At  last,  all  those  years  of  caution  and 
careful,  solid  building — when  Delta  al- 
most alone  among  the  majors  acted  as  if 
it  were  in  an  inherently  risky,  cyclical, 
capital-intensive  business  and  had  to 
make  its  way  through  an  uncertain  and 
sometimes  hostile  world — are  about  to 
pay  off  in  spades.  Delta  is  ready  to  grow 
at  the  expense  of  its  fearfully  weak  com- 
petitors, the  fate  appropriate  to  the  com- 
petitor whose  actions  and  philosophy 
have  closely  matched  reality  when  oth- 
ers' have  not.  And  the  judgment  of  both 
the  marketplace  and  mathematics  is  be- 
coming clear. 

As  he  puts  down  his  calculator  and 
pushes  aside  the  reams  of  airline  statis- 
tics and  route  maps  on  his  desk,  Garrett 
is  willing  to  speak  of  the  cautious,  careful 
vision  of  his  airline's  future:  "Our  ulti- 
mate aim  is  to  be  a  truly  nationwide 
airline  one  day,"  he  says,  "flying  to  and 
from  every  part  of  the  country. 

"We  are  going  to  be  a  very  dominant 
airline." 

That's  a  conservative  judgment.  ■ 
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//  looks  like  a  dream  to  businessmen  anxious  to  sell  out  of  a  close> 
held  firm  without  a  huge  tax  bite.  "Wake  up!"  says  the  IRS. 


The  ultimate 
tax-free  buyout 


You  know  the  story:  Max  is  the 
founder  and  president  of  a  success- 
ful, closely  held  tool-and-die  com- 
pany. He  pays  himself  a  good  salary,  but 
not  too  much;  he  prefers  to  put  the  mon- 
ey back  into  the  business.  Then  suddenly 
he's  60,  and  he  decides  he  wants  to  spend 
more  time  with  his  grandchildren  and 
his  golf  clubs.  But  if  he  sells  the 
business  the  tax  bite  will  be  enor- 
mous. He  started  the  company 
with  $5,000  cash;  it's  now  worth 
$1  million,  and  the  difference  is  a 
huge  capital  gain.  If  he  sells  out 
for  cash,  he'll  pay  $280,000  in 
taxes.  If  he  sells  to  a  larger  firm 
for  stock,  his  future  is  tied  to  a 
company  he  doesn't  control. 
Neither  option  is  appealing.  So  he 
sighs,  pats  his  grandchildren  and 
golf  clubs  on  the  head  and  runs  the 
company  until  it  starts  to  disinte- 
grate— or  he  dies  at  his  desk. 

A  few  years  ago,  however,  some- 
sharp  accountants  realized  that 
recent  changes  in  tax  laws  and  mu- 
tual fund  regulations  allowed  a  way 
out  of  this  mess.  Called  mutual 
fund  mergers,  these  deals  allowed 
businessmen  to  sell  their  compa- 
nies without  paying  huge  taxes. 

A  simple  deal  works  something 
like  this:  Max'  firm,  Oldco,  has 
five  or  six  shareholders,  all  in  the 
family.  He  has  some  young  em- 
ployees— maybe  even  his  kids — 
who  would  love  to  take  over  the 
company.  They  bonow  $1  million 
from  venture  capitalists  and  banks 
and  buy  all  the  assets — though  not 
the  company  itself.  The  new  firm, 
in  a  sort  of  leveraged  buyout,  con- 
tinues in  the  tool-and-die  business 
with  all  Oldeo's  customers,  liabili- 
ties and  equipment. 

So  what  of  Oldco?  It  is  now  a 
shell  holding  $1  million  in  cash — 


Numbers  Game 


and  that's  all.  Oldco  merges  with  a  mu- 
nicipal bond  mutual  fund,  exchanging  its 
assets  (that  is,  its  cash)  for  shares  in  the 
fund.  Then  Oldco  takes  those  mutual 
fund  shares  and  distributes  them  to  its 
stockholders  in  exchange  for  their  shares 
of  Oldco.  This  is  considered  a  tax-free 
reorganization.  Max  has  a  steady  stream 


of  tax-free  income  and  can  go  to  Florid 
"This  is  a  way  of  getting  the  busing 
into  the  hands  of  those  who  might 
more  energetic,"  says  Irving  Salem 
Caplin  &  Drysdale,  a  Washington-bas 
tax-law  firm.  "Otherwise  you're  fore 
people  to  hang  on  to  their  assets." 
Of  course,  Max  could  have  simply  s<j 
out  to  a  large  company  in  a  trai 
tional  tax-free  stock  swap.  B 
says  John  W.  Jordan  II,  vice  pre 
dent  and  partner  at  securities  trJ 
er  Carl  Marks  &  Co.,  "These  gu 
figure,  'If  I've  got  to  sell  my  co 
pany,  I  don't  want  to  pay  any  tax) 
But  I  don't  want  to  sell  it  for  sta 
to  one  of  those  big-shot  compan 
and  have  the  stock  fall  apart  l 
next  day.'  That  happened  to  hi 
dreds  of  guys  who  sold  their  btl 
nesses  in  the  late  Sixties  and  ea; 
Seventies.  They  got  unregistel 
stock  that  they  couldn't  sell,  andl 
the  stock  market  went  to  hell  th 
just  watched  their  whole  net  woi 
disappear.  Often,  not  only  did  t 
whole  stock  market  go  to  hell,  ( 
company  they  sold  to  went 
hell." 

At  first  the  IRS  seemed  to  i 
prove  of  these  mutual  fund  me 
ers,  blessing  two  deals  with  let 
rulings.  But  as  scores  of  busine 
men  started  asking  for  such  r 
ings,  the  IRS  stopped  giving  the 
out,  realizing  that  big  bucks  w« 
at  risk. 

"The  IRS  claimed  about  $1 
million  a  year  in  taxes  was 
volved,"  says  Robert  Willens,  a  t 
manager  with  Peat,  Marwic 
Mitchell  &  Co.,  "but  it's  clea; 
much  more  than  that — closer  to 
billion  maybe." 

But  despite  this  uncertainty,  C 
merger  deals  were  so  attract! 
that    many    businessmen  we 
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ahead  anyway.  So,  about  eight  months 
ago,  the  IRS  came  out  with  proposed 
regulations  that  would  stop  any  mutual 
fund  mergers  in  midhandshake.  Explains 
John  Carr,  assistant  chief  of  the  IRS  reor- 
ganization branch:  "We're  saying  that  the 
transaction  does  not  meet  the  conditions 
for  'continuity  of  business'  necessary  in  a 
tax-free  reorganization.  The  company 
was  in  the  business  of  making  widgets 
beforehand.  Afterward,  the  business  own- 
er has  stock  of  a  corporation  that  doesn't 
make  widgets  [a  mutual  fund]." 

But  many  CPAs  and  tax  attorneys — 
including  such  heavyweights  as  Mor- 
timer Caplin,  former  IRS  commissioner 
under  Kennedy — argue  with  the  IRS'  in- 
terpretation of  continuity  of  business. 
Contends  Peat,  Marwick's  Willens:  "Ev- 
ery case  since  the  1930s  has  said  that  you 
meet  the  criteria  for  continuity  of  busi- 
ness when  the  acquirer — in  this  case  the 
mutual  fund — is  actually  carrying  on  a 
business.  It  doesn't  have  to  carry  on  the 
same  business. 

"I  have  no  doubt  that  the  courts  are 
going  to  have  real  problems  with  this. 
The  tax  court  doesn't  like  changing  well- 
established  law." 

The  IRS'  John  Carr  even  gives  a  hint  as 
to  how  some  companies  might  try  to  get 
around  the  regulations  should  they  hold 
up:  "The  owner  of  the  company  would 
go  out  and  buy  stocks  similar  to  the 
portfolio  in  the  mutual  fund.  Then,  in 
effect,  the  company  is  engaged  in  operat- 
ing its  own  little  private  portfolio  and  it 
just  continues  over  into  the  mutual  fund. 
You  would  have  this  continuity  of  busi- 
ness thread  running  through.  We  just 
don't  know  if  that  will  work  until  we  get 
some  final  regulations." 

Whatever  the  loopholes,  multitudes  of 
businessmen  are  anxiously  waiting  to 
see  how  all  this  turns  out.  Says  Willens: 
"I  know  of  15  or  20  deals  ready  to  go 
through  just  within  Peat,  Marwick. 
There  are  clearly  hundreds  of  deals  in  the 
pipelines,  ready  to  go." 

Naturally,  those  businessmen  involved 
won't  talk  about  their  plans  for  fear  of 
attracting  IRS  attention.  Even  those  who 
have  already  completed  their  deals  won't 
talk,  because  word  has  it  that  the  IRS 
may  attack  even  those  transactions  com- 
pleted before  the  publication  of  the  pro- 
posed regulations  in  a  month  or  so. 

Businessmen  aren't  the  only  ones  ex- 
cited by  the  prospect  of  mutual  fund 
mergers.  Venture  capitalists  obviously 
like  the  opportunity  to  get  their  hands  on 
some  closely  held  companies  that  only 
need  a  little  cash  and  energy  to  really 
blossom.  The  mutual  funds  are  also  sali- 
vating over  the  prospects:  At  least  one 
fund  manager — Fidelity  Management  & 
Research  in  Boston — has  set  up  a  fund 
primarily  for  the  purpose  of  working 


with  mutual  fund  mergers.  That  fund's 
marketing  manager,  Robert  E.  Guerrant, 
quickly  points  out  that  these  deals  are 
simply  a  way  of  giving  small  companies 
the  same  privilege  accorded  larger  firms: 
"A  big  company  with  more  than  100 
shareholders  may  have  the  opportunity 
to  become  a  regulated  investment  com- 
pany itself.  The  shareholders  can  then 
receive  tax-exempt  income.  But  smaller 
companies  don't  have  that  opportunity, 
for  both  legal  and  financial  reasons." 

The  outcome  of  this  controversy  is 
uncertain.  While  the  odds  seem  to  favor 
the  IRS'  losing  in  tax  court,  the  service 
can  always  appeal  and  drag  the  thing  on 
for  a  while. 

But  whatever  the  outcome  of  the  de- 
bate, the  central  point  is  that  the  IRS 
loses  nothing  when  a  businessman  elects 
to  make  a  mutual  fund  merger  as  op- 
posed to  leaving  the  company  to  his 
heirs.  When  Max  dies,  his  children  will 
pay  the  same  taxes  on  their  inheri- 
tance— his  shares  in  the  mutual  fund — as 
if  they  had  inherited  shares  in  the  com- 
pany. Actually,  the  heirs  are  happier, 
since  it's  far  easier  to  sell  mutual  fund 
shares  than  some  tool-and-die  company 
that  only  Max  really  understood  in  the 
first  place. 

Of  course,  the  IRS  does  get  less  than  in 
a  cash  deal.  There,  the  IRS  gets  a  double 
bite:  once  as  a  capital  gain,  and  again 
when  Max  leaves  the  company  to  his 
heirs. 

Ironically,  this  may  be  more  than 
outweighed  by  the  larger  benefit  of  mu- 
tual fund  mergers — encouraging  busi- 
nessmen to  turn  over  their  firms  to 
younger,  hungrier  management.  The  end 
result  of  that  is  surely  more  taxes  paid  by 
the  growing  businesses,  not  less.  Isn't  it 
shortsighted  of  the  IRS  not  to  see  that? 

Debt  and  taxes, 
part  8 

After  Forbes  commented  on  the 
potential  impact  of  proposed  IRS 
debt/equity  regulations  (June  9), 
the  IRS  was  besieged  by  complaints,  que- 
ries and  criticisms.  It  now  looks  as 
though  the  taxmen  are  backing  off — at 
least  a  little. 

Designed  to  provide  hard-and-fast 
rules  as  to  when  certain  notes,  bonds  and 
preferred  stocks  would  be  considered 
debt  and  when  they  would  be  considered 
equity,  the  proposals  came  down  hard  on 
small  businesses.  Since  the  IRS  collects 
taxes  on  profits  used  to  pay  dividends, 
but  not  from  profits  used  to  pay  interest, 
the  taxmen  want  financings  to  be  con- 
sidered equity  as  often  as  possible. 

So  the  IRS  came  up  with  a  whole  series 
of  complex  regulations,  the  most  contro- 
versial of  which  stated  that  any  firm 


with  a  debt-to-equity  ratio  of  10-to-l  < 
higher  would  have  to  consider  all  of  i 
financing  as  equity.  After  all,  the  IP 
reasoned,  equity  is  that  which  is  at  stal 
in  a  venture,  and  in  a  company  so  high 
leveraged,  everything  is  at  risk. 

The  IRS  was  rather  cavalier  when  pr 
sented  with  the  possibility  that  the 
regulations  might  be  disastrous  to  mult 
tudes  of  shoestring  operations.  Dona 
Lubick,  assistant  secretary  of  the  tre 
sury  (tax  policy),  said  loftily:  "Actuall 
outside  financing  is  almost  never  avai 
able  in  an  amount  equal  to  10  times  tl 
value  of  a  corporation's  equity." 

"Untrue,"  says  Royal  Little,  founder 
$3.4  billion  (sales)  Textron,  $400  millic 
Amtel  and  a  host  of  other  firms.  "V 
would  never  have  been  able  to  start  an 
of  the  companies  we  did  if  present  u 
rates  and  the  IRS'  proposed  debt/equi 
regulations  had  been  in  effect." 

Little  goes  on  with  a  long  list  of  giai 
companies  that  might  well  have  bet 
nipped  in  the  bud  by  the  IRS'  propose 
regulations.  A  few: 

•  David  H.  McConnell  started  Ave 
with  a  $500  loan  and  no  equity.  Sales  la 
year  were  $1.1  billion. 

o  Ray  Kroc,  with  no  capital,  was  ab 
to  leverage,  with  a  $2  million  insuram 
company  loan,  the  exclusive  McDonalc 
franchise  into  a  $2  billion  business. 

•  Frank  Seiberling  began  operations 
Goodyear  Tire  with  a  $13,500  debt  ar 
no  equity.  Current  sales:  $8.3  billion. 

•  Joseph  Campbell  started  Campbe 
Soup  with  absolutely  no  equity.  Sales  : 
1979  were  $2.2  billion. 

Says  Little,  "It  would  be  a  disaster  fi 
this  country  if  entrepreneurs  of  the  b 
ture  were  discouraged  by  the  propose 
regulation  from  trying  to  duplicate  wh 
these  men  have  done  in  the  past." 

Fortunately,  such  criticisms  ha' 
helped  the  IRS  start  to  wake  up.  Co 
cedes  a  spokesman,  "The  proposed  ruL 
went  too  far  in  making  it  difficult  f< 
small  businesses  to  get  venture  capital 

There  is  still  reason  for  concern.  M 
though  the  IRS  plans  to  "liberalize"  tl 
regulations  somewhat  with  new  propo 
als  expected  later  this  month,  the  Tre 
sury  Department  isn't  known  for  givii 
up  tax  dollars  without  a  fight.  For  exar 
pie,  some  IRS-watchers  have  suggest! 
that  the  taxmen  will  simply  pull  back 
little  on  some  of  the  regulations  to  a 
pease  the  more  vocal  critics,  but  w: 
nonetheless  continue  to  penalize  snu 
firms  because  the  distinction  betwee 
their  debt  and  equity  is  often  a  difficu 
one  to  make. 

That's    typical    of   our  bureacrac 
While  one  part  of  it  is  supposed 
encourage  small  business  and  ventu 
capital,  another  part  of  it  pulls  in  tl 
other  direction. — Richard  Greene 
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BOEING  COMPUTER  SERVICES 
CAN  HELP  YOU  PLAN 
AND  CONTROL  RESOURCES 
TO  OPTIMIZE  FINANCIAL 
PERFORMANCE 


Our  capability  began  in  The  Boeing  Company  which  recognized  the  need 
to  provide  managers  at  all  organization  levels  with  a  state-of-the-art  business 
management  tool  to  help  them  plan  and  control  their  resources.  It  was  called 
Executive  Information  Services  (EIS). 

Today  EIS  is  just  one  part  of  a  comprehensive  package  of  financial  analysis 
tools  called  Financial  Management  Services  designed  to  help  you  in  budgeting, 
estimating,  tracking,  P&L  analysis,  forecasting,  modeling  and  risk  analysis. 

That's  not  all.  Our  full  product  line  offers  you  more  ways  to  optimize  profits 
and  get  better  visibility  -  a  cash  control  system,  currency  conversion,  graphical 
displays,  a  statistical  package,  project  planning  and  exceptional  data  manage- 
ment capabilities  for  financial  data. 

The  technical  support  we  offer  is  unexcelled.  The  people  who  will  work 
with  you  are  qualified,  professional  and  knowledgeable  m  financial  operations. 

And,  our  services  are  designed  to  be  easy  to  use.  They  save  financial  analyst 
and  professional  time.  You  will  have  access  to  them  via  one  of  the  world's 
largest  privately  managed  communications  networks.  We  also  offer  a  full  range 
of  banking  and  thrift  processing  services  including  Electronic  Funds  Transfer, 
plus  training  and  consulting  services  designed  to  meet  your  needs. 

To  learn  more  about  this  profit  opportunity  write  or  call:  William  O.  Sparks, 
Director  of  Sales  Operations,  Boeing  Computer  Services  Company 
177  Madison  Avenue,  Morristown,  NJ  07960,  (201)  540-7786. 


□  Please  send  me  a  copy  of 
"Products  for  the  Financial 
Industry". 

□  Have  your  representative 
call  and  schedule  a  brief 
but  productive  meeting. 


Name 


Organization 


Address 


City 


Stale 


Zip 


Telephone 
9F03 


BOEING  COMPUTER  SERVICES 

j  A  Division  of  The  Boeing  Company 


Times  are  surprisingly  good  in  some  parts  of 
the  country;  the  unemployment  rate  remains 
low  and  growth  continues  apace. 


The  selective 
recession 


By  William  Baldwin 


I've  never  seen  anything  like 
what's  going  on  in  the  downtown 
area — hotels,  office  buildings  and 
plazas,"  says  Eugene  C.  Zorn  Jr.,  econo- 
mist at  the  Republic  National  Bank  of 
Dallas.  Commercial  building  permits  in 
Dallas  County  totaled  $548  million  in 
the  first  half,  up  from  $512  million  the 
year  before.  Unemployment  in  Dallas  is 
up  a  percentage  point  from  a  year  ago, 
because  of  the  sagging  home  construc- 
tion market,  but  it's  still  just  5.3%, 
which  some  economists  would  say  is 
pretty  close  to  full  employment  today. 

But  650  miles  northeast  in  Decatur,  111. 
the  unemployment  rate  has  doubled  over 
the  past  year  to  14.2%.  Just  about  the 
only  people  working  overtime  are  the 
staff  of  the  local  unemployment  compen- 
sation office.  "We're  shortly  going  to  be 
entering  a  new  high  point  in  claims," 
says  James  Vitton,  manager  of  the  office. 
That  means  jobs,  too.  Vitton  is  now  ex- 
panding'his  staff  from  27  to  40. 

The  big  difference  between  Dallas  and 
Decatur  sums  up  how  sectionalized  the 
present  economic  downturn  is.  In  Dallas, 
headquarters  for  two  giants  in  the  lucra- 
tive oil-service  industry  and  home  to  a 
healthy  collection  of  defense  and  aero- 
space plants,  the  growth  goes  on.  Deca- 
tur has  the  misfortune  to  be  tied  closely 
to  the  depressed  automobile  industry. 
That  there  is  no  equal  protection  under 
the  law  of  economics  can  be  seen  all 
across  the  nation  (see  chart).  Auto-depen- 
dent Michigan  has  a  14%  unemploy- 
ment rate.  Wyoming,  busy  with  Over- 
thrust  Belt  oil  drilling  and  coal  and  urani- 
um mining,  has  a  3.9%  rate.  In 
metropolitan  Washington,  D.C.,  where 
other  people's  problems  mean  more 
work  for  the  bureaucracy,  the  joblessness 
rate  actually  fell  a  bit  over  the  past  year, 
from  4.8%  to  4.6%. 

The  spotty  nature  of  the  present  reces- 
sion is  of  more  than  academic  interest. 
From  public  works  to  welfare,  'federal 


antirecession  programs  are  broad-based. 
They  aim  to  solve  problems  that,  at  pres- 
ent, don't  exist  in  large  parts  of  the  coun- 
try. The  joblessness  rate  varies  from 
place  to  place  largely  because  it  varies 
wildly  from  industry  to  industry — 2.2% 
in  petroleum  and  25.9%  in  auto  manu- 
facturing. Of  course,  the  recession  may 
well  widen  as  it  ages.  Data  Resources 
senior  economist  Jill  Thompson  fore- 
casts that  the  economy,  which  had  lost 
1 .45  million  jobs  by  July,  will  lose  an- 
other 400,000  before  unemployment 
peaks  early  next  year.  "The  deterioration 
in  the  economy  has  definitely  slowed 
down  but  it's  not  over  yet,"  she  says. 
''Now  the  recession  is  spreading  back  up 
the  production  process  to  machinery,  in- 
struments and  chemicals." 

But  there  are  parts  of  the  nation  that 
may  never  feel  this  recession,  except  per- 
haps in  lower  year-end  bonuses  for  cor- 
porate executives.  Stamford,  Conn,  is 
the  same  size  as  Decatur  but  its  skyline 
is  now  dotted  with  sleek  new  corporate 
headquarters  where  there  were  once  ball- 
bearing and  hardware  factories.  John  Mi- 
tovich,  president  of  the  Southwestern 
Area  Commerce  and  Industry  Associ- 
ation of  Connecticut,  counts  20  compa- 
nies from  the  Forbes  Sales  500  list  that 
have  moved  headquarters  to  the  Fairfield 
County  "Gold  Coast"  in  the  past  dozen 
years.  These  companies,  most  of  them 
from  New  York  City,  have  helped  keep 
Stamford's  unemployment  rate  at  only 
5%  now,  up  just  0.9%  from  a  year  ago. 
Virtually  all  that  5%,  Mitovich  says,  is 
from  a  mismatch  of  jobs  and  skills. 

Santa  Clara,  Calif.,  in  the  heart-of  the 
"Silicon  Valley"  south  of  San  Francisco, 
is  another  haven  in  the  present  heavy 
weather.  To  the  likes  of  National  Semi- 
conductor and  Intel,  which  between 
them  employ  15,000  in  and  around  town, 
recession  means  a  15%  growth  rate  in- 
stead of  50%.  The  only  reason  more  new 
workers  aren't  being  added  locally  is  that 
Santa  Clara  doesn't  have  room  for  them 
(see  p.  72).  The  next  six  months  may  see 


Where  it  hurts 


Unemployment  in  the  U.S.sits  at  7.8 % 
but  that  national  average  doesn't  de 
scribe  local  pain.  In  some  states  the  rati 
is  half  that;  in  others  it's  50%  higher. 


Unemployment  rale 

1%  2  3  4 
J  I  I  I 


New  Mexico 

V  w  York 

North  Carolina 

North  Pakota 

'City  only;  metropolitan  area,  4.6%. 
Source:  Bureau  of  Labor  Statistics 
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poured  in  money 
to  Dunlop  and  Johnston 
Leasing  for  their  purchase 
of  pumps  for  concrete  placing. 


AmeriTrust. 
The  Bank  th 


okes  the  financial 
irnaces  of  Republic 
i  eel  with  a  revolving 
le  of  credit,  cash  • 
anagement  services 
id  foreign  exchan 


iced  a  revolving  credit 
package  for  White 
Consolidated  Industries 
to  provide  working 
capital  for  their 
Frigidaire  division. 


creates  a 
beautiful  setting  for 
Alvin  Jewelers' 
daily  receipts, 
speeding  the  funds  from 
their  54  stores  through  our 
Automated  Clearing 
House  service. 


helps  Mr.  Wiggs 
Department  Stores  ring 
up  sweeter  profits  through 
its  Depository  Transfer 
Check  system. 


/hierfflust 

Headquarters:  Cleveland,  Ohio 

Making  things  happen 
in  MidAmerica. 
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That's  a  lot  of  tube.  What's  more,  it's  not  just  any 
tube,  but  Phelps  Dodge  Copper-Nickel. 

Dollar  for  dollar,  this  time -tested  copper  alloy 
transfers  more  heat  than  any  other  high  corro- 
sion-resistant material.  And,  in  condenser  tube, 
that's  the  name  of  the  game. 

For  electric  utilities,  our  people  have  also  per- 
fected Higher  Performance  Distribution  Cable 
with  longer  design  life.  Are  developing  a 


low-loss  pipe-type  cable  for  tomorrow's  765-kV 
transmission  systems.  And  supply  a  wide  variety 
of  other  copper  products  from  valves  to  bus  bar. 

All  in  all,  each  year,  we  transform  about  a 
billion  pounds  of  copper  into  innovative  and  use- 
ful products  for  electric  utilities  and  other  indus- 
tries. That's  because  people  who  depend  on  cop- 
per depend  on  us.  Phelps  Dodge — the  time- 
tested  name  in  copper. 


helps  Dodge  condenser  tube  being  installed  by  Marley  Heat  Transfer  Co.  for  Washington  Public  Power  Supply  System's  Hanford  Units  1  and  4 


300  Park  Avenue,  New  York,  New  York 


phelps 
dadqe 

k  10022  £# 


The  copper  people  from 
Phelps  Dodge 


RETHINKING  PROPERTY  CONSERVATION 
FROM  THE  GROUND  UP 


Important  technological  advances  are  often 
accompanied  by  increased  property  risks. 
Allendale  has  to  he  right  on  the  tail  of  these 
new  hazards,  identifying  them  and  finding 
affordable  solutions. 

Jumbo  jets,  for  instance,  are  a  giant  step 
forward  tor  passengers,  the  airlines  and  air 
freight  companies.  But  only  in  the  air.  Sitting 
on  the  ground  in  a  service  hangar,  their  size 
becomes  a  serious  problem.  Because  bigger  in 
this  case  means  a  quantum  leap  in  values  and 
exposures  over  the  previous  generation  of  air- 
craft and  facilities.  As  much  as  6,000  gallons 
of  fuel  may  remain  in  the  tanks.  And  two 
or  three  of  these  giants  are  often  in  a  hangar 
simultaneously.  So  there's  the  ever-present 
potential  for  a  substantial  loss  from  fire. 

Before  the  jumbos  were  even  put  into 
service,  Allendale,  along  with  many  airlines 
and  air  freight  insureds,  recognized  the  magni- 
tude of  the  problem.  Conventional  overhead 
fire-protection  systems  can't  provide  adequate 
protection.  Fire  underneath  a  jumbo  would 
escape  immediate  detection,   ps^;'  ■  >  i 
And  the  vast  body  and  wing    Xu'l '  ^  ■  f 
surfaces  would  interfere  with  PylS  'I^TTl 
the  sprinklers. 

Allendale,         hbh  ■  ■ 

becauseofthe  JMl€£HCIclle 


resources  of  the  FM  Engineering  Division, 
had  been  on  top  of  the  latest  developments  in 
foam  technology.  Tests,  involving  the  largest 
indoor  flammable  liquid  fires  ever  run,  were 
conducted  at  our  special  fire  research  facility. 
They  proved  that  the  most  effective  approach 
to  the  problem  is  an  overhead  foam  sprinkler 
system  coupled  with  oscillating  foam  monitor 
nozzles  for  underwing  protection. 

One  of  the  first  Allendale  insureds  to 
adopt  this  new  technology  was  Flying  Tiger 
Line.  Their  new  system  was  designed  to  utilize 
the  existing  water  supply  and  make  maximum 
use  of  present  piping.  So  it  was  accomplished  as 
painlessly  as  possible.  "Tests  of  the  system 
demonstrated  it  provides  complete  foam  cover- 
age instantly.  As  a  result,  we  have  a  high  degree 
of  confidence  for  the  safety  of  our  personnel, 
aircraft  and  facilities,"  states  Bill  Thompson, 
Flying  Tigers 'director  of  maintenance. 

Keeping  our  insureds  aware  of  new  protec- 
tion techniques  is  one  of  the  things  we  do 
consistently.  We've  been  working  on  loss 
prevention  tor  almost  150  years  now  and  keep- 
ing an  ear  to  the  ground  is  second  nature. 
Allendale  Mutual  Insurance  Company, 

Allendale  Park, 


Insurance 


Johnston,  Rhode 
Island  02919. 


some  softening  in  integrated  circuit 
sales,  warns  Security  Pacific  National 
Bank  Vice  President  William  G.  Nelle  Jr., 
;but  nothing  like  the  last  downturn's 
ishakeout  in  digital  watches  and  calcula- 
tors. This  time  the  industry  is  propped  up 
oy  demand  from  defense,  telecommuni- 
cations and  electronic-toy  companies. 

Up  the  coast,  in  Eugene  and  surround- 
ng  Lane  County,  Ore.,  11%  of  a  labor 
:  orce  of  131,000  are  jobless.  Construction 
workers,  a  third  of  them  unemployed, 
have  been  hardest  hit.  But  the  1,800- 
:  worker  drop  in  employment  at  the  lum- 
r  )er  mills  is  almost  as  bad,  says  state  labor 
(economist  Margaret  Simeral.  Of  the 


13,100  still  clinging  to  mill  jobs,  many 
have  taken  short  weeks  and  temporary 
layoffs,  which  led  other  family  members 
to  look  for  work.  One  $580-a-month  sec- 
retarial job  drew  150  applicants,  many  of 
them  wives  of  mill  workers. 

Theoretically,  workers  could  move  to 
cities  with  low  unemployment  rates.  In 
theory,  too,  depressed  areas  should  have 
special  appeal  for  employers  looking  for  a 
strong  labor  supply.  But  today  few  work- 
ers, anchored  to  their  old,  lower-interest 
mortgages  and  backed  by  up  to  39  weeks 
of  federal  unemployment  insurance,  are 
willing  to  pull  up  stakes.  "We  have  built- 
in  institutions  that  encourage  people  to 


stay  where  they  are,"  Sar  A.  Levitan, 
professor  of  economics  at  George  Wash- 
ington University,  notes.  As  for  com- 
pany migration,  employers  contemplat- 
ing the  depressed  cities  in,  say,  the 
Northeast  see  not  large  labor  pools  but 
high  wage  rates  and  taxes. 

Right  now  the  newspapers  and  TV  are 
full  of  Jimmy  Carter's  and  Ronald  Rea- 
gan's schemes  to  get  people  back  to  work 
(see  following  story).  The  candidates  even 
talk  of  "targeting"  their  programs  on 
hard-hit  areas,  but  that  will  fade  when  it 
comes  time  to  win  votes  in  Congress.  As 
usual,  an  ounce  of  prevention  would  have 
been  worth  a  pound  of  cure.  ■ 


\immy  Carter  and  Ronald  Reagan  are  both 
\rying  to  convince  voters  that  they  have  some 
%dea  of  how  to  rebuild  the  economy  and 
rreate  work  in  the  ghetto.  Do  they? 


By  Jerry  Flint 


Jobs,  jobs, 
jobs 


\ban  devastation  in  the  South  Bronx 
uld  tax  incentives  break  the  cycle  of  unemployment  and  crime?  


When  Jimmy  Carter  and  Ronald 
Reagan  talk  "jobs,  jobs,  jobs," 
it's  not  just  campaign  rhetoric. 
The  long-term  decline  of  America's  pro- 
duction machine  and  the  especially  bleak 
job  picture  for  blacks  and  Hispanics  in 
the  ghettos  will  be  at  the  top  of  any 
President's  agenda  next  January. 

Jaded  by  oratory,  a  lot  of  voters  will  see 
nothing  but  "politics"  in  the  candidates' 
positions  and  proposals.  Governor  Rea- 
gan, for  example,  needs  to  add  nonwhite 
voters  to  his  cause  if  he  is  to  carry  some 
of  the  states  Ford  lost  four  years  ago; 
that's  why  he  showed  up  on  Charlotte 
Street  in  the  South  Bronx  last  month. 
President  Carter  must  convince  tradi- 
tionally Democratic  blue-collar  workers, 
if  he  is  to  hold  their  votes,  that  he  can  do 
them  some  good.  That's  where  all  their 
talk  of  "enterprise  zones"  and  "revital- 
ization"  comes  in.  But  there  are  ideas  in 
this  verbiage  that  will  be  the  basis  for 
policy.  Here's  a  rundown  on  some  of  the 
more  important  proposals. 

Reagan  has  grabbed  the  proposal  of 
New  York  Republican  Congressman  Jack 
Kemp  to  create  enterprise  zones  in  the 
high- unemployment  hearts  of  the  cities. 
Says  Reagan:  "Within  the  zones,  various 
regulations  would  be  relaxed.  Property 
taxes  would  be  stabilized  or  modified. 
And  depreciation  and  tax  rules  would  be 
changed  for  businesses  locating  in  and 
hiring  workers  from  the  zones."  Should 
Reagan  win — and  even  if  he  doesn't,  for 
Carter  is  borrowing  from  the  GOP  idea 
bank — some  form  of  enterprise-zone  pro- 
gram is  likely  to  come. 

Among  other  things,  the  original 
Kemp-Garcia  proposal  (with  Democratic 
Representative  Bob  Garcia  from  the 
Bronx  joining  the  Buffalo-area  Republi- 
can) calls  for: 

•  Chopping  Social  Security  taxes  on 
employers  and  workers  in  a  zone,  by 
90%  for  youths  under  21  and  by  50%  for 
the  rest. 

•  Lowering  federal  capital  gains  and 
regular  business  income  taxes  and  allow- 
ing extra-fast  depreciation. 
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•  Lowering  local  property  taxes  by  at 
least  20%  in  such  zones. 

"Enterprise  zones  would  remove  many 
of  the  barriers  to  investment  and  job 
creation,"  says  Reagan.  "Entrepreneurs 
would  be  encouraged  to  start  new  enter- 
prises, and  to  put  people  to  work." 

The  zones  may  be  a  good  idea,  but  no 
one  knows  how  good.  "The  problem  is 
the  wildly  enthusiastic  claims  made  for 
zones  by  Jack  Kemp  fans,"  admits  one  of 
the  congressman's  aides.  Kemp's  people 
now  think  some  special  relief  from  feder- 
al regulators  and  some  way  of  dealing 
with  special  ghetto  problems,  like  crime, 
would  be  necessary  to  lure  businessmen 
into  the  South  Bronx,  Watts  in  Los  An- 
geles or  the  inner-city  corridors  of  De- 
troit and  Newark. 

"If  you  had  a  complete  elimination  of 
all  taxes  and  all  regulations  not  tied  to 
safety  or  environment,  you  would  see  a 
renaissance  in  these  areas  within  a  very 
short  time,"  says  Mark  Frazier,  director 
of  the  Sabre  Foundation  in  Washington, 
which  has  been  studying  foreign  trade 
zones  and  now  is  trying  to  write  a  model 
enterprise  zone  code. 

Almost  nobody  else  expects  that  kind 
of  fast  relief.  Even  persuading  localities 
to  relax  old-fashioned  building  and  zon- 
ing codes  to  draw  in  business  is  tradi- 
tionally an  enormous  problem.  Anthony 
Downs,  a  senior  fellow  at  the  Brookings 
Institution,  figures  it  would  take  a  50% 
tax  credit  on  wages  to  lure  business  into 
these  areas.  (Downs  personally  favors  a 
75%  wage  subsidy,  good  wherever  one  of 
the  hard-core  unemployed  finds  work.) 
And  even  then  he  thinks  any  gains  will 
be  long  term,  not  quick.  The  incentives 
proposed  in  the  Kemp  bill,  such  experts 
say,  are  the  minimum  needed  to  have 
any  effect. 

Tax  breaks  undoubtedly  helped  lure  in- 
dustry into  the  once-sleepy  Sunbelt 
states.  But  employers  who  moved  south 
also  were  looking  for  a  hardworking, 
nonunion  work  force  and  pleasant  sur- 
roundings; they  were  moving  from  trou- 
ble, not  toward  it. 

The  flock  of  subsidy  programs  hatched 
since  the  Great  Society  to  encourage 
business  in  the  ghettos — local  tax  breaks 
and  industrial-park  plans,  lengthy  job- 
training  stipends  that  are  really  wage 
subsidies — have  yielded  mixed  results  at 
best.  One  of  the  latest  is  the  Labor  De- 
partment's "targeted"  job  tax  credit  pro- 
gram that  gives  an  employer  a  $3,000  tax 
credit  in  year  one  and  $1,500  in  year  two 
for  each  welfare  client,  poor  ex-con,  vet, 
handicapped  or  poor  youth  hired.  The 
government  says  it  is  giving  tax  credits 
for  a  quarter-million  workers  under  this 
program  (half  the  number  that  credits 
were  initially  sought  for).  But  where  are 
the  credits  going?  About  30%  to  relative- 
ly strong  job-market  states  in  the 
South — like  the  Carolinas,  Georgia,  Flor- 
ida, Alabama,  Mississippi,  Tennessee 


and  Kentucky.  Only  8.5%  of  the  credits 
are  going  into  the  well-publicized  trouble 
spots  in  New  York,  New  Jersey  and  Puer- 
to Rico. 

Often  the  plants  that  come  under 
these  federal  incentives  are  marginal, 
minimum-wage  employers  such  as 
chicken  butchers,  which  may  be  wel- 
come in  the  rural  South  but  aren't  par- 
ticularly popular  with  city  youngsters 
who  are  status-conscious  even  if  they  are 
out  of  work. 

Puerto  Rico's  Operation  Bootstrap  of 
years  ago  exemplified  the  enterprise- 
zone  approach.  Many  manufacturers 
were  lured  to  the  island,  but  many  were 
blown  away  by  recessions  or  the  discov- 
ery of  cheaper  labor  havens  in  Asia.  Now 
Puerto  Rico  works  to  attract  more  oper- 
ations that  use  high  technology  and  few- 


The  flock  of  subsidy  programs 
hatched  since  the  Great  Soci- 
ety to  encourage  business  in 
the  ghettos — local  tax  breaks, 
industrial  parks,  job-training 
stipends  that  are  really  wage 
subsidies — have  yielded  only 
mixed  results  at  best.  Often 
the  plants  getting  incentives 
are  minimum-wage  employers. 


er  that  depend  on  low  wages  and  tax 
bargains. 

City  residents  also  get  upset  if  any  of 
their  property  is  to  be  taken  for  a  factory 
parking  lot,  and  labor  unions  figure  that  a 
business  subsidy  shifts  employment 
rather  than  "creates"  jobs.  What's  more, 
such  programs  always  grow.  "It's  like 
public  works  grants,"  says  Sar  Levitan, 
an  economics  professor  at  George  Wash- 
ington University.  "Before  you  know  it, 
the  whole  country  is  eligible." 

None  of  that  means  the  enterprise 
zones  aren't  worth  a  try;  only  that  mir- 
acles shouldn't  be  expected.  "We  say  it's 
an  interesting  idea,"  says  Kemp  staffer 
Mary  McConnell,  "but  we  emphasize 
the  word  modest."  The  crumbling  of  in- 
ner-city business  has  been  under  way 
since  1965,  says  Anthony  Downs  of 
Brookings.  "It  will  take  15  to  20  years  to 
rebuild." 

President  Carter  has  now  unveiled  his 
massive  economic  plan,  which  is  being 
called  "revitalization,"  which  only  yes- 
terday was  called  ^industrialization,  or 
industrial  policy.  The  plan,  in  its  sim- 
plest form,  has  four  major  elements: 

•  Tax  reductions  for  both  business 
and  individuals,  with  tax  incentives  for 
investment,  some  $27.5  billion  in  all. 

•  Loans  and  grants  for  commercial 
and  industrial  development  through  the 
Economic  Development  Administration 
of  the  Commerce  Department. 

•  More  retraining  grants  for  laid-off 
workers,  many  of  whom  will  never  go 


back  to  their  old  jobs  in  the  auto  o 
steel  industries  even  when  the  reces 
sion  ends. 

•  A  tilt  of  all  three  programs  to  pu 
more  of  the  tax  breaks,  business  subsi 
dies  and  training  money  into  the  indus 
trial  heartland  stretching  from  westerl 
New  York  to  Chicago,  an  area  whic 
includes  states  such  as  Michigan  an 
Pennsylvania  that  Jimmy  Carter  mug 
carry  to  win  reelection. 

Again,  some  type  of  program  alon 
these  lines  is  likely  to  move  through  th 
Congress,  whoever  is  elected.  A  tax  cu 
split  among  businesses  and  individual 
with  extra  emphasis  to  encourage  invest 
ment  already  has  moved  through  th 
Senate's  Finance  Committee.  There  wi 
be  compromises  on  the  size  and  particu 
lar  shape  of  the  tax  cuts,  but  both  partie 
and  both  presidential  candidates  suppon 
these  ideas. 

The  commercial  and  industrial  loaj 
programs  and  more  money  for  job  trairl 
ing  are  traditional  recession-fightini 
mechanisms.  They,  too,  are  likely  to  b 
enacted,  particularly  if  the  recessioi 
continues. 

It  will  be  no  easy  task  to  aim  thes 
programs  at  the  high-unemploymen 
areas;  when  these  money-dispensin 
machines  move  through  Congress  the 
are  almost  always  broadened.  That  wi 
be  true,  too,  if  the  President  tries  t 
swing  more  of  the  synthetic  fuels  deve 
opment  and  public  works  money  int 
the  high-unemployment  states. 

The  same  problems  that  show  up  i 
Reagan's  enterprise  zones  are  likely  t| 
show  up  in  Carter's  revitalizatio 
schemes.  Job  training  grants,  for  exam 
pie,  often  turn  into  little  more  than  an 
other  year  or  so  tacked  onto  unemploi 
ment  pay.  Indeed,  around  $75  billion  ha 
been  spent  on  employment  and  trainir 
in  Labor  Department  programs  in  few< 
than  20  years,  and  the  current  spendir 
runs  about  $11  billion  a  year  with  que 
tionable  effectiveness.  But  the  entire  r< 
vitalization-antirecession  program,  Trej 
sury  Secretary  Miller  admits,  runs  tri 
administration's  estimate  Of  the  fisc; 
1981  deficit  to  $40  billion. 

More  troublesome  is  that  any  busine: 
subsidy  or  special  tax-break  program 
likely  to  end  up  with  the  govemmet 
trying  to  pick  "winners"  (throwing  tr 
help -to  those  industries  with  the  mo 
political  clout)  and  sidestepping  "losers 
That  may  not  be  the  best  way  to  revita 
ize  American  industry. 

Significantly,  the  idea  of  helping  bus 
ness  has  now  become  the  official  do 
trine  of  both  parties.  Translating  do 
trine  into  political  action  comes  dow 
to  this:  Will  the  politicians  loosen  tl 
reins  on  the  private  sector  by  leaving 
more  free  to  compete?  Or,  under  tli 
guise  of  giving  help,  will  they  set  ii 
more  rules,  more  regulations  and  raoi 
subsidy  programs?  ■ 
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foreign  trade  zones  in  the  U.S.  are  handling 
14  billion  worth  of  goods  this  year,  a  16-fold 
acrease  in  only  eight  years,  as  they  evolve 
\om  simple  warehousing  operations  into 
Manufacturing  centers. 

Industry's 
duty-free  shop 


By  Ann  Hughey 


»WW    ONDA  IS  BUILDING  MOTORCYCLES 

4    right  in  the  middle  of  Ohio?  Not 
\tmm  quite.  The  plant  is  in  a  foreign 
de  zone  that  is  smack  dab  in  the  mid- 
:  of  Ohio.  The  Volkswagen  assembly 
mt  in  New  Stanton,  Penna.  is  a  foreign 
de  zone — as  is  the  Olivetti  typewriter 
mt  in  Harrisburg,  Penna.  In  Hawaii, 
cific  Resources  Inc.  operates  an  oil  re- 
ery  inside  a  foreign  trade  zone, 
he  zones  have  been  around  since  a 
4  New  Deal  law  made  them  possible, 
ods  that  enter  them  are  not  subject  to 
y  or  formal  customs  procedures  until 
y  leave  the  zone.  In  1970  there  were 
y  10  zones.  Today  there  are  nearly  60, 
f  of  them  set  up  since  1975,  and  appli- 
ions  for  8  more  are  pending  at  the 


Commerce  Department.  Some  11,000 
people  work  in  them,  and  the  value  of 
goods  going  through  them  has  jumped 
from  $245  million  in  1972  to  an  estimat- 
ed $4  billion  for  1980. 

The  zones  are  evolving  from  primarily 
warehousing  operations  into  big-time 
manufacturing  centers  as  the  decline  of 
the  dollar  makes  labor  and  operating  ex- 
penses in  the  U.S.  more  competitive 
with  overseas  assembly. 

What's  the  big  advantage  of  operating 
in  a  zone?  Take  the  VW  assembly  plant 
in  New  Stanton,  where  thousands  of 
workers  turn  German  and  American 
parts  into  Rabbits.  The  duties  on  import- 
ed parts  run  5%  to  6%,  a  cost  that  could 
put  VW  at  a  price  disadvantage.  As  part 
of  the  deal  to  build  Rabbits  in  the  U.S., 
the  plant  area  became  a  foreign  trade 


vainer  shipment  arriving  at  Kansas  City,  Mo.  foreign  trade  zone 

lie,  chemicals  and  machinery  parts  are  among  the  more  than  60  different 
imodities  delivered  to  this  underground  complex  carved  out  of  limestone 
r  the  bluffs  of  the  Missouri  River.  


zone.  No  duty  is  paid  when  the  parts 
land;  when  they  leave  the  factory  as  part 
of  a  finished  car,  a  low  duty  rate  is  lev- 
ied— the  same  2.9%  charged  on  a  car 
imported  directly  from  Germany.  What's 
more,  there's  a  cash  flow  advantage:  The 
duty  isn't  actually  paid  until  after  the 
parts  are  in  the  car  on  their  way  to  the 
showroom. 

About  one- third  of  the  goods  passing 
through  foreign  trade  zones  are  exported. 
Some  zones,  like  New  York  and  Miami, 
handle  mostly  re-export  trade.  If  a  prod- 
uct is  re-exported,  no  U.S.  duty  is  ever 
paid.  But  the  bulk  of  imports  into  zones 
is  still  intended  for  domestic  consump- 
tion. However,  Marshall  Miller,  presi- 
dent of  the  National  Association  of  For- 
eign Trade  Zones,  says:  "I  do  think  the 
trends  are  definitely  toward  more  ex- 
ports." He  notes  that  Kawasaki  Motors 
Corp.,  U.S.A.  plans  to  export  motorcy- 
cles, jet  skis  and  snowmobiles  from  a 
Lincoln,  Neb.  zone  to  Canada,  Latin 
America  and  Europe. 

Clever  businessmen  have  been  known 
to  use  the  zones  to  circumvent  compli- 
cated U.S.  laws.  Pacific  Resources  Inc. 
originally  built  its  Hawaiian  Independent 
Refinery  in  Honolulu  in  a  foreign  trade 
zone  because  the  laws  in  the  late  Sixties 
and  early  Seventies  prohibited  compa- 
nies from  importing  oil  unless  they  had  a 
history  of  doing  so.  Pacific  Resources  did 
not,  but  there  was  no  prohibition  on 
anyone  shipping  oil  into  a  foreign  trade 
zone.  (A  Pacific  Resources  spokesman 
says  the  only  real  advantage  now  of  oper- 
ating a  refinery  in  a  foreign  trade  zone  is 
that  the  company  doesn't  have  to  report 
to  the  government  on  exports  as  often  as 
it  would  otherwise.) 

Another  example  of  using  zones  to  get 
around  the  government  occurred  when 
the  number  of  CB  channels  was  in- 
creased from  20  to  40,  creating  a  new 
market  for  40-channel  CB  radios.  To  al- 
low domestic  manufacturers  a  grace  peri- 
od to  gear  up,  imports  of  40-channel  CBs 
were  banned  for  a  time.  But  Miller  recalls 
that  Midland  International  Corp.  bought 
up  a  large  number  of  40-channel  CBs 
outside  the  country,  stored  them  in  a 
foreign  trade  zone  and  was  first  on  the 
market  when  the  ban  was  lifted. 

In  the  past  most  users  of  foreign  trade 
zones  have  been  small  businessmen  op- 
erating on  slender  margins.  The  cash 
flow  advantages  and  convenience  of  a 
foreign  trade  zone  can  make  the  differ- 
ence between  folding  and  staying  in  busi- 
ness. But  Miller  says  big  business  is  in- 
creasingly eyeing  the  zones.  "More  and 
more  accountants  and  numbers-oriented 
people  are  getting  into  important  posi- 
tions in  their  companies,  and  they  real- 
ize that  even  2%  or  3% — if  it's  going  to 
be  millions  of  dollars — can  make  a  big 
difference  in  today's  economic  climate." 

Says  John  Da  Ponte,  executive  secre- 
tary of  the  Commerce  Department's  For- 


BES,  SEPTEMBER  15,  1980 


97 


eign  Trade  Zones  Board:  "Very  definitely 
the  larger  eompanies  are  working  foreign 
trade  zones  into  their  planning."  The 
first  to  spot  the  manufacturing  potential 
of  the  zones  were  foreign  companies  be- 
cause, Miller  speculates,  they  are  more 
attuned  to  using  the  300-plus  free  trade 
zone  facilities  around  the  world. 

Chambers  of  commerce  have  been 
promoting  zones  as  tools  of  economic 
development  for  years.  A  measure  of 
their  success — or  at  least  perceived  po- 
tential— is  that  they  can  get  controver- 
sial. A  foreign  trade  zone  in  the  suburbs 
of  Newark,  N.J.  caught  flak  from  inner- 
city  activists  because  that  zone's  operat- 


SPEEDING  IN  HIS  OPEN  JEEP  through 
the  countryside  around  Horsham, 
Penna.  to  scout  out  locations  for 
his  expanding  manufacturing  and  re- 
search operations,  bearded  and  blue- 
jeaned  Scott  Kulicke,  the  30-year-old 
CEO  of  Kulicke  &  Soffa  Industries,  Inc., 
shouts  above  the  wind  noise  to  give  a 
visitor  some  idea  why  his  $47.2  million- 
sales  company  will  keep  its  dominant 
position  in  the  cutthroat  semiconductor 
production  equipment  business:  "The 
key  to  keeping  that  lead  is  that  we're  a 
moving  target.  Look,  I'll  be  the  first  to 
admit  that  some  guy  working  in  his  ga- 
rage could  leapfrog  us.  But  it  gets  less 
likely  as  the  business  gets  more  compli- 
cated. Right  now  our  competitors  are 
busting  ass  to  improve  on  our  specs  by 
5%  or  10%.  By  the  time  they  do  it,"  he 
says,  getting  back  on  the  road  and  gun- 
ning through  a  curve,  "we'll  be  gone." 

Things  were  not  always  this  dynamic 
at  Kulicke  &  Soffa.  During  the  recession 
of  1975  the  company  went  through  the 
trauma  of  losing  $2.1  million  on  sales  of 
$10.1  million  when  the  semiconductor 
industry  nearly  choked  on  its  unwanted 
chips.  When  you  ask  Scott  Kulicke  how 


ing  agreement  might  have  prevented  an- 
other zone  from  being  established  later 
in  chronically  job-short  Newark.  As  a 
result  of  the  ensuing  public  flap,  the  oper- 
ating agreement  was  modified  and  the 
zone's  main  financial  backer — Rockefel- 
ler Center  Inc. — has  announced  that  it 
will  sell  its  interest. 

The  General  Accounting  Office  is 
looking  into  foreign  trade  zones.  Are  the 
zones  living  up  to  the  intent  of  Con- 
gress? a  GAO  staffer  asks.  The  GAO — 
the  investigative  arm  of  Congress  (see  p 
202) — is  also  expected  to  examine  the 
benefits  of  zones  and  their  possible  draw- 
backs, such  as  lost  customs  revenues,  the 


close  to  bankruptcy  the  company  came, 
he  says,  grimly,  "Just  a  stone's  throw." 

Since  then  the  company's  sales  growth 
has  averaged  42%  per  year.  Today  it  is 
earning  $7.6  million  on  sales,  an  aftertax 
return  of  28%  on  its  $27.2  million  of 
shareholders'  equity.  That  equity,  swol- 
len $6.7  million  by  a  stock  offering  last 
October,  is  now  4Vi  times  the  com- 
pany's prerecession  equity.  The  balance 
sheet  has  also  improved.  The  debt/equity 
ratio,  close  to  1  in  1975,  has  shrunk  to  a 
minuscule  0.12  now.  Instead  of  a  moun- 
tain of  demand  debt,  the  company  has 
$1 1  million  in  cash  to  use  to  protect  its 
market  share. 

The  stock  market,  however,  seems  to 
have  overlooked  this  improvement. 
While  the  P/Es  of  peer-group  stocks  like 
GCA,  Varian  and  Perkin-Elmer  average 
around  15,  and  some  like  Computervi- 
sion  reach  32  or  better,  Kulicke  &  Soffa 
has  a  lukewarm  multiple  of  8.8.  In  part 
this  is  because  the  public  has  paid  more 
attention  to  the  glamour  of  wafer  fabrica- 
tion, in  which  circuitry  is  imprinted 
upon  wafers  of  semiconductor  material 
like  silicon,  than  to  the  assembly  of  com- 
ponents for  which  Kulicke  &  Soffa  man- 


avoidance  of  import  quotas  and  whel 
items  are  being  imported  that  would  I 
erwise  be  manufactured  here. 

Even  if  the  GAO  comes  out  witj 
report  recommending  changes  in 
way  zones  operate,  Congress  is  unhll 
to  tamper  with  the  present  system.  ' 
one  of  the  few  pieces  of  New  Deal  legi) 
tion  that  didn't  involve  the  expendil 
of  government  money,"  says  Mi] 
Even  the  salaries  of  the  customs  offiq 
involved  are  paid  by  the  companies  I 
use  the  zones,  which  are  set  up  like 
lie  utilities.  Says  one  senior  congress] 
al  staff  member:  "There  is  no  intel 
whatsoever  in  changing  the  law."  ■ 


ufactures  the  equipment. 

Assembly  begins  when  the  silicon 
fers  containing  the  integrated  circj 
are  sawn  into  chips  or  "dice,"  each 
containing  one  circuit.  These  tiny  clj 
must  then  be  mounted  ("die  bonded'4 
a  protective  package  containing  the  ei 
trical  leads  to  connect  the  die  to 
electronic  circuit  in  which  it  will) 
used.  After  the  die  is  mounted,  very  I 
gold  or  aluminum  wires  are  conneo 
from  contact  points  on  the  die  to 
electrical  leads  in  the  package.  A  com 
cated  circuit  may  require  that  40  or  rfi 
wires  be  connected  ("wire  bonded" 
make  the  contacts. 

The  assembly  process  is  crucial  toi 
profitability  of  semiconductor  manui 
turers.  Unlike  imprinting,  in  wh 
thousands  of  circuits  may  be  etched  d 
wafer  at  once,  during  assembly  eaclj 
the  billion  devices  the  industry  ma 
each  week  must  be  handled  individua 

Manufacturers  must  increase  volui 
cut  costs  and  shorten  delivery  time: 
keep  their  market  share  since  the 
mand  for  chips  hasn't  slackened  dui 
the  recession.  Kulicke  &  Soffa's  macb 
tools  are  state-of-the-art  in  automs 
assembly  equipment,  and  represent 
of  the  industry's  best  hopes. 

To  make  such  crucial  productr 
gains,  the  industry  is  still  building  r 
facilities.  Says  Martin  Weiss,  vice  pr 
dent  for  administration,  "The  bulk  of 
orders  are  still  for  assembly  equipm 
for  new  capacity.  Our  customers  are! 
manding  automated  equipment  to 
place  tens  of  thousands  of  hand  bone 
that  are  still  being  used." 

As  a  result  Kulicke  &  Soffa's  roste 
customers  reads  like  a  Who's  Wfeo  of 
semiconductor  business:  Intel,  Natic 
Semiconductor,  Motorola,  Western  E 
trie  and  Delco.  But  it  didn't  always  h 
such  a  distinguished  clientele.  The 
founders,  Harvard-educated  Albert  S 
and  Scott's  father,  Frederick  W.  Kulit 
whose  brilliant  ingenuity  more  tj 
made  up  for  the  lack  of  an  acade; 
degree,  met  while  designing  irons  as  9 
engineers  at  Proctor  Electric.  In  1 
they  got  fed  up  with  home  appliail 


Despite  the  recession,  demand  for  semicon- 
ductor production  equipment  hasn't  slack- 
ened. That's  why  Kulicke  &  Soffa  is . . . 


In  the  chips 
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Challenger  wins  certification 
to  the  toughest  standards  ever. 

On  August  11, 1980,  the  Canadair  Challenger  received 
from  Transport  Canada  its  type  certificate  for  passenger-carrying 
jet  aircraft. 

Certification  came  less  than  four  years  after  Canadair's 
decision  to  go  ahead  with  production  and  less  than  22  months 
after  Challenger's  first  flight. 

In  those  months,  Challenger  met  the  most  stringent 
standards  ever  applied  to  a  business  jet.  In  fact,  Challenger  had 
to  satisfy  literally  hundreds  of  design  and  safety  requirements  and 
meet  additional  criteria  covering  noise,  emissions  and  reliability. 

Challenger  is  the  first  all-new  business  jet  certified  since 
1971 .  Since  then,  technological  advances  have  been  made  in  the 
areas  of  aerodynamics,  materials  and  powerplants.  Challenger 
incorporates  this  technology  into  a  combination  of  room,  range, 
and  efficiency  that  is  the  envy  of  the  business  fleet. 

Give  the  world's  most  thoroughly  inspected  business  jet  a 
closer  look.  Or  check  the  plans  for  a  new,  extended  Challenger  E. 
Call  James  B.  Taylor,  President  of  Canadair  inc.,  at 
(203)  226-1581.  Or  write  to  Canadair  Inc.,  Dept.  DB  24,  274 
Riverside  Avenue,  Westport,  CT  06880. 

The  all-new  business  jets. 


chanenper 


The  Up-And-Comers 


and  founded  their  own  company. 

In  the  early  years  they  did  custom 
work  for  anyone  who  brought  them  a 
project:  special  sausage-stuffing  ma- 
chines, kidskin-stretching  machines  for 
a  glove  manufacturer,  a  machine  for  put- 
ting metal  edges  on  cardboard  boxes. 
Nothing  was  too  bizarre  as  long  as  it 
stimulated  their  curiosity.  And,  since 
most  of  their  projects  were  one-shot 
deals,  they  depended  on  word-of-mouth 
referrals  to  stay  alive. 

Those  referrals  led  to  an  invitation 
from  one  of  Western  Electric's  oper- 
ations to  help  design  a  machine  that 
would  connect  tiny  wires  to  something 
called  a  transistor.  They  worked  on  the 


signing  a  new  and  better  machine.  Says 
Weiss,  "We're  still  around,  not  just  be- 
cause our  machines  are  superior,  "but  be- 
cause we  priced  our  machines  to  provide 
us  with  money  to  plow  into  R&D.  Also, 
we  had  many  different  customers  and 
were  receptive  to  their  suggestions. 
Those  guys  in  garages  had  only  one  set  of 
designs  and  only  one  shot  at  us." 

Fred  and  Al  also  realized  that  their 
commitment  to  customer  service  would 
distinguish  them  from  fly-by-night  com- 
petitors. Says  Scott,  "We  stuck  by  our 
customers.  We  get  25%  pretax  profit 
margins  because  after  we  sell  our  ma- 
chines we  go  live  with  them  on  whatever 
godforsaken  part  of  the  world  our  cus- 


Kulicke  of  Kulicke  &  Soffa 

"By  the  time  competitors  beat  our  specs  by  5%  or  10%,  well  be  gone.' 


project,  turned  out  quite  a  reliable  wire 
bonder  and  thought  no  more  of  it.  But 
shortly  after,  when  Western  Electric 
started  showing  its  marvel  all  over,  those 
interested  in  the  new  devices  noticed 
that  the  machine  used  to  do  the  wire 
bonding  was  designed  by  a  company 
called  Kulicke  &  Soffa.  Fred  and  Al  found 
themselves  in  the  production-equipment 
end  of  the  semiconductor  industry. 

"At  first  Al  and  Fred  didn't  have  any 
competitors,"  says  Martin  Weiss. 
"Then,  pretty  soon,  scores  of  guys  start- 
ed coming  out  of  the  woodwork.  Also, 
lots  of  engineers  who  worked  for  the 
semiconductor  manufacturers  would 
quit,  walk  out  with  the  designs  for  equip- 
ment and  set  up  shop  in  their  garage. 
They'd  compete  with  us  on  price.  Not  a 
lot  of  them  are  in  business  today." 

Kulicke  and  Soffa  realized,  far  better 
than  their  competitors,  that  staying  in 
business  required  them  to  always  be  de- 


tomers  decide  to  put  the  machine  on." 

Fred  and  Al  also  saw  that,  as  the  indus- 
try grew,  its  economics  would  start  push- 
ing in  their  favor.  Says  Weiss,  "As  semi- 
conductors dropped  in  price,  the  field 
became  much  more  cost  conscious. 
Many  of  the  companies  could  no  longer 
afford  the  luxury  of  a  big  in-house 
mechanization  group  when  there  were 
machines  just  as  good  commercially 
available.  Suppose  that  somebody  came 
up  with  a  machine  as  good  as  ours.  The 
quantity  that  he  needs  to  make  in-house 
doesn't  justify  the  investment,  whereas 
we  could  spread  the  development  costs 
over  many  more  machines." 

But  however  brilliant  as  designers  and 
shrewd  about  the  economics  of  the  grow- 
ing industry  they  served,  Fred  and  Al's 
management  style  was  strictly  seat-of- 
the-pants.  Weiss,  an  accountant  who 
knows  enough  about  engineering  to  have 
managed  K&.S'  North  American  oper- 


ations for  a  year,  says,  "The  real  probli 
was  that  you  had  two  engineers  \^ 
were  essentially  creative  people  whoi 
solutely  refused  to  be  measured.  Tri 
thought,  'If  I'm  an  engineer  and  I'm 
sponsible  for  the  design  of  this  produ 
do  you  not  want  me  to  make  this  bet 
even  if  it  means  going  over  budget?' 

"We'd  want  to  keep  track  of  costs  4 
Fred  would  say,  'Well,  you  go  and  do  tl 
if  it  makes  you  happy.  But  it's  not  going 
mean  shit  to  me  because  I  run  the  co 
pany.  And  I'm  going  to  make  the  b 
machine  I  can,  not  just  the  best  mach: 
for  a  certain  amount  of  money.'  "  S; 
Weiss,  "It  drove  me  bananas." 

Says  Scott,  who,  after  graduating  fn 
Wharton  in  1972  with  a  major  in  int 
national  business,  came  into  the  be 
ness  to  manage  the  Far  East  operatioi 
"In  years  gone  by,  top  managerm 
would  get  involved  with  a  new  proj 
area,  bring  a  big  burst  of  enthusiasm  tc 
and  either  we  made  it  or  didn't  on  tl 
burst  of  enthusiasm."  Weiss  adds,  " 
really  had  only  two  R&D  teams  tl 
went  from  project  to  project.  So  if  tr 
got  hung  up  on  one  thing  then  the  otl 
projects  suffered.  The  technology  in  t 
industry  moves  too  dynamically  to  all 
yourself  to  get  hung  up  on  any  c 
thing."  Says  Scott,  "You  can't  afford 
be  a  dilettante  anymore." 

To  try  to  get  some  economies  of  scs 
Fred  and  Al  would  lengthen  deliv 
times,  build  up  a  mountain  of  parts  i 
supplies  and  then  do  one  or  two  big  p 
duction  runs  a  year.  They  could  build 
inventory  because  things  had  been  hoi 
the  production  end  of  the  business.  C 
tomers  repeatedly  doubled  and  tripled 
pacity  to  supply  the  ravenous  demand 
computer  components  and  defei 
work.  And  Kulicke  &  Soffa,  commit 
as  they  were  to  servicing  the  customs 
even  went  deep  into  debt  to  amass 
inventory  for  its  monumental  prod 
tion  runs.  Then,  in  1975,  the  recess 
hit  and  American  semiconductor  mai 
facturers  completely  stopped  ordering 
sembly  equipment.  The  zillions  of  ch 
that  nobody  wanted  certainly  die 
need  to  be  bonded. 

The  company's  cash  flow  proble 
were  all  but  terminal.  Just  about  eve 
one,  Scott  Kulicke  included,  was  cal 
home.  The  European  operation  \ 
kissed  off.  Research  and  developm 
was  powered  down  just  when  the  cc 
pany  most  critically  needed  a  new  pr 
uct,  and  the  company  fell  back  on 
placement  business  and  sold  what  m 
ual  wire  bonders  it  could. 

When  massive  layoffs  threaten 
many  of  the  women  of  the  company  v 
were  not  their  household's  sole  supp 
volunteered  to  be  laid  off  so  that  th 
who  were  would  not  be  unemploy 
Those  who  stayed  with  the  comp; 
took  demotions,  pay  cuts,  anything  t 
would  keep  it  alive  and  the  creditors 
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What  J&H  doesn't  know  about  London, 

Willis  Faber  does. 


J&H  serves  more  leading  multinationals  than  any 
other  insurance  broker.  One  of  the  key  reasons  is  our 
unparalleled  record  of  international  cooperation  with 
Willis  Faber  &  Dumas. 

While  other  American  brokers  still  seek  a  stable 
relationship  in  the  vital  London  market,  we  are  entering 
our  88th  year  of  exclusive  association  with  this  esteemed 
British  broker. 

The  strength  of  Willis  Faber  is  just  one  example 
of  the  resources  J&H  can  call  upon  to  uncomplicate  the 


most  complex  international  risk  management  problems. 

In  addition  to  having  more  of  our  own  people 
overseas  than  any  other  broker,  J&H  can  add  the  global 
strength  of  our71-office  network  of  exclusive  broker 
correspondents. 

Now  you  know  why  30  of  the  top  100  companies 
have  J&H  as  their  principal  international  broker.  And 
another  15  have  us  on  the  team.  And  why  J&H  serves 
nearly  30  percent  of  the  rest  of  the  Fortune  500. 

The  way  J&H  works  makes  a  world  of  difference. 


Johnson  Higgins 

The  private  insurance  broker.  \Ne  answer  only  to  you. 


RISK  AND  INSURANCE  MANAGEMENT  SERVICES.  EMPLOYEE  BENEFIT  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD 


The  important  dimension 
of  accuracy. 

The  reputation  of  Deutsche  Bank  as 
an  efficient,  international  universal  bank 
goes  beyond  its  wide  range  of  services. 
The  leading  position  that  Deutsche  Bank 
occupies  in  the  world  of  banking  is  based 
on  our  precise,  accurate  handling  of 
every  kind  of  financial  and  advisory 
request. 

Our  services  range  from  more 
common  financing,  such  as  acceptance 
credits  and  discounts,  to  co-financing  in 
cooperation  with  international  agencies, 
advance  payment  guarantees,  perform- 
ance bonds  and  project  financing. 

Whatever  your  requirement  might  be, 
we  consider  accuracy  an  important 
obligation.  Come  to  Deutsche  Bank  or 
cail:  New  York  (212)  940-8000  ■ 
Toronto  (416)865-0630. 


Deutsche  Bank 


A  century  of  universal  banking 

Central  Office:  Frankfurt  am  Mam/Dusseldorf  Branches:  Antwerp,  Asuncion,  Brussels. 
Buenos  Aires,  (long  Kong.  London.  Madrid,  Milan,  New  York,  Paris.  Sao  Paulo.  Tokyo. 
Representative  Offices:  Beirut.  Bogota.  Cairo,  Caracas.  Istanbul,  Johannesburg,  Lagos. 
Mexico,  Moscow.  Nairobi.  Osaka,  Rio  do  Janeiro,  San  Jose,  Santiago,  Sydney,  Tehran. 
Tokyo. Toronto;  Subsidiaries  Hong  Kong.  London,  Luxembourg,  Singapore. 


Ilie  Up-And-(  Vomers 


their  backs.  But  when  demand  picked  up 
they  had  learned  how  to  manage. 

Says  Scott  Kulickc,  "Now  we've  pur- 
posely geared  the  business  for  quick  turn- 
around and  low  backlog.  We  don't  exact- 
ly manufacture  for  special  order,  but  we 
certainly  don't  produce  for  inventory.  We 
subcontract  everything  except  for  the 
critical  assemblies  and  monitor  backlogs 
very  carefully.  Orders  for  delivery  six 
months  or  more  in  the  future  aren't  even 
put  in  the  backlog." 

To  keep  production  nimble  they  never 
let  the  backlog  get  larger  than  about  one- 
quarter's  worth  of  work:  It's  now  $11.5 
million.  Says  Kulicke,  "Customers  won't 
live  with  (long  delivery  times].  Our  cus- 


'  0 


crease  a  customer's  productivity." 
"Also,"  says  Weiss,  "by  doing  .many 
more  small  production  runs  we  can  make 
design  improvements  sooner."  They 
know  that,  in  semiconductors,  a  50% 
market  share  can  disappear  overnight. 

Managing  the  resulting  growth  has 
been  another  task  entirely.  K&S  came 
out  of  the  recession  betting  the  whole 
company  on  a  new  line  of  automated 
wire  bonders.  There  wasn't  money  to 
develop  anything  else.  But  the  bet  has 
paid  off.  Over  three  years,  sales  climbed 
to  a  $17  million  annual  rate  and  in  1979 
zoomed  ahead  to  a  record  $36  million.  In 
the  last  four  quarters  it  has  run  at  the  $47 
million  level  and  could  well  nudge  $50 
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Mounted  semiconductor  chips  during  assembly  process 

Assembly  is  crucial  to  the  profitability  of  semiconductor  manufacturers.  Unlike 
imprinting,  in  which  thousands  of  circuits  may  be  etched  at  one  time,  each 
of  these  devices  must  be  handled  individually  during  assembly.  

million  by  the  end  of  fiscal  1980. 


tomers  don't  buy  capital  equipment  in  a 
flow,-  they  choke  down  a  bunch  of  it. 
When  ten  customers  can  account  for 
60%  of  your  volume  and  they  come  in 
and  say,  'Give  us  X  hundred  thousand 
dollars'  worth  of  equipment,'  you  don't 
say  to  them,  'Uh-uh,  wait  12  months.' 

"Traditional  capital  equipment  com- 
panies, they  have  10%  to  15%  market 
share.  That's  good  for  the  machine-tool 
business.  Well,  K&S  has  anywhere  from 
50%  to  80%  market  share  in  its  product 
lines.  When  you're  in  that  position, 
you've  got  to  bend  over  backward  to  get 
that  other  last  order,  to  keep  your  com- 
petitors from  getting  critical  mass. 

"You  get  time  and  materials  if  you're 
just  cutting  metal.  That's  the  metal-cut- 
ting business.  You  get  the  profit  margins 
we're  used  to,  for  being  responsible  for 
designing  something  that's  going  to  in- 
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K&S  has  expanded  operations  in  the 
U.S.,  Israel,  Europe  and  Britain.  After  the 
retrenchment  of  the  recession,  K&S  is 
now  in  every  major  market  area  in  the 
free  world  except  Japan.  And,  while  it 
doesn't  have  any  of  these  markets  to 
itself,  it  definitely  has  the  lion's  share  in 
all  of  them,  especially  the  one  for  auto- 
mated wire  bonders. 

Now  the  company  is  plowing  about 
10%  of  revenues  into  R&D.  New  genera- 
tions of  wafer  saws  and  die  and  wire 
bonders  are  on  the  drawing  board  as  well 
as  new  projects  in  industrial  robotics, 
automated  assembly  systems  and  the  as- 
sembly of  photovoltaic  cells  into  matri- 
ces. But  the  company's  technological  de- 
velopment now  is  being  governed  by  an 
agreed-upon  corporate  plan  rather  than 
Fred  Kulicke's  omnivorous  curiosity. 


Fred  found  that  as  the  company  e; 
panded  he  was  having  to  devote  mo: 
time  to  administration  and  less  time  1 
engineering.  So,  late  last  year,  he  madei 
clean  break  by  selling  all  his  equity.  Wi| 
the  proceeds  of  the  stock  sale  KulicW 
has  opened  another  custom  enginecnn 
and  consulting  firm.  He  and  Al  Soffa  ai 
still  on  the  board  (Soffa  still  owns  aboi 
6%)  and  still  consult  with  the  enginea 
ing  staff  on  new  projects. 

Not  that  Scott  has  been  unqualified 
successful  in  sticking  to  his  plans  for  tlj 
corporation.  The  growth  of  last  yeaij 
pretax  profit  margins,  which  balloone 
into  the  30%  range,  is  a  case  in  poin 
Does  he  think  K&S  can  sustain  that  so( 
of  profitability?  "No,"  says  Kulicke,  "bi 
sically  our  customers'  demands  outracs 
K&S'  ability  to  expand  the  corporate  i 
frastructure.  While  we  could  push  shj 
ments  on  the  short  term,  we  were  unab 
to  expand  the  necessary  staff  of  servic 
men,  engineers,  salesmen  and  othe 
that  quickly.  Hence  we  showed  extra* 
dinarily  high  profits,  higher  than  budge 
ed  because  we  couldn't  spend  the  mont 
fast  enough.  We  have  been  able  to  cat4 
up  with  our  plans  over  the  last  s| 
months,  and  future  profitability  shouj 
be  back  down  to  a  more  realistic  level 
It's  a  problem  any  businessman  wou 
love,  but  is  it  going  to  continue  throuj 
the  recession? 

Says  Kulicke,  "Our  customers  are  st 
growing,  though  perhaps  not  as  quick] 
Over  the  last  few  years  they've  add| 
significant  front-end  capacity  for  waf 
fabrication.  That  capacity  is  coming  i 
stream  this  year  and,  for  the  most  pal 
the  industry  does  not  have  assembly  c 
pacity — our  type  of  equipment- 
match  that." 

Presuming  no  takeover  (not  impn 
able  since  insiders  own  only  15%),  KiS 
strategy  to  meet  that  demand  has  thr 
major  objectives  hinging  on  the  i 
creased  spending  for  R&D.  Says  Sco 
"We're  protecting  our  market  share 
refining  our  most  profitable  products 
that  they're  always  on  the  leading  edge 
technology;  we're  continuing  to  inti 
duce  new  products  that  we  can  sell  to  d 
existing  customer  base;  and  we're  app 
ing  K&S'  technological  expertise  to  m 
industries  and  new  customers.  T 
photovoltaic  work  and  robotics  are  t 
amples  of  this  third  thrust." 

Supposing  this  all  pays  off  as  well 
the  wire  bonders  did,  what  will  tl 
mean  for  the  Kulicke  who  displaced  I 
founding  father?  Says  Scott  who,  for 
his  Wharton  training,  has  his  fathe 
fondness  for  the  hands-on  mechann 
work  that  started  the  company,  "Even 
our  present  size  I'm  already  alienai 
from  the  products.  I  used  to  know  ev« 
subassembly  we  made.  No  more.  If  tl 
plan  works,  even  more  organization  w 
be  needed  and  I'll  be  replaced.  By  a  bt 
counter."— Steven  Flax 

FORBES.  SEPTEMBER  15,  1 


LTIPLYT 
KEY  BY  3374,201 

OVERNIGHT  GUESTS 


AND  YOU 
UNLOCK 


Our  Hotels  and  Resorts  division 
is  in  a  dynamic  expansion 
program.  We  currently  operate 
23  hotels  and  resorts  with  a  total 

A room  count  in  excess  of  8,500. 
In  1981  the  figure  will  jump  to  10,300  rooms;  in 
1982  to  12,700.  Yet,  from  the  largest  hotel  in 
QHJ|  All  Texas  to  the  "most  Hawaiian"  resort 
OlvlflLL  ''n  ^awa">  Amfac  Hotels  &  Resorts 
mam  wvm  up  is  only  one  part  of  us. 

rflH  If  There  are  more  divisions  to  this 
I  fill  I  VI  well-positioned  $1.7  billion  "Forbes 

AMFAP  500"  c°mPany- ln  33  states- Amfac 

fllWirMw  ■    means  growth  in  the  wholesaling 


business.  The  West  Coast  and  Hawaii  know 
us  for  our  17  Liberty  House  department 
stores.  We  are  a  significant  producer  of 
potato  products,  mushrooms,  cheese  and 
shellfish.  And  we  are  America's  largest  sugar 
producer.  All  of  which  added  to  record 
earnings  in  1979.  We're  a  growing  concern. 
Concerned  about  growing. 

For  more  information  and  our  annual  report, 
write  Grafton  Jhung,  Amfac  Inc.,  Western 
Regional  Office, 

P.O.  Box  7813,      JZXL^.^  fE 

caa«F9™  o^ynni 

Bringing  you  life's  little  things, 
in  a  big  way. 


he  author  of  More  Debits  Than  Credits  takes  a  look  at  Generally 
ccepted  Accounting  Principles  and  finds  them  wanting — again-. 

Fair's  fair— 
or  is  it? 


Drporate  accounting  is  not  an  easy  subject  to  bring  alive, 
Forbes  is  all  too  aware  from  the  preparation  of  its  own 
umbers  Game  feature.  But  Abraham  J.  BrilotT,  professor 
:  accounting  at  the  Baruch  College  of  New  York's  City 
niversity,  has  managed  to  achieve  just  that  in  his  forth- 
>ming  book  The  Truth  About  Corporate  Accounting.  * 
In  his  book  Brilolf  at  times  applies  a  personal  as  well  as  a 
*ofessional  standard  of  judgment.  For  example,  he  quotes 
e  accounting  establishment  with  approval  when  it  agrees 
ith  him,  as  in  parts  of  the  selection  that  follows.  But  he 
in  also  get  furious  with  it — over,  say,  its  refusal  to  disbar 
:countant  Maurice  H.  Stans,  the  former  Nixon  Commerce 
icretary  and  Watergate  bagman.  But  he  is  unusually  liter- 
e,  often  brilliantly  perceptive  and  always  outspoken,  as 
ese  excerpts  from  his  new  book  demonstrate. 


In  his  The  Act  of  Creation,  Arthur 
Koestler  relates  an  incident  of  some 
relevance  for  corporate  leaders  and 
accountants: 

"An  art  dealer  bought  a  canvas  signed 
'Picasso'  and  traveled  all  the  way  to 
Cannes  to  discover  whether  it  was  genu- 
ine. Picasso  was  working  in  his  studio. 
He  cast  a  single  look  at  the  canvas  and 
said,  'It's  a  fake.' 

"A  few  months  later  the  dealer  bought 
another  canvas  signed  'Picasso.'  Again 
he  traveled  to  Cannes  and  again  Picasso, 
after  a  single  glance,  grunted:  'It's  a  fake.' 

"  'But,  cher  maitre,'  expostulated  the 
dealer,  'it  so  happens  that  I  saw  you  with 
my  own  eyes  working  on  this  very  pic- 
ture several  years  ago.' 

"Picasso  shrugged:  'I  often  paint 
fakes.'  " 

In  this  context  I  am  not  alluding  to 
"accounting  fakes"  like  Equity  Funding, 
National  Student  Marketing  or  Four  Sea- 
sons, where  the  books  were  overtly 
cooked — and  where  the  scoundrels  were 
found  out  and  punished.  I  am  alluding  to 
the  pervasive  "fakes"  where  the  unso- 
phisticated public  has  been  led  to  believe 
that  an  effective  system  of  checks  and 
balances  assures  the  accountability  by 
the  professional  managers,  the  stewards 
of  the  wondrous  pools  of  resources  con- 
centrated in  our  major  publicly  owned 
corporations.  Sensible  people  know  there 
is  a  gap  between  the  myth  and  the  reality 
of  the  independent  audit  function.  Let's 
explore  this  myth-reality  gap. 

Take  the  independent  auditor's  nihil 
obstat  which  graces  the  client's  financial 
statements,  as  exemplified  by  the  ap- 
proval that  U.S.  Steel  received  from  Price 
Waterhouse  &  Co.  at  the  conclusion  of 
its  1979  audit  (to  the  extent  relevant 
here): 

'Copyright  by  Abraham  J  Brflbff.  From  his 
forthcoming  hook  The  Truth  About  Corporate 
Accounting,  soon  to  be  published  by  Harper  & 
Row  Publishers.  Inc  Reprinted  by  permission. 
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Should  not  the  auditor  ac- 
knowledge that  when  push 
conies  to  shove,  he  must 
demonstrate  the  inherent 
fairness  of  [his  auditing] 
statements — within  the 
framework  of  GAAP  if  he 
can,  but  ultimately  fair 
nevertheless? 


"We  have  examined  the  Consolidated 
Balanee  Sheet  of  U.S.  Steel  Corp.  and 
Subsidiary  Cos.  as  of  Dec.  31,  1979  and 
Dec.  31,  1978  and  the  related  Statements 
of  Income  and  Income  Reinvested  in 
Business  and  Statement  of  Changes  in 
Financial  Position  for  the  years  then  end- 
ed. Our  examinations  of  these  state- 
ments were  made  in  accordance  with 
generally  accepted  auditing  standards 
and  accordingly  included  such  tests  of 
the  accounting  records  and  such  other 
auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

In  our  opinion  the  accompanying  fi- 
nancial statements  present  fairly  the  fi- 
nancial position  of  U.S.  Steel  Corp.  and 
Subsidiary  Cos.  at  Dec.  31,  1979  and 
Dec.  31,  1978  and  the  results  of  oper- 
ations and  changes  in  financial  position 
for  the  years  then  ended  in  conformity 
with  generally  accepted  accounting  prin- 
ciples consistently  applied  during  the 
period.  ..." 

This  might  be  read  as  a  straightfor- 
ward declaration  by  the  certifying  CPA 
that  he  has  diligently  probed  the  corpora- 
tion's accounts  and  accountings,  has  as- 
sured himself  that  the  statement  de- 
scribes accurately  what  is  going  on,  and 
that  the  internal  control  procedures  in 
force  are  appropriate  to  assure  effective 
control  of  corporate  resources  (e.g.,  no 
off-balance-sheet  cash  accounts),  that  lia- 
bilities [e.g.,  the  true  amount  owed  to 
employees)  have  been  fully  and  fairly  set 
forth,  and  that  he  has  assured  himself 
that  the  corporation's  transactions  have 
been  described  in  accordance  with  the 
fairest  of  the  accounting  alternatives 
subsumed  in  the  phrase  "generally  ac- 
cepted accounting  principles"  (GAAP). 

In  short,  the  public  assumes  that  the 
auditor's  certificate  reflects  his  responsi- 
bility as  clearly  enunciated  by  one  of  the 
accounting  profession's  great  eminences, 
Colonel  Robert  H.  Montgomery,  a  half- 
century  ago: 

"It  is  [the  auditor's]  duty,  after  fighting 
the  figures  and  finding  the  facts,  to  as- 
semble the  figures  and  to  tell  the  truth 
about  them,  with  clarity,  conciseness 
and  intelligence  so  that  he  who  runs  may 
read. . . ." 

Things  have  become  somewhat  more 
complex  since  Colonel  Montgomery  ex- 
pressed his  credo.  Perhaps  today  the 
reader  should  be  expected  to  sit  and  read. 
Nonetheless,  the  public  might  still  ex- 
pect that  the  auditor  has  fulfilled  his  duty 
as  Montgomery  saw  it. 

In  fact,  it  might  even  be  asserted  that 
the  auditor's  certificate  reproduced 
above  induces  this  expectation  in  the 


public  when  it  states  that  the  stat 
ments  "present  fairly  the  financial  po^ 
tion  .  .  .  |and|  results  of  operations.  .  . 
The  truth  appears  to  be  quite  differen 
A  few  years  ago  in  More  Debits  Th& 
Credits  I  argued  that  the  public's  assum 
tion  should  become  the  standard  for  tlj 
auditor's  performance;  that  the  auditi 
should  be  responsible  for  the  develoi 
ment  of  the  statements  which  l| 
deemed  to  be  fair,  not  merely  "in  acccj 
dance  with  GAAP" — whatever  th) 
phrase  might  mean — but  fair  in  terms 
what  people  expect  it  to  mean,  withoi 
reference  to  accounting  practices. 

This  argument  met  with  disfavor  frol 
a  distinguished  accounting  academicij 
in  a  review  fox  Business  Week: 

"The  basic  theme  of  the  book  can  1 
briefly  summarized:  The  financial  stat 
ments  should  be  fair.  Briloff  maintai 
that  financial  statements  may  be  in  a 
cordance  with  GAAP  and  yet  not  be  h 
presentations  of  a  corporation's  financil 
position  and  the  results  of  operation 
Unfortunately,  Briloff,  like  many  othl 
people  (and  at  least  one  major  public  ; 
counting  firm)  who  have  argued  that  fail 
ness  should  be  the  basis  of  financial  i 
porting,  never  defines  what  he  means 
fair.  Fairness  is  an  empty  box,  and  til 
sooner  we  bury  the  term,  the  better 
we   will  be.   What  Briloff  appareni 
means  by  fair  is  something  that  a>;re 
with  his  biases.  The  biases  of  others  z 
dismissed  with  contempt.  .  .  ." 

This  is  not  the  place  to  plead  aga 
for  fairness  as  determined  by  t 
independent  auditor  rather  th 
corporate  management.  My  intention 
to  emphasize  the  disparity  between  t 
popular  myth  and  the  reality  known 
sophisticates. 

The  critical  "fake"  may  well  lie  in  t 
phrase  of  the  certification  reproduc 
above  which  reads  "our  examinations 
these  statements."  If  one  were  to  belie 
the  Montgomery  credo,  he  (or  she)  wot 
presume  that  the  auditor  prepared  t 
financial  statements.  Now  look  aga 
note  that  the  auditor  is  merely  sayi 
that  he  has  examined  the  statemen 
The  difference  between  the  two  empl 
sized  terms  takes  on  a  disparity  of  1 
degrees,  especially  when  the  auditor 
confronted  in  litigation  with  statemei 
which  are  patently  unfair  and  which  1 
auditor  is  constrained  to  agree  are  inh 
ently  unfair.  He  is  then  heard  to  procla 
that  they  are  not  his  statements;  they 
those  of  management,  which  he  1 
merely  examined  to  determine  whetl 
they  were  fair  in  conformity  w 
GAAP — and  so  the  argument  goes  rou 
and  round. 
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"It  is  [the  auditors)  duty, 
after  fighting  the  figures  and 
finding  the  facts,  to  assemble 
the  figures  and  to  tell  the 
truth  about  them  with  clar- 
ity, conciseness  and  intelli- 
gence so  that  he  who  runs 
may  read. ..." 

— accounting  pioneer 
Colonel  Robert  H.  Montgomery 


There  arc  times  when  I  wonder  who 
has  fallen  victim  to  the  myth,  the  auditor 
or  the  puhlic.  Should  not  the  auditor  ac- 
knowledge that  when  push  comes  to 
shove,  he  must  demonstrate  the  inher- 
ent fairness  of  the  statements — within 
the  framework  of  GAAP  if  he  can,  hut 
ultimately  fair"  nevertheless? 

The  Continental  Vending  landmark 
case  involved  three  CPAs  of  a  maior  na- 
tional accounting  firm.  In  the  course  of 
his  opinion,  Judge  Henry  ].  Friendly, 
speaking  for  the  U.S.  Court  of  Appeals 
for  the  Second  Circuit,  stated  the  vital 
issue  as  follows: 

"Defendants  [CPAs|  asked  [the  trial 
judge  to  give]  .  .  .  instructions  which,  in 
substance,  would  have  told  the  jury  that 
a  defendant  could  be  found  guilty  only  if, 
according  to  generally  accepted  account- 
ing principles,  the  financial  statements 
as  a  whole  did  not  fairly  present  the 
financial  condition  of  Continental  at 
Sept.  30,  1962  The  [trial]  judge  de- 
clined to  give  these  instructions.  Dealing 
with  the  subject  in  the  course  of  his 
charge,  he  said  that  the  'crit'ical  test'  was 
whether  the  financial  statements  as  a 
whole  'fairly'  presented  the  financial  po- 
sition of  Continental  as  of  Sept.  30,  1962 
and  .  .  .  accurately  reported  the  oper- 
ations for  fiscal  1962. 

"We  think  the  ludge  was  right.  .  .  ." 

This  judgment  was  subsequently  ap- 
plied by  a  federal  district  judge  in  the 
matter  oiHerzfeld  v.  Laventhol: 

"The  policy  underlying  the  securities 
laws  of  providing  investors  with  all  the 
facts  needed  to  make  intelligent  invest 
ment  decisions  can  only  be  accom- 
plished if  financial  statements  fully  and 
fairly  portray  the  actual  financial  condi- 
tion of  the  company,  hi  those  cases 
where  application  of  generally  accepted 
accounting  principles  fulfills  the  duty  of 
full  and  fair  disclosure,  the  accountant 
need  go  no  further.  But  if  application  of 
accounting  principles  alone  will  not 
adequately  inform  investors,  accoun- 
tants, as  well  as  insiders,  must  take 
pains  to  lay  bare  all  the  facts  needed  by 
investors  to  interpret  the  financial 
statements  accurately." 

In  light  of  the  alarming  accounting 
fakes  of  the  past  few  years  and  the  com- 
pelling reasons  for  application  of  the  fair- 
ness standard  independently  of  GAAP, 
the  question  persists:  Why  doesn't  the 
accounting  profession  move  to  put  up  or 
shut  up?  1  submit  that  a  major  part  of  the 
answer  is  that  our  profession  enjoys  the 
present  state  of  ambivalence  and  ambi- 
guity. After  all,  would  society  be  willing 


to  pay  several  billion  dollars  for  auditing 
if  they  realized  that  those  carrying  on 
this  function  were  not  really  willing  t<j 
stake  their  credentials  on  the  fairness  o 
the  statements  they  audit?  .  .  . 

But  it  should  not  have  taken  theConti 
nental  Vending  trauma  oiHerzfeld  to  sen 
sitize  the  accounting  establishment  til 
the  fact  that  it  was  indulging  in  a  mytt 
regarding  its  responsibility  for  the  "fair] 
ik'ss  qua  fairness"  of  audited  financial 
statements.  Fifteen  years  ago  a  selec 
committee  of  the  AICPA  created  to 
study  the  Opinions  of  the  Accountinj 
Principles  Board  zeroed  in  on  this  ver 
issue.  In  its  report  to  the  Institute' 
Council  it  expressed  itself  on  the  issue  ii 
strident  tones: 

".  .  .  in  the  standard  report  of  thi 
auditor,  he  generally  says  that  finaneia 
statements  'present  fairly'  in  conformir 
with  generally  accepted  accounting  prin 
ciples — and  so  on.  What  does  the  audi 
tor  mean  by  the  quoted  words?  Is  h 
saying:  ( 1 )  that  the  statements  are  fai 
and  in  accordance  with  GAAP;  or  [1 
that  they  are  fair  because  they  are  ij 
accordance  with  GAAP;  or  3)  that  the 
are  fair  only  to  the  extent  that  GAAP  ap 
fair;  or  (4)  that  whatever  GAAP  may  be 
the  presentation  of  them  is  fair?"  [Err 
phasis  in  original.] 

But  a  myth  dies  hard,  especial! 
when  a  society  [e.g  ,  the  accoun 
ing  profession)  believes  it  has 
vested  pocketbook  interest  in  the  perpe 
uation  of  it.  Continental  Vending  an 
Herzfeld  notwithstanding,  the  AICPA  : 
still  trying  to  get  its  fairness  act  togethe 
As  the  profession  approached  the  d< 
cade  of  the  1980s,  its  Audit  Standarc 
Board  held  public  hearings  on  the  ma 
ter  of  the  auditor's  report;  a  summai 
of  the  proceedings  prepared  by  a  tas 
force  of  the  Board  reported  the  follov 
ing  consensus: 

"What  topics  should  the  auditor's  r 
port  cover?  Issues  related  to  the  opn 
ion — should  the  phrase  'present  fairly'  1 
deleted?  The  public  generally  favored  r 
taining  the  pbrase;  some  commentate) 
would  accept  a  substitute  phrase  such  ; 
'in  all  material  respects'  or  'reasonablt 
The  task  force  unanimously  agrees  th. 
the  phrase  should  be  deleted.  Howev 
the  task  force  does  not  feel  strong 
about  the  issue,  some  believing  that  res 
lution  depends  partly  on  whether  GAA 
is  described." 

After  15  years  we  are  back  to  squa 
one;  in  the  meantime  the  myth  is  ali' 
and  well — at  least  in  the  minds  of  tl 
accounting  profession's  hierarchy.  ■ 
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Refinancing 
America 

-A NATIONAL  AGENDA 


"We  used  to  think  that  you  could  just  spend 
your  way  out  of  a  recession  and  increase 
employment  by  cutting  taxes  and  boosting 
government  spending  I  tell  you  in  all  candor 
that  the  option  no  longer  exists  and  insofar  as 
it  ever  did  exist,  it  only  worked  by  injecting  a 
bigger  dose  of  inflation  into  the  economy, 
followed  by  a  higher  level  of  unemployment 
That  is  the  history  of  the  last  twenty  years." 
former  Prime  Minister  James  Callahan 
in  speech  to  British  Labor  Party 
Conference,  1976 


by  William  E.  Simon 

Senior  Consultant,  Blyth  Eastman 
Paine  Webber  Incorporated. 
Former  Secretary  of  The  U.S  Treasury 


INTRODUCTION  TO 
A  FUTURE  AGENDA 

I  have  devoted  nearly  all  of  my  adult  life  to 
the  financial  and  business  affairs  of  this  na- 
tion. I  feel  that  i  have  an  important  stake  in  the 
outcome  of  our  country's  economic  future 
and  also  some  knowledge  of  its  inner  work- 
ings. For  four  years  I  administered  the  De- 
partment of  Treasury,  and  therein  gained 
some  insight  into  both  the  difficulties  and  the 
possibilities  of  public  policy  in  the  economic 
and  financial  area  Based  on  these  personal 
experiences  and  my  great  concerns  for  the 
future  of  our  country,  I  feel  the  time  has  come 
for  a  serious  consideration  of  the  economic 
issues  that  will  shape  our  future  perform- 
ance. 

My  recommendations  in  brief 

First,  a  balanced  budget  rule.  This  rule  will 
keep  the  government's  hand  out  of  our 
scarce  private  savings,  and  it  will  remove  the 
pressure  on  the  Federal  Reserve  System  to 
cover  a  large  part  of  the  government's  bor- 
rowing requirements  by  printing  more 
money 

Second,  a  spending  limitation  This  rule 
will  stop  the  government  from  balancing  its 
budget  by  simply  raising  taxes,  or  by  shifting 
actual  outlays  to  "off-budget"  activities  and 
credit  programs  outside  of  the  reported 
budget,  it  will  make  the  expansion  of  govern- 
ment dependent  on  the  growth  of  the  private 
economy 

Third,  a  reduction  in  the  rate  of  taxation  on 


income  from  all  sources  This  will  stop  peo- 
ple from  being  penalized  for  their  own  hard 
work  and  their  own  success  It  will  put  an  end 
to  the  "tax-brake"  on  the  growth  of  national 
income. 

Fourth,  a  money  supply  rule  that  will  match 
the  expansion  of  money  and  credit  with  the 
growing  output  of  goods  and  services 

Fifth,  a  regulatory  budget  \Uat  will  require  a 
more  realistic  cost/benefit  analysis  of  new 
and  existing  regulations;  it  will  stop  the  gov- 
ernment from  evading  the  spending  limita- 
tions on  its  budget  by  mandating  the  private 
use  of  resources  to  meet  government  goals. 

In  conjunction  with  the  five  steps  above,  I 
am  going  to  recommend  a  thorough  over- 
haul of  our  present  energy  policies 

These  are  all  familiar  recommendations 
that  are  included  in  the  rhetoric  of  most  politi- 
cians and  economists.  They  are,  however, 
consistently  ignored  in  actual  practice  be- 
cause there  is  never  a  convenient  political 
time  to  confront  the  cumulative  policy  distor- 
tions, and  piecemeal  action  has  proved  use- 
less. As  I  will  emphasize  again  and  again, 
none  of  the  individual  recommendations  can 
stand  alone:  they  are  interdependent  and 
must  be  adopted  as  an  integrated  package 
They  are  not  simple  solutions.  There  are  no 
elixirs  or  panaceas  But  I  am  confident  that 
the  simultaneous  application  of  these  princi- 
ples in  a  dynamic  and  constantly-changing 
market  economy  will  provide  a  viable  future 
agenda,  a  comprehensive  program  for  re- 
financing the  American  economy 


THE  NEED  AND  CHALLENGE 
OF  REFINANCING  AMERICA 

Much  of  the  American  business  commun- 
ity today  lacks  confidence  in  the  future  The 
operating  environment  seems  increasingly 
hostile  to  private  enterprise  and  the  vitality  of 
millions  upon  millions  of  participants  in  our 
economy  is  approaching  a  historic  low.  In- 
dividual consumers  assume  that  their  real 
purchasing  power  will  decline  in  the  future 
because  of  inflation  and  taxes  Business 
managers  assume  that  the  secular  decline  of 
profits  will  continue  and  that  future  returns 
are  uncertain  because  of  unstable  economic 
conditions,  severe  inflation  distortions,  li- 
quidity and  solvency  strains  and  increasing 
government  intervention  Historical  experi- 
ence suggests  these  assumptions  may  be 
exaggerated  but  this  does  not  mitigate  the 
resulting  pessimism. 

Up  to  now,  Americans  by  and  large  have 
been  a  hopeful  and  optimistic  lot.  encour- 
aged by  economic  successes  nearly  unrival- 
led in  world  history  But  recent  failures  are 
breeding  a  sense  of  insecurity  not  witnessed 
since  the  1930s  Much  of  this  spirit  of  fore- 
boding is  the  result  of  cumulative  shocks  In 
the  mid-1960s  the  United  States  began  a 
series  of  economic  booms  and  recessions: 
overheating  of  the  economy  created  price 
pressures,  accelerating  inflation  pressures 
led  to  recessions  by  restricting  housing  con- 
struction, personal  spending,  and  business 
investment,  the  recessions  created  unem- 


ployment,  which  wasted  resources  and 
caused  great  personal  suffering;  rising  un- 
employment typically  triggered  well- 
intentioned  but  poorly-planned  and  ill-timed 
government  fiscal  and  monetary  responses 
and  this  led  to  additional  rounds  of  over- 
heating —  inflation — recession — unemploy- 
ment— and  even  more  government  interven- 
tion. As  we  begin  the  1980s  our  economy  is 
once  again  at  the  point  of  deteriorating  eco- 
nomic growth,  rampant  inflation,  the  risk  of 
increasing  unemployment,  continuation  of 
massive  trade  deficits,  and  pressures 
against  the  foreign  exchange  value  of  the 
dollar 

The  problems  of  the  dollar  are  a  direct 
extension  of  our  domestic  economic  prob- 
lems. The  currency  of  a  great  nation  is  usual- 
ly in  demand  throughout  the  global  economy 
to  provide  liquidity,  to  pay  for  world  trade, 
and  as  a  foundation  upon  which  to  build 
world  prosperity.  But  the  decline  of  a  great 
currency  becomes  a  disruptive  factor  in 
world  trade  and  the  internal  economic 
malaise  of  a  great  power  is  spread  worl- 
dwide through  its  weakened  currency,  creat- 
ing unrest  and  frustration  overseas  just  as  is 
the  case  at  home.  During  the  1970s,  and 
particularly  the  last  third  of  the  decade,  the 
weakened  and  battered  dollar  has  become  a 
symbol  of  weakened  and  battered  U  S.  pre- 
stige around  the  globe 

We  must  always  recognize  that  world  poli- 
tics do  not  stand  still  In  the  geopolitical 
framework  of  superpower  politics,  the  Soviet 
Union  is  advancing  and  expanding  its  influ- 
ence at  every  turn  and  always  at  our  ex- 
pense We  must  assume  that  the  Soviets  are 
now  pointing  to  the  breakdown  of  the  hereto- 
fore powerful  U.S.  economic  model,  that  they 
are  suggesting  that  the  inflation-prone  and 
stagnant  U  S.  economy  has  forfeited  its  posi- 
tion of  leadership. 

The  Fundamental  Problem  of  Inflation. 
The  swing  from  relative  price  stability  to 
rapid  inflation  began  in  the  mid-1 960's  Until 
that  benchmark  shift,  Americans  had  always 
been  able  to  make  their  personal  saving  and 
investment  plans  on  the  basis  of  price  stabil- 
ity For  example,  from  1890  to  1970  prices  in 
the  United  States  increased  at  an  annual  rate 
of  only  1 .8  percent  This  pace  was  character- 
istic of  the  1950s  and  the  first  half  of  the 
1960s  Since  then,  our  national  experience 
has  changed  dramatically 

Analysis  of  figures  year-by-year  indicates 
that  inflation  began  to  accelerate  as  early  as 
1 965  (a  little  later  at  the  consumer  level).  That 
wave  of  inflation  crested  at  6  percent  for 
consumer  gains  in  1969  The  gradual  res- 
traint of  government  policies  initiated  in  1 969 
was  successful  in  reducing  inflation  press- 
ures in  1970  and  1971.  but  a  new  round  of 
stimulative  policies,  combined  with  the 
world-wide  disasters  of  agricultural  famines 
and  the  unprecedented  quadrupling  of  oil 
prices  led  to  a  literal  explosion  of  prices  that 
pushed  the  Consumer  Price  Index  to  just 
over  12  percent  in  1974  Once  again,  strong 


government  policy  responses  in  the  mid- 
1970s  were  able  to  control  and  then  reduce 
the  inflation  pressures  so  that  the  increase  of 
the  Consumer  Price  Index  was  back  down  to 
4  8  percent  in  1976  That  temporary  prog- 
ress was  again  lost  as  a  new  administration 
arriving  in  Washington  turned  to  stimulative 
programs  without  regard  for  the  inflation 
risks  involved. 

The  dismal  record  since  then  is  dramati- 
cally evident  as  the  Consumer  Price  Index 
jumped  13  3  percent  in  1979  and  then  ex- 
ploded even  further  in  the  first  three  months 
of  1980  when  consumer  price  gains  rose  to 
an  annual  pace  of  over  18  percent  The  se- 
vere recession  now  underway  has  taken 
some  of  the  steam  out  of  the  current  surge  of 
prices,  but  very  few  economists  expect  sus- 
tained improvement. 

It  seems  obvious  that  any  long-term  solu- 
tion to  our  economic  problems  requires  bet- 
ter control  of  inflation  Inflation  must  be  clear- 
ly recognized  for  what  it  is:  The  greatest 
threat  to  the  sustained  progress  of  our  eco- 
nomy and  to  the  personal  standard  of  living 
of  most  Americans 

In  its  most  extreme  form,  inflation  can  des- 
troy an  entire  society  For  example,  the  hyp- 
er-inflation that  occurred  in  Germany  follow- 
ing World  War  I  was  a  major  factor  in  the 
disintegration  of  that  nation  preceding  the 
establishment  of  a  totalitarian  dictatorship 
that  eventually  forced  the  entire  world  into  a 
destructive  war.  During  the  sixteen  months 
preceding  the  inflationary  climax  in  Germany 
in  November  1 923,  the  volume  of  currency  in 
circulation  expanded  7  3  billion  times  and 
prices  jumped  10  billion  times 

In  such  an  atmosphere,  people  will  try  any- 
thing that  offers  an  illusion  of  hope,  no  matter 
how  empty  that  hope  may  be.  But  history 
clearly  demonstrates  that  when  inflation 
gains  that  kind  of  grip  on  the  affairs  of  any 
nation  there  is  no  prospect  for  survival  of  any 
of  the  established  political,  social,  or  econo- 
mic institutions  The  entire  system  breaks 
down,  income  and  wealth  become  worthless 
and  the  barter  of  physical  goods  and  ser- 
vices takes  over.  As  society  disintegrates 
there  is  an  actual  civil  war  of  taxpayers 
against  government,  tenants  against  land- 
lords, unions  against  business,  farmers 
against  consumers,  investors  against  spen- 
ders, and,  ultimately,  looters  against  proper- 
ty owners  and  police. 

The  growth  of  the  U  S  economy  and  of  the 
economies  of  all  the  industrial  countries  have 
historically  depended  on  a  high  rate  of  pri- 
vate investment  Strong  investment  is 
needed  to  stimulate  demand,  to  introduce 
new  technology,-  and  to  raise  productivity 
and  living  standards. 

The  United  States  has  not  committed 
adequate  resources  to  creating  new  produc- 
tive capacity 

Specific  evidence  of  the  sliding  American 
position  is  the  deterioration  of  our  internation- 
al competitive  position  which  is  heavily  de- 
pendent upon  technological  innovation 
Economists  and  business  managers  have 


observed  that  American  innovation  in  com- 
mercial technology  has  become  sluggish 
except  for  our  continued  leadership  in  com- 
puters, heavy  capital  goods,  military  hard- 
ware, and  aerospace  projects  A  National 
Science  Foundation  study  has  noted  that 
there  has  been  such  a  rapid  increase  in  fore- 
ign inventors  receiving  U  S  patents  that  fore- 
ign patents  now  account  for  more  than  30 
percent  of  the  total  issued  by  the  United 
States  Patent  Office  This  shift  of  emphasis 
reflects  the  decline  in  the  share  of  our  gross 
national  product  spent  on  research  and  de- 
velopment from  a  peak  of  3  percent  in  1963 
to  only  2  3  percent  in  1974  By  1973,  West 
Germany  moved  ahead  of  the  United  States 
in  the  share  of  the  GNP  devoted  to  science 
and  engineering 

Our  current  balance  of  payments  difficul- 
ties reflect  this  slowing  down  of  American 
innovative  capacity  relative  to  Europe  and 
Japan  and  a  deterioration  in  the  market 
share  of  U  S  enterprise  worldwide  Blaming 
our  problems  on  foreign  trade  barriers  is  too 
simplistic  and  evasive  an  explanation  for  this 
loss  of  international  market  shares  These 
tariffs  and  non-tariff  barriers  apply  to  all 
countries  The  problem  is  more  basic,  the 
United  States  is  losing  its  competitiveness 
and  the  negative  effects  are  most  obvious  in 
our  export  markets  Technology-intensive 
and  agricultural  goods,  the  U  S  s  strengths 
on  the  export  side  of  the  ledger,  are  showing 
a  declining  growth  rate,  while  imports  are 
increasing  European  and  Japanese  com- 
panies, facing  increased  competition  from 
developing  nations,  are  becoming  more 
aggressive  in  their  efforts  to  move  into  U.S. 
markets  A  recent  survey  of  seven  European 
firms  in  manufacturing  found  that  the  most 
frequently  cited  reason  for  entry  into  the  U.S. 
market  was  because  they  felt  their  own  tech- 
nology was  superior  to  ours 

The  Fundamental  Importance  of  Capital 
Investment.  The  deterioration  of  the  U  S 
economy  is  indicated  by  the  upward  move- 
ment of  both  inflation  and  unemployment,  a 
slowdown  in  the  pace  of  productivity  and  real 
output,  occasional  production  capacity 
shortages  in  several  key  industries,  and  a 
swing  in  the  U  S  trade  position  from  surplus 
to  massive  deficits  Every  one  of  these  se- 
rious problems  is  linked  to  the  level  of  capital 
investment. 

Various  sophisticated  analyses  can  be 
used  to  identify  the  amounts  of  capital  invest- 
ment required  to  achieve  economic  goals 
but  a  more  pragmatic  approach  is  to  simply 
recognize  that  more  capital  investment 
would  have  helped  to  control  inflation,  to  cre- 
ate more  jobs  for  our  growing  labor  force,  to 
increase  productivity,  and  to  improve  the  ex- 
port competitiveness  of  U.S.  companies 
Given  these  crucial  goals,  it  is  incredible,  but 
true,  that  during  the  last  twenty  years  the 
United  States  has  had  the  lowest  rate  of 
capital  investment  of  any  major  industrial  na- 
tion in  the  world 

When  total  fixed  investment  as  a  percent  of 


Why  tax  capital  gains  when  America 
needs  more  capital  for  new  jobs? 


The  capital  gains  tax  is  stifling  investment  and 
kiliing  incentive.  Never  has  there  been  more 
convincing  evidence. 

Two  years  ago,  Congress  realized  that  investment 
incentives  were  needed  to  stimulate  capital 
formation  and  employment.  So  it  reduced  the 
maximum  capital  gains  tax  rate  from  49% to  28%. 

That  was  a  step  in  the  right  direction.  But  it's  still 
not  enough: 


The  Real  Rate  of  Return  on  a  100%  Profit 
After  Capital  Gains  Taxes* 

Under  Under 
Previous  Current 
49%  Capital    28%  Capital 
Gains  Tax         Gains  Tax 

Under 
Proposed 
20%  Capital 
Gains  Tax 

INFLATION  RATES 

1)    2.3%  (1960s) 

3.5% 

5.4% 

6. 1  % 

2)   7.1%  (1970s) 

(  11) 

0.7 

1.3 

3)  18.0%  (March,  1980) 

(10.3) 

(8.6) 

(8.0) 

4)  10.0%  (?) 

(  3.7) 

(2.0) 

(1.4) 

"Investment  held  7  2  years 

Take  a  close  look  at  line  3  in  the  chart  above.  It 
shows  what  happens  to  an  investor  who  doubles 
his  money  in  7.2  years  (the  average  holding 
period  for  stocks). 

As  you  can  see,  at  an  18%  inflation  rate,  the 
investor  would  experience  a  real  loss  of  8.6% 
per  year  under  current  tax  laws. 

Now  suppose  inflation  were  to  drop  to  10%  (as 
we  all  hope  it  will).  Line  4  of  the  chart  shows  that 
our  investor  would  still  have  a  2%  annual  real 
loss  after  taxes. 

And  even  if  the  maximum  capital  gains  tax  rate 
were  reduced  to  20%,  as  has  been  proposed  in 
Congress,  the  capital  gains  tax  would  still 
confiscate  all  the  investors'  profits,  and  then  some. 

Clearly  the  tax  must  be  eliminated. 

Capital  gains  taxes  are  especially  damaging  to 
the  growth  of  small  business  and  the  generation  of 
new  jobs.  Between  1969  and  1976,  over  80%  of 
all  new  jobs  were  created  by  companies  with  less 
than  100  employees. 


With  small  businesses  accounting  for  most  of 
America's  new  jobs,  we  can't  afford  a  tax  that 
stops  investment  in  small  business.  And  this  has 
happened,  as  follows: 


Equity  Capital  Raised  by  Companies  Having 
a  Net  Worth  Under  $5  Million 


Maximum 
Capital  Gains 
Tax  Rate 

Number 
of  Stock 
Offerings 

Funds  Raised 
in  Constant 
1980  Dollars 

($  MILLIONS) 

1) 

1969 

25% 

698 

$2,869.5 

2) 

1975 

49% 

4 

23.2 

3) 

1977 

49% 

13 

54.8 

4) 

1979 

28% 

46 

201.1 

As  you  can  see,  when  the  capital  gains  tax  was 
raised  from  25%  to  49%, there  was  a  staggering 
decrease  in  new  stock  offerings.  And,  when  the 
tax  was  lowered  in  1979,  that  trend  reversed, 
and  the  number  of  new  offerings  (and  new  jobs) 
began  to  grow  -  just  as  expected. 


But  the  chart  also  shows  that  we're  stil 
far  behind  1969  levels. 


lagging 


It's  time  for  Congress  to  again  act  in  the  interests 
of  all  of  us.  It's  tune  to  eliminate  the  tax  thaf  still 
stands  in  the  way  of  capital  formation,  economic 
growth,  and  new  jobs. 

At  W.  R.Grace  &  Co.,  we  urge  you  to  write 
your  elected  Senators  and  Representatives  and 
tell  them  to: 

/ .  Eliminate  all  taxes  on  capital  gains. 

2.  Stop  the  unprecedented  government  deficit 

spending  which  has  become  a  major  source 

of  inflation. 

An  economy  that  depends  on  private  capital  for 
iobs  can't  afford  to  bite  the  hand  that  feeds  it. 


One  step  ahead  ofa 
changing  world 


GRACE 

chemicals  •  natural  resources  •  consumer  products 


W.R.Grace  &  Co.,  1 1 14  Avenue  of  the  Americas,  New  York,  N.Y.  10036 


the  gross  national  product  is  evaluated,  the 
United  States  ranks  last  among  a  group  of 
eleven  major  industrial  nations  and  the  gap 
tends  to  increase  during  the  period 
analyzed. 

When  more-familiar  U.S.  definitions  are 
used,  which  consider  only  private  invest- 
ment after  deleting  any  government  outlays, 
the  average  rate  of  U  S  investment  was  15.1 
percent  for  the  period  If  only  investments  in 
plant  and  equipment  are  considered,  the  Un- 
ited States  still  ranks  last  among  its  industrial 
peers. 

FUTURE  CAPITAL  INVESTMENT 
REQUIREMENTS 

Economic  projections  are  always  difficult, 
but  it  is  obvious  that  future  capital  require- 
ments will  be  enormous — larger  than  any- 
thing we  have  ever  faced  before  Clearly  we 
will  need  to  increase  the  quantity  and  quality 
of  housing,  develop  new  energy  resources; 
improve  the  quality  of  our  environment,  reha- 
bilitate the  existing  transportation  system 
and  develop  a  better  urban  transportation 
system,  continue  the  mechanization  of  agri- 
culture; construct  new  office  buildings,  com- 
munications systems,  medical  facilities, 


schools  and  other  facilities,  and  meet  the 
massive  needs  for  new  plant  and  equipment 
In  all  of  these  sectors  we  must  not  only  re- 
place and  modernize  existing  facilities  but 
also  add  new  capacity 

Our  capital  investment  needs  in  coming 
years  are  approximately  three  times  the  level 
of  the  recent  past  That  is  perhaps  the  best 
measure  of  our  challenge 

The  most  important  contribution  of  the 
many  studies  that  have  been  completed  on 
capital  investment  requirements  is  not  the 
precise  dollar  estimates  that  result  because 
such  estimates  are  very  uncertain  The  cru- 
cial point  is  that  we  can  achieve  the  dollar 
amounts  required  by  slightly  tilting  the 
allocation  of  resources  toward  capital  forma- 
tion, A  major  shift  away  from  consumption  is 
not  required.  In  fact,  most  studies  indicate 
that  a  shift  of  about  1  percent  of  the  future 
GNP  would  accomplish  the  goal  (from  histor- 
ical rates  of  1 5  percent  to  about  1 6  percent  of 
GNP  for  total  residential  and  business  fixed 
investment  and  from  10-V2  to  II-V2  percent 
for  business  fixed  investment  only. 

In  summary,  it  is  clear  that  capital  invest- 
ment is  a  fundamental  factor  in  economic 
development  and  that  other  nations  have 
tended  to  allocate  a  substantially  larger 


The  Pomona  Plan 

A  Tax  Saving  Program  Specially  for  You 

The  Pomona  Plan,  one  of  the  oldest  and  most  experi- 
enced deferred  giving  programs  in  America,  has  been 
helping  taxpayers  to  make  the  most  of  legal  tax  incen- 
tives to  reduce  income  taxes  and  estate  taxes  for  35  years. 

During  that  period,  more  than  $50  million  has 
been  entrusted  to  the  Pomona  Plan,  with  individual 
agreements  ranging  from  $1,000  to  $1  million. 

What  is  most  important  to  you,  however,  is  that 
the  Pomona  Plan's  staff  of  experienced  consultants 
will  meet  with  you  personally  to  develop  a  tax  sav- 
ing program  expressly  for  you,  taking  into  account 
your  age,  tax  bracket,  the  nature  of  your  assets  such 
as  securities  or  real  estate  and  other  personal  con- 
siderations. In  addition,  a  Pomona  Plan  agreement 
may  help  you  to  reduce  or  eliminate  capital  gains  tax 
as  well  as  taxes  on  ordinary  income. 

Pomona  College  is  a  quality,  California-based,  in- 
dependent college  with  total  assets  in  excess  of  $125 
million. 

For  additional  information  or  explanatory  booklet*  about  the  Pomona  Plan, 

contact:  Howard  Metzler,  Director 

Annuity  and  Trust  Program,  Dept.  FSO 
Pomona  College 
Claremont,  Calif.  91711 

*For  this  free  booklet,  please  use  the  reader's  response  card  in  this  section. 


share  of  that  national  output  to  new  capital 
formation,  and  the  gap  has  increased  over 
time  It  is  possible  to  achieve  the  expected 
capital  formation  goals  by  tilting  approx- 
imately 1  percent  of  the  GNP  toward  invest- 
ment This  is  clearly  feasible 

The  Fundamental  Importance  of  Corpo- 
rate Profitability.  Before  turning  to  a  discus- 
sion of  recommended  government  policy  ac- 
tions, I  think  it  important  to  refer  to  a  fun- 
damental problem  There  must  be  economic 
incentives  to  make  future  capital  invest- 
ments Even  if  the  government's  policies  for 
spending,  taxation,  controlling  the  growth  of 
money  and  credit,  energy,  and  regulation 
are  properly  geared  to  encouraging  invest- 
ment, there  will  still  be  a  lack  of  interest  on  the 
part  of  private  companies  unless  profit 
opportunities  are  available  Corporate  pro- 
fitability is  the  basic  prerequisite  for  creating 
the  expansion  of  capital  investment. 

Given  the  importance  of  profits  as  the  driv- 
ing economic  incentive  in  a  market  eco- 
nomy, it  is  discouraging  to  note  the  chronic 
decline  of  profitability  in  industrial  countries. 
Since  the  mid-1960s,  these  countries  have 
experienced  a  serious  erosion  of  profitability 
as  measured  by  returns  on  capital  invest- 
ment Similar  deterioration  in  other  mea- 
sures, such  as  corporate  profits  as  a  share  of 
the  national  income  and  profits  as  a  share  of 
each  dollar  of  sales,  has  also  occurred 

The  magnitude  and  pervasiveness  of  the 
changes  are  far  too  great  to  dismiss  as  the 
result  of  temporary  cyclical  forces  or 
measurement  problems  Following  an  exten- 
sive economic  recovery,  stretching  from  ear- 
ly 1 975  through  1 979,  the  level  of  U  S  corpo- 
rate profits  should  be  far  higher  than  it  is  If 
we  make  proper  adjustments  to  correct  for 
inflation  distortions  in  calculating  deprecia- 
tion charges  on  physical  assets  and  the 
valuation  of  inventories,  the  reported  profit 
figures  would  be  even  more  dismal  This 
chronic  erosion  of  profitability  has  caused  a 
huge  withdrawal  of  equity  from  business  and 
has  been  a  major  factor  discouraging  capital 
investment 

Incentives  have  been  distorted  by  unwil- 
lingness to  allow  sufficient  adjustments  to 
occur  after  a  period  of  extensive  economic 
change  and  by  the  effects  of  the  very 
methods  used  in  place  of  adjustment  We 
have  witnessed  an  extraordinary  growth  in 
the  size  of  government,  in  its  level  of  taxation 
and  spending,  and  in  the  scope  and 
penetration  of  its  effects  on  society  My  re- 
commendations for  reversing  these  unfavor- 
able developments  are  discussed  in  the  next 
section 

AN  ACTION  PROGRAM  TO  ACHIEVE 
NATIONAL  GOALS 

Reversing  the  cumulative  economic  prob- 
lems discussed  in  the  preceding  sections 
will  not  be  easy,  but  further  delay  will  only 
make  the  job  more  difficult  and  costly.  Pro- 
viding the  proper  environment  for  stimulating 


Citicorp  Center  in  New  York,  where  the  North  American  Banking  Group  of  Citibank 
uses  MDS  SERIES  21  Systems 


The 

Information 
Lockbox 


MDS  SERIES  21  Distributed  Data 
Processing  System 


Today's  Diversified  Corporate  Structures 

and  overall  business  trend  toward  dis- 
persed operations,  make  efficient  man- 
agement of  information  vitally  important. 
MDS  SERIES  21  Distributed  Data  Process- 
ing Systems  provide  the  means  to  keep 
pace  with  these  complex  structures  and 
organizational  trends. 

Large  Or  Small,  Dispersed  Or 
Centralized-all  businesses  share  the 
need  to  move  information  quickly  and 
efficiently,  especially  when  that  infor- 
mation concerns  their  cash  position. 
CITIBANK  is  an  organization  that 
realizes  this  need.  Their  North 
American  Banking  Group  uses  MDS 
SERIES  21  Systems  to  process  infor- 
mation about  payments  made  to  their 
multi-national  corporate  accounts. 
These  Systems  are  being  used  as 
focal  points  in  their  lockbox  operation. 


Checks  made  payable  to  customers 
are  received  at  Citibank  and  reported 
directly  to  those  customers  via  their 
SERIES  21  Systems.  Since  using  this 
System,  Citibank  customers  have  the 
information  necessary  to  update  their 
receivables  and  ledger  balances  the 
same  day  these  funds  are  received. 

Modular  Expandable  Design- 
Exceptional  Communications 
Capability-System  Reliability  These 
are  just  a  few  of  the  many  advan- 
tages MDS  SERIES  21  Systems  offer- 
advantages  that  have  helped 
Citibank  provide  better  service  to 
their  corporate  customers. 

The  MDS  SERIES  21  family  of  dis- 
tributed data  processing  systems  can 
also  help  your  organization  more 
effectively  manage  information.  How? 
Just  ask. 


□  Please  send 

additional  information. 

□  Please  have 

an  MDS  representative 
call  for  an  appointment. 

□  Please  call  our 
M.I.S.  Manager. 

Name 

Title 

Company 

No.  &  Street 

Phone 

City/Stale/Zip 


FB-91580 
i  

SERIES  21  Reg.  U.S.  Pat.  &  Tm.  Off. 


RID; 


MOHAWK 
,  DATA 
'  SCIENCES 

7  Century  Drive.  Parsippany,  N.J.  07054 
(201)  540-9080 
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>ome  people  think 
Bank  of  America 


left  its  hear 


in  San  Francisco. 
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Truth  is,  we  love 
New  York  so  much  we  have 
over  1100  people  here. 


In  fact  we've  actually  assigned  more  Global 
Account  Officers  to  New  York  than  we  have  to  o 
San  Francisco  headquarters. 

Today,  you'll  bump  into  BankAmericans  all  ov 
the  city'  providing  an  eye-opening  range  of  servic 

Downtown,  there's  BankAmerica  Internationc 
America's  largest  and  longest-standing  Edge  Act 
Bank.  The  local  office  now  handles  a  significant 
portion  of  all  clearings  in  the  New  York  area:  thei 
efficiency  can  be  a  valuable  asset  for  companies 


■  OF  AMERICA  NT  &SA  -  MEMBER  FD-C 


doing  international  business. 

Uptown,  there's  our  Corporate  Service  Office  on 
Park  Avenue,  where  Global  Account  Officers  or- 
chestrate our  world-wide  resources  for  their  clients  — 
everything  from  multi-currency  lines  to  project  financ- 
ing to  cash  management  services.  Each  account 
officer  is  also  backed  up  by  at  least  two  other  profes- 
sionals who  are  familiar  with  that  customer's  needs. 

Then  there's  our  New  York  Merchant  Banking 
Group  that  handles  private  placements,  mergers, 


acquisitions,  and  syndications.  When  it  comes  to 
leasing,  our  BankAmeriLease  people  are  serving 
some  of  America's  largest  corporations.  It  all  adds  u 
to  a  major— and  growing— commitment  to  the  New 
York  marketplace. 

So  if  you  want  to  deal  with  a  global  bank  that  love 
to  do  business  in  New  York,  give  us  a 
call—  local,  not  long  distance. 


BANKof  AMERICA 


Think  what  we  can  do  for  you. 


capital  investment  is  particularly  challeng- 
ing. What  our  country  needs  at  this  point  in  its 
national  history  is  a  total  revitalization  of  the 
market  system.  What  I  am  proposing  is  an 
action  program  of  five  specific  steps  that  the 
government  could  take  now  to  begin  this  vital 
turnaround  of  our  national  economic  pros- 
pects. Finally,  I  will  describe  a  parallel  series 
of  specific  energy  policy  actions. 

Recognizing  the  diversity  and  inter- 
dependence of  national  economic  and  ener- 
gy problems,  it  follows  naturally  that  we  need 
a  broad  mix  of  public  policies  Excessive 
reliance  on  only  one  policy  tool  creates  the 
same  distorting  imbalances  as  concentrat- 
ing on  specific  rather  than  comprehensive 
public  goals.  Ideally,  we  should  adopt  a  ba- 
lanced package  of  government  spending, 
tax,  monetary  and  regulatory  policies,  along 
with  key  energy  policy  initiatives,  which  rein- 
force and  complement  each  other. 

Rule  Number  1 : 
A  Balanced  Federal  Budget 

My  first  rule  concerns  the  principle  of  a 
balanced  budget  over  the  course  of  the  eco- 
nomic cycle  to  eliminate  what  has  become  a 
chronic  and  inflationary  pattern  of  Federal 
budget  deficits  This  is  a  realistic  principle, 
which  recognizes  the  need  for  moderate 
budgei  deficits  during  periods  of  economic 
recession  as  long  as  the  budget  moves  back 
into  a  surplus  position  during  periods  of 
strong  economic  expansion 

Budget  deficits  have  been  a  prevailing 
pattern  of  government  finance  stretching 
back  to  the  1930s,  but  only  in  recent  years 
have  they  become  so  large  and  so  persis- 
tent 

In  addition  to  the  cumulative  budget,  we 
must  take  into  account  net  borrowings  in  the 
capital  market,  which  support  the  activities  of 
over  one  hundred  and  fifty  Federal  credit 
programs  and  certain  "off  budget"  activities 
not  even  included  in  the  familiar  budget 
spending  and  deficit  figures.  These  totaled 
approximately  $250  billion  during  the 
eleven-year  period  of  Fiscal  Years  1968 
through  1978. 

The  obvious  fiscal  preference  of  politi- 
cians running  for  election  is  to  promise  more, 
not  less,  so  budget  deficits  are  likely  to  pro- 
liferate in  the  future  Nevertheless,  this  has 
only  led  to  increased  inflation  and  subse- 
quent economic  recessions  and  unemploy- 
ment The  prevailing  practice  of  monetiza- 
tion  of  the  chronic  deficits  has  caused  the 
money  supply  to  rise  more  rapidly  and  even- 
tually created  intense  inflation  pressures. 

The  chronic  Federal  budget  deficits  have 
also  placed  the  U.S.  Treasury  in  the  difficult 
position  of  competing  with  private  sector  de- 
mands for  funds.  The  avalanche  of  Treasury 
securities  has  created  distortions  in  the  tradi- 
tional patterns  of  funds  being  raised  by  va- 
rious sectors  in  the  capital  markets  as  well  as 
in  the  sheer  magnitude  of  total  funds  raised. 
In  my  judgment,  this  has  contributed  to  mak- 
ing our  financial  market  less  efficient  in  re- 
cent years  in  channeling  the  savings  of  soci- 


ety to  investment  opportunities  As  a  result, 
capital  formation  is  impeded 

The  problem  will  become  even  more  critic- 
al as  the  current  economic  recession  even- 
tually begins  to  turn  upward  and  the  financ- 
ing needs  of  the  private  sector  intensify.  If 
deficits  remain  large,  the  Treasury,  by  being 
in  the  credit  line,  will  always  get  its  needs 
financed  but  in  doing  so  will  make  it  difficult 
for  companies  with  less  than  prime  financial 
ratings  to  obtain  the  financial  resources  they 
need  at  acceptable  interest  rates 

I  am  sometimes  astonished  that  the  most 
ardent  advocates  of  increased  personal  and 
business  savings,  and  lower  taxes,  seldom 
make  any  reference  to  the  need  for  govern- 
ment thrift  and  savings.  Debt  rests  on  the 
future  earning  power  of  people  and  the  abil- 
ity of  the  government  to  take  from  the  people 
in  taxes  enough  of  their  earnings  to  service 
the  debt  and  prevent  a  collapse  of  public 
credit.  But  increased  debt  requires  in- 
creased debt  service  payments,  and  in- 
creased debt  service  charges  require  addi- 
tional government  spending,  increased  de- 
ficits and  more  taxes 

Rule  Number  2:  Limit  Spending 
as  a  Proportion  of  GNP 

A  balanced  budget,  however,  does  not 
necessarily  limit  the  growth  of  Federal 
spending,  nor  the  growth  of  spending  as  a 
portion  of  national  income  The  government 
can  still  support  excessive  spending  growth 
by  simply  matching  the  enlarged  outlays  with 
tax  increases,  as  the  present  administration 
is  currently  proposing,  or  by  converting  ex- 
isting and  proposed  functions  into  "off- 
budget"  and  credit  programs.  What  is 
necessary  therefore,  in  order  to  reduce  the 
public  sector  drain  of  national  resources,  is  a 
moderation  in  the  growth  of  spending.  Con- 
gress is  finally  moving  in  this  direction,  but 
thus  far  efforts  have  fallen  way  short  of  the 
mark 

During  a  period  when  it  is  imperative  to 
increase  military  spending  for  national 
security,  it  will  be  necessary  to  make  further 
reductions  in  the  area  of  transfer  programs. 
By  transfer  programs  I  mean  those  that  trans- 
fer monies  from  the  productive  to  the  non- 
productive sectors  of  the  population — 
programs  such  as  social  security,  pension 
plans,  welfare,  food  stamps  and  the  like.  I 
can  assure  you  that  budget  cutting  opportu- 
nities abound  with  respect  to  waste,  ineffi- 
ciency, payroll  padding  and  programs  that 
are  counterproductive  and  actually  harmful 
to  the  truly  needy  and  disadvantaged. 

Rule  Number  3:  Limitation 
On  Tax  Burdens  and  Tax  Rates 

My  third  major  proposal  in  the  future  agen- 
da for  balanced  economic  reform  is  the  prin- 
ciple of  limited  tax  burdens  and  limited  tax 
rates. 

The  problem  is  not  just  the  tax  on  all  in- 
come, it  is  at  the  same  time  the  tax  on  addi- 
tional income  This  is  the  problem  of  marginal 
tax  rates,  where  the  extra  dollar  invested  or 
the  extra  dollar  earned  is  taxed  at  progres- 


sively higher  tax  rates 

I  think  it  is  reasonable  over  the  next  four  to 
five  years  to  reduce  tax  revenues  as  a  frac- 
tion of  GNP  to  about  1 8  percent  At  the  same 
time,  substantial  effort  must  be  made  to  re- 
duce tax  rates  on  personal  income,  business 
income,  and  investment  income. 

It  is  crucial,  however,  to  recognize  that  tax 
reduction  will  cause  a  loss  of  revenue  in  the 
short  run  I  agree  with  the  classical  analysis 
that  over  the  long  run  lower  tax  rates  will 
increase  investment  and  production  leading 
to  a  broader  base  of  economic  activity  in  a 
way  that  will  significantly  increase  tax  re- 
venues. Nevertheless,  if  we  are  honest  with 
ourselves  and  the  public,  we  must  admit  that 
there  will  be  a  loss  of  tax  revenues  as  the 
process  of  reducing  taxes  begins  This 
short-term  lag.  of  course,  will  increase  the 
size  of  government  deficits 

The  appropriate  policy  response  is  to  re- 
duce spending  growth  at  the  same  time  that 
the  initial  stages  of  tax  relief  occur,  and  this  is 
a  process  that  can  continue  for  a  good  long 
while  Tax  relief  at  the  beginning  may  need  to 
be  more  modest  Perhaps  greater  attention 
should  initially  be  given  to  reductions  of  tax 
rates  on  investment  income  and  accelerated 
depreciation  with  smaller  rate  reductions  on 
personal  and  corporate  income 

Rule  Number  4:  Limited  Growth 
of  the  Money  Supply 

My  fourth  suggestion  for  developing  an 
integrated  package  of  economic  reforms  in- 
volves the  crucial  principle  of  limiting  the 
growth  of  the  Nation's  money  supply 

The  current  courageous  anti-inflation  ac- 
tions of  the  Chairman  of  the  Federal  Reserve 
Board  of  Governors  Paul  A  Volcker  to  reform 
operating  procedures  and  curtail  excess 
money  supply  growth  are  entirely  appropri- 
ate and  deserve  the  whole-hearted  support 
of  the  entire  nation  But  let  me  be  very  explicit 
on  this  next  point  Without  the  long-term  re- 
form of  the  fiscal  process,  without  permanent 
limits  to  spending,  deficits  and  debt  creation, 
there  can  be  no  permanent  reduction  in 
money  supply  growth,  no  permanent  stabi- 
lization in  the  value  of  the  dollar,  and  no 
permanent  lowering  of  the  rate  of  inflation. 
With  total  government  spending  consuming 
about  one-third  of  the  national  income  and 
with  debt  service  consuming  nearly  10  per- 
cent of  budget  outlays,  monetary  policy  re- 
mains very  much  a  creature  of  the  govern- 
ment's budgetary  policy  This  is  the  political 
economic  reality.  The  Fed  cannot  stand 
alone  for  long  in  the  fight  against  inflation 
Right  now  the  Fed  is  very  much  alone,  and 
this  is  a  dangerous  and  uncertain  situation. 
Along  with  limits  on  deficits,  spending,  and 
taxes,  it  is  essential  to  provide  a  limit  for  the 
growth  of  the  money  supply  I  would  suggest 
a  range  of  tolerance  for  the  newly  popular 
M-1B  measure  of  2  to  4  percent,  roughly  in 
line  with  long-term  trends  in  the  growth  of 
productivity  and  real  output  The  growth 
rates  and  official  targets  have  been  well 
above  the  range  that  I  am  suggesting. 


Foreign  exchange: 

A  word  with  the  key  Swiss  bank 
could  open  the  way  for  you. 


Pictured  lefl  to  right  Albert  Soria,  Deputy  Chief  Trade 
Assistant  Vice  President  and  F  X  Advisor,  Peter  Wehrl 


Foreign  exchange  is 
hardly  foreign  to  us!  Swiss 
Bank  Corporation  is  a  recog- 
nized leader  in  the  volatile 
and  often  confusing  world  of 
foreign  exchange,  and  our  ex- 
pertise could  lead  to  signifi- 
cant savings  for  you. 

Unlike  many  institutions,  Swiss  Bank  Corporation 
has  been  active  in  foreign  exchange  for  many  years.  We 
have  carefully  put  together  one  of  the  best  teams  of  Amer- 
ican and  Swiss  FX  experts  anywhere.  With  a  network  of 
offices  throughout  North  America,  Europe,  Asia  and  the 
Middle  East,  we  are  continuously  in  touch  with  inter- 
national financial  developments  as  they  occur.  This  means 
that  your  international  exposure  is  always  being  looked 
after,  24  hours  a  day,  throughout  the  world. 

In  addition  to  providing  purely  financial  services, 
Swiss  Bank  Corporation  sponsors  seminars  and  work- 


r,  David  Lloyd.  F  X  Advisor,  Antoine  M  Favre 
Vice  President  and  Chief  Trader 


shops  that  highlight  such 
topics  as  Foreign  Exchange 
Exposure  Management,  In- 
terpretation of  Political  and 
Economic  Events  and  How 
They  Affect  the  Markets, 
and  The  Euro-Markets.  Our 
seminars  and  workshops  have 
achieved  a  world-wide  reputation  for  technical  compre- 
hensiveness. 

We  have  served  the  American  business  community 
for  over  40  years  with  offices  now  in  New  York,  San 
Francisco,  Chicago,  and  Atlanta.  Our  New  York  office 
alone  has  a  staff  of  800  dedicated  professionals  ready  to 
meet  your  banking  needs. 

So,  if  your  company  could  benefit  from  the  expertise 
of  a  major  international  banking  group,  consider  Swiss 
Bank  Corporation.  Our  keys  have  been  opening  financial 
doors  around  the  world  since  1872. 


Swiss  Bank  Corporation 


Main  Office  U.S.A.:  New  York,  Four  World  Trade  Center,  1 0048, 

212/938-3500. 

Branches:  Chicago,  150S.  Wacker  Drive,  60606, 312/346-0350  and  San 
Francisco,  1 20  Montgomery  St. ,  941 04, 41 5 /434-2640. 
Agency:  Atlanta,  235  PeachtreeSt ,  N.E.,  30303, 404/522-1600. 
Representative  Offices:  Houston,  One  Allen  Center,  77002,  713/658- 
0561 ,  Los  Angeles,  800  W.  Sixth  St.,  90017,  213/489-5900 


Rule  Number  5:  Severely  Limit 
the  Scope  and  Growth  of  the 
Federal  Regulatory  Establishment 

My  fifth  principle  concentrates  on  the  need 
to  control  the  growth  of  the  regulatory  estab- 
lishment. There  are  now  over  ninety  separate 
regulatory  agencies  in  the  Federal 
government — and  hundreds  more  at  the 
State  and  local  government  level 

In  effect,  the  regulatory  agencies  have  be- 
come a  new  branch  of  government.  The 
powerful  bureaucratic  structure  of  the  reg- 
ulatory apparatus  has  begun  to  form  and 
execute  its  own  tradition  of  law,  quite  apart 
from  the  tradition  of  law  enforced  by  our  court 
system.  Thus  we  are  faced  with  the  rule  of 
administrative  law  gradually  replacing  the 
rule  of  judicial  law.  Bureaucratic  entrep- 
reneurs, acting  in  their  own  self-interest,  ran- 
domly and  arbitrarily  decide  the  fate  of  bil- 
lions of  dollars  of  capital  and  resource  deci- 
sions made  in  the  private  sector.  Frequently, 
without  any  recourse,  private  economic 
activity  finds  itself  at  the  mercy  of  the  new 
power  of  administrative  law. 

Regrettably,  the  regulatory  agencies  near- 
ly always  ignore  the  burdens  they  impose  on 
the  private  economy.  As  a  result,  regulation 
has  become  a  serious  impediment  to  econo- 
mic growth,  slowing  the  rate  of  technological 
progress,  reducing  productivity  and  capital 
formation  and,  therefore,  contributing  to  the 
twin  problems  of  inflation  and  unemploy- 
ment. 

Looking  to  the  future,  we  must  try  to  exer- 
cise better  control  over  the  growth  of 
bureaucratic  entrepreneurship  and  the 
associated  rise  of  the  rule  of  administrative 
law.  Regulatory  budgets  must  be  reex- 
amined carefully  For  new  regulatory  propos- 
als, extensive  benefit/cost  tests  must  be- 
come routine.  Sunset  laws  may  be  useful  for 
evaluating  the  arguments  for  existing  regula- 


tory rules  The  quality  of  regulatory  officials 
should  be  improved  But  most  important,  the 
role  of  government  and  the  administrative 
apparatus  must  be  limited.  The  rule  of  judi- 
cial law  must  be  reasserted.  And  the  econo- 
mic goals  of  non-inflationary  growth,  with 
particular  emphasis  on  investment  and  pro- 
ductivity should  be  reaffirmed 

Energy  Policies 

At  the  same  time  we  act  to  improve  the 
economic  policy  environment  by  initiating 
the  five  steps  discussed  above.  I  strongly 
recommend  that  we  also  move  forcefully  to 
change  national  energy  policies  For  more 
than  a  quarter  of  a  century,  we  have  been 
trying  to  live  in  an  energy  dream  world — a 
world  where  the  government  could  artificially 
depress  the  prices  of  energy  and  at  the  same 
time  guarantee  plentiful  supplies 

This  energy  crunch  did  not  have  to  hap-, 
pen,  but  it  did.  and  it  will  again  unless  gov- 
ernment programs  are  substantially 
changed  to  encourage  conservation  and  to 
enable  domestic  petroleum  resources  to  be 
developed. 

Our  immediate  problem  in  energy  is  that 
over  the  next  ten  years,  we  need  to  increase 
the  total  availability  of  our  supplies  by  at  least 
20  percent,  the  equivalent  in  oil  of  more  than 
7  million  barrels  a  day  Should  we  fail,  our 
economy  will  clearly  stagnate  and  inflation 
will  continue  to  soar:  And  even  a  20  percent 
increase  in  supplies  is  modest  by  past  stan- 
dards In  the  1960s,  for  example,  we  in- 
creased our  total  consumption  of  energy  by 
over  50  percent. 

What  specifically  needs  to  be  done?  The 
energy  issue  is  so  complicated  that  I  could 
list  an  agenda  that  would  be  almost  endless 
but  let  me  just  tick  off  five  separate  steps  that 
could  be  taken  in  Washington  tomorrow: 

1  We  should  immediately  decontrol  the 


prices  of  oil.  natural  gas  and  gasoline 

2  We  should  revise  the  Clean  Air  Act  to 
ease  restrictions  on  energy  production  and 

use. 

3.  We  should  designate  certain  lands  with- 
in the  country  that  are  rich  in  energy  as 
"priority  reserves"  so  that  early  exploration 
and  development  can  take  place  there 

4  We  should  give  the  President  legislative 
authority  so  that  he  could  permit  utilities  to 
burn  coal  and  number  6  residual  fuel  oil  in- 
stead of  number  2  distillate 

5  We  should  create  a  special  authority 
within  the  executive  Branch  that  would  have 
the  power  to  exempt  a  limited  number  of 
energy  facilities  from  environmental  stan- 
dards, so  long  as  that  did  not  jeopardize 
human  health.  And  we  should  allow  energy 
producers  to  take  an  accelerated  five-year 
writeoff  for  any  energy  production  plant 
which  would  serve  to  reduce  U  S.  depend- 
ence on  energy  imports 

CONCLUSION 

I  believe  that  the  time  is  at  hand,  indeed  we 
cannot  delay  any  longer,  when  vast  remedial 
policies  must  be  initiated  if  we  are  to  streng- 
then our  domestic  society  and  fulfill  our  inter- 
national leadership  role.  We  can  refinance 
America  and  prepare  a  sound  economic 
foundation  to  achieve  all  of  society's  goals  if 
we  will  meet  the  challenge  of  using  our  hu- 
man and  material  resources  more  effective- 
ly. The  "crisis  of  confidence"  that  we  hear  so 
much  about  is  nonsense  It  is  not  a  lack  of 
confidence  in  our  people,  institutions,  or 
values  that  bothers  Americans;  it  is  our  omi- 
nous lack  of  positive  direction  and  of  leaders 
who  can  direct  us  toward  our  desired  nation- 
al goals  The  most  important  task  that  lies 
before  us  is  to  identify  the  policies  and  lead- 
ers that  will  make  America  great  once  again 


WHEN  IT  COMES  TO  MAKING  MONEY  IN  GEMSTONES, 

WE  WROTE  THE  BOOK. 


■  DEAL  DIRECT  WITH  THE 
PRODUCER/EXPORTER — 

Written  by  the  president  of  one 
of  the  nations  largest  wholesale 
gem  dealers,  this  booklet 
introduces  you  to  the  primary 
source  dealer.  The  first  owner 
of  the  gemstone...and  the 
first  seller, 


■  HOW  TO  SELL  YOQR 
GEMS  AND  JEWELRY— 

Learn  about  selling  on  the 
secondary  market.  Discover 
how  to  get  the  most  money 
for  your  gems  and  jewelry. 
This  important  reference  tool 
includes  wholesale  price  sheets 
for  both  buying  and  selling. 


■  PREMIUM  DEVELOPMENT 
STRATEGY— A  planned 
approach  to  gemstone 
investing;  what  to  buy.. .and 
what  not  to  buy.  Best  of  all,  this 
booklet  is  yours  just  for  the 
price  of  postage  and  handling. 
Send  two  dollars  to: 


Gemsource  Ltd.,  Inc. 

Direct  dealers  and  mine  representatives. 
Member,  The  Gemological  Board  of  Trade 
P.O. Box  380554  •  Miami,  Florida  33138 •  (305)  864-3344/ 1-800-372-4912 


Her  five  years  of  lying  low,  postwar  Britain's 
\ost  famous  failed  financier  is  gingerly  re- 
trning  to  public  view.  But  has  Jim  Slater 
arnedfrom  his  past  mistakes? 

The  return  of  the 
''minus  millionaire11 


By  Lawrence  Minard 


wcfgain  asset-stripper  Jim  Stater  at  his  stately  Surrey  home 

tpite  being  led  down  the  garden  path  once,  lots  of  investors  still  listen. 


NEVER  IN  POSTWAR  TIMES  has  the 
City  of  London  witnessed  a  more 
pyrotechnic  financial  display 
than  the  rise,  burst  and  fiery  collapse  of 
Slater  Walker  Securities  and  the  beguil- 
ing operator  behind  it,  James  Derrick 
Slater.  In  just  ten  frothy  years,  from  1963 
to  1973,  Jim  Slater  built  Slater  Walker* 
from  nothing  into  an  international  maze 
of  holdings  with  a  peak  market  capital- 
ization of  $500  million.  Slater  himself 
was  worth  $20  million.  The  bubble  final- 
ly burst  in  1974.  Despite  $250  million  in 
Bank  of  England  cash  and  guarantees, 
Slater  Walker  shares  that  once  sold  for 
$7.50  are  today  worth  one-tenth  that. 

Jim  Slater?  He  was  forced  to  resign,  of 
course,  and  was  ultimately  convicted  of 
15  technical  violations  of  England's 
Companies  Act.  But  he  did  avoid  extra- 
dition, on  alleged  securities  law  viola- 
tions, to  Singapore.  (A  top  lieutenant, 
Richard  Tarling,  served  four  months  in 
Singapore's  Changi  jail;  the  case  remains 
under  appeal.)  And  he  held  on  to  his  Bent- 
ley  and  his  mansion  in  Surrey  despite  a 
negative  personal  net  worth  of  over  $2 
million.  "I  am,"  he  told  a  1976  interview- 
er, "almost  a  minus  millionaire." 

Today  Jim  Slater  is  back,  at  51  very 
much  a  "plus  millionaire"  worth  an  esti- 
mated $7  million.  Most  important,  he 
has  recently  been  linked,  as  a  significant 
shareholder,  to  several  little-known, 
thinly  traded  British  companies.  These 
include: 

•  Tebbitt  Group,  a  $5.5  million  (net 
assets)  leather  tanning  and  real  estate 
company  controlled  by  Slater's  old 
friend,  John  Bentley.  Slater  owns  or  con- 
trols 4.5%  of  Tebbitt 's  shares,  currently 
worth  around  $575,000. 

•  London  Investment  Trust,  a  closed- 
end  investment  company  run  by  ex- 
Slater  Walker  employees.  In  the  last 
three  months  Slater  has  accumulated 
about  4.5%  of  LIT's  23  million  shares  for 
some  $440,000.  Current  value:  $650,000. 

•  Laganvale  Estates  Ltd.,  a  Belfast-reg- 
istered real  estate  company  holding  sever- 
al undervalued  English  properties.  Slater 
owns  16.24%  of  Laganvale.  Cost:  about 
$600,000.  Current  worth:  $840,000. 

How  has  Slater  done  it?  Through  good 
luck,  good  friends,  a  sharp  eye  for  cheap 
assets,  and  the  public's  greed. 

The  center  of  the  new  financial  web 
that  Jim  Slater  is  deftly  spinning  is  his 
private  holding  company,  Strongmead 
Ltd.,  which  Slater  runs  from  elegant  of- 
fices in  Wimbledon,  a  12-minute  drive 
from  home.  Capitalized  iust  after  the 
Slater  Walker  bubble  burst,  with 
$250,000  from  Slater's  close  friend  Tiny 
Rowland  (Forbes,  Mar  20,  1978),  Strong- 
mead  has  net  assets  well  over  $2.5  mil- 

llx'  Waikei  refer:  to  bis  friend  Psin  Wstlher  currently 
Agriculture  Minister  in  Margaret  Thatcher's  Conservative 

•internment 
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lion.  Late  last  year,  Slater  bought  out 
Tiny  Rowland  for  $  1 .2  million. 

Slater  made  his  first  real  money  as 
Britain's  preeminent  asset-stripper  and 
upstart  investment  banker.  He  had  accu- 
mulated a  grubstake  in  the  early  1960s  by 
writing  an  anonymous  stock-tipping  col- 
umn for  London's  Daily  Telegraph.  He 
would  often  tip  his  own  holdings  and 
then  sell  into  the  ensuing  strength — per- 
fectly legal  in  Britain  then,  if  not  today. 
Then  came  asset-stripping.  He  and  fel- 
low hunters  would  move  in  on  Britain's 
numerous  sleepy  managements,  give 
Slater  Walker  paper  for  undermanaged 
assets,  sell  off  what  pieces  they  could, 
then  pump  the  remaining  assets  and 
earnings  into  the  Slater  Walker  balloon. 
Then  the  balloon's  P/E  would  soar  again,- 
it  reached  20  just  before  the  collapse. 

There  would  have  been  some  social 
value  in  weeding  out  inept  managements 
if  Slater  had  created  a  viable  industrial 
enterprise  along  the  lines,  say,  of  Charles 
Bluhdorn's  Gulf  &  Western.  But  Slater,  a 
tall  and  rather  aloof  man  of  middle-class 
antecedents,  had  no  apparent  interest  in 
creating  such  an  enterprise,  and  said  so: 
"We  make  money,  not  things,"  was  the 
way  he  once  put  it.  Says  a  friend  today: 
"lim  is  as  good  a  trader  as  there  is  in  the 
world.  But  he  can't  run  a  big  company,  as 
he  is  the  first  to  admit." 

In  many  ways  Slater's  comeback 
seems  to  be  mirroring  his  original  climb. 
His  new  wealth  derives  in  part  from 
stock  speculation  and  press  manipula- 
tion, in  part  from  asset-stripping  (or  "lib- 
eration," as  Slater  calls  it)  in  real  estate. 

Throughout  last  year,  Slater  was  a 
heavy  speculator  in  a  number  of  high- 
flying, thinly  capitalized  oil  and  gas 
stocks:  Canada's  Gulfstream  Resources 
and  Warrior  Resources,  Sovereign  Oil  & 
Gas  and  Basic  Resources  International. 
The  latter,  a  Guatemala  drilling  outfit,  is 
controlled  by  his  close  friend  Sir  James 
Goldsmith  (Forbes,  Sept.  17,  1979).  It  has 
doubled  in  the  last  year,  to  a  recent  15,  at 
which  level  Slater  says  he  has  bought 
"well  over  100,000  shares." 

The  public's  insatiable  greed  for  "tips" 
has  probably  also  helped.  Example:  In 
May  1977,  when  the  Slater  Walker  col- 
lapse was  still  fresh,  London  Daily  Mail 
financial  editor  (and  longtime  Slater  con- 
fidant) Patrick  Sargeant  told  readers  that 
Slater  was  buying  shares  in  a  stodgy  tex- 
tile company  named  Coats  Parsons.  The 
stock  jumped  5%  the  day  the  article  ap- 
peared. It  has  since  slumped  40%.  Earlier 
this  year,  says  a  broker  who  follows 
stock,  Tebbitt  Group  climbed  50%  in 
three  days  after  Slater's  announcement 
of  his  involvement  in  the  company. 

Says  one  London  stockbroker  close  to 
Slater:  "Ail  that  )im  Slater  has  to  do  to 
make  money  is  tell  his  good  friend 
Patrick  Sargeant  what  he's  buying  and 
the  herd  thunders  after  the  shares. 
With  a  name  and  a  following  like  Slater's, 


even    you    could    make    a  fortune." 

Slater  has  also  made  a  great  deal  of 
money  by  applying  his  old  blend  of  lever- 
age and  asset-stripping  to  Britain's 
booming  residential  real  estate  market — 
what  the  British  call  "flat  breakups"  and 
Americans  call  "conversions."  The  idea 
is  simple:  Get  control  of  an  apartment 
building  with  a  number  of  vacant  or 
short-lease  apartments,  retail  them  for 
enough  to  carry  the  building  and  unload 
the  remaining  units  as  their  leases  run 
out.  Slater  started  early  in  the  game,  in 
1976,  and  by  1978  told  a  reporter  he  was 
making  over  $200,000  a  month  at  it. 

lim  Slater  is  a  close  family  man.  He 
enjoys  his  new  privacy,  using  it  not  only 
to  repay  his  debts  but  also  to  write  a 
series  of  children's  books.  (Soon  to  be 
published  in  the  U.S.,  the  books  have 
already  sold  1.5  million  copies,  according 
to  Slater.)  He  refused  to  be  interviewed 
on  what  he  calls  his  "emergent"  business 
affairs,  although  he  did  check  most  of 
this  story's  facts.  "When  I  was  head  of  a 


"Slater  is  making  his  come- 
back carefully,  in  stages. 
First  he  gets  some  money  to- 
gether. Then  he  buys  stock  in 
a  quoted  company  owned  by  a 
good  friend.  Then  he  lets  the 
friend  front  for  him  to  test  the 
City's  reaction." 


public  company  [Slater  Walker],  I  felt  I 
had  to  talk  to  the  press,"  he  told  us. 
"Now  I  have  a  private  company  and  can 
enjoy  my  privacy.  .  .  .  My  affairs  are 
changing  quickly,  you  know.  .  .  .  Per- 
haps I  could  see  you  in  October." 

Because  of  moves  made  this  summer 
Jim  Slater  may  not  be  able  to  avoid  the 
press  much  longer.  "Slater  is  making  his 
comeback  carefully,  in  stages,"  says  a 
London  financial  journalist  who  follows 
the  financier  closely.  "First  he  gets  some 
money  together.  Then  he  buys  a  stake  in 
a  quoted  company  run  by  an  old  friend. 
Then  he  lets  the  friend  front  for  him,  to 
test  the  City's  reaction.  The  next  step  is 
to  decide  whether  the  climate  is  right  for 
a  full-scale  comeback." 

Example:  In  April,  Slater  and  real  es- 
tate developer  Colin  Bray  agreed  to  sell 
their  jointly  owned  real  estate  company 
Signgate  Ltd.  to  publicly  traded  Tebbitt 
Group,  controlled  by  John  Bentley,  40,  an 
old  Slater  friend  and  fellow  fallen  asset- 
stnpper.  Slater  and  Bray  each  received 
$470,000  in  cash  plus  5.7%  of  Tebbitt's 
stock,  with  another  $120,000  each  worth 
of  stock  or  cash  to  come.  That  comes  to 
$2.6  million  for  a  company  with  assets 
valued  at  $1.3  million  but  which  will 
likely  earn  over  $800,000  this  year. 

"It's  a  great  deal,"  promises  Bentley, 
who  is  currently  offering  $11.5  million 
(almost  entirely  Tebbitt  paper)  for  an- 


other asset-rich  outfit,  Hensher  (Fui 
ture  Trades)  Ltd.  "I  get  cash  flow  I 
earnings  cheap,  and  Jim  gets  stock 
Tebbitt]  that  he  thinks  is  undervalue 
Investors  apparently  agree:  Teb| 
shares  issued  for  Signgate  were  eagq 
bought  up  by  at  least  four  London  in 
tutions,  including  the  well-regarded  L 
don  Trust.  If  the  Bentley-Slater  deal  i 
reliable  harbinger  of  City  of  London  a 
timent,  Slater's  full-scale  comeback  n 
be  just  around  the  corner. 

Slater's  best  deal  may  be  just  now 
the  making.  Starting  in  June,  he  bej 
accumulating  shares  in  publicly  trai 
Laganvale  Estates  Ltd.  He  now  ov 
16.24%  of  the  shares.  Last  month  Lag 
vale  announced  it  will  purchase  an  offi 
shops-apartment  complex  in  the  Engl] 
resort  town  of  Brighton  for  $3.5  n 
lion — $1.2  million  in  (mostly  borrow 
cash,  the  balance  with  proceeds  fror 
rights  issue  for  new  Laganvale  shai 
Laganvale  has  recently  been  selling 
around  double  its  asset  value.  If  that  j 
mium  holds,  the  acquisition  will  push 
value  of  Slater's  stake  to  $  1 .2  million,  i 
probable  acquisition  cost  of  $600,000. 

Has  Jim  Slater  learned  anything  fr 
the  financial  disaster  he  visited  uj 
himself  and  tens  of  thousands  of  Brit 
investors?  We  put  the  question 
Slater's  friend  John  Tigrett,  an  indep 
dent  oil  consultant  who  in  1971  offe 
Slater  the  opportunity  to  invest  in  a  ri« 
North  Sea  oilfield.  (Slater  refused,  L 
Roy  Thomson  took  up  the  challenge, « 
Slater  lost  out  on  hundreds  of  million: 
petrodollar-revenues  that  have  sil 
flowed  from  the  Claymore  and  Pi 
fields.) 

Says  Tigrett:  "Now  that  Jim  has  1 
his  personal  tragedy,  he  has  becoi 
more  realistic  about  life.  He  rode  a  v 
high  horse,  you  know,  and  then  he 
off,  and  as  a  result  he  has  become  mi 
more  human  and  much  less  arrogar 
Slater,  Tigrett  concludes,  has  becom 
"longer-term  investor." 

John  Bentley,  who  sees  Slater  as  a  k: 
of  capitalistic  hero  done  in  by  conser 
tive  British  establishment  types  thre 
ened  by  Slater's  quick  wits,  discounts 
chances  of  his  friend  falling  off  ag£ 
Says  Bentley:  "If  you  want  to  final 
property  these  days,  you  only  get  51 
margin,  not  90%  like  it  used  to  be." 

Still,  despite  his  comeback  and  si 
assurances  from  his  friends,  it  is  puzzl 
how  many  British  investors  continue 
follow  Jim  Slater  after  being  led  down 
garden  path  before.  One  reason  may 
that  investing  is  a  matter  of  heart  as  v\ 
as  head,  and  Slater  seems  to  have 
some  investors  a  bit  of  the  Robin  He 
image.  Or  there  is  the  more  somber 
servation  of  the  late,  great  Benjan 
Graham:  "In  nearly  60  years  of  observ 
people  in  the  market,  I  have  found  th 
mixture  of  greed  and  folly  unbeatal 
There's  no  way  to  put  an  end  to  it."  ■ 
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As  the  world  turns 
more  and  more  to  electronic 
information  processing, 
it  turns  more  and  more 

to  MAI. 


Over  the  past  six  years,  MAI's  distribution  capa- 
bility in  major  international  markets  has  increased 
at  an  outstanding  rate. 

Today,  through  an  extensive  network  of  direct 
sales  offices  supplemented  by  independent  distribu- 
tors, our  Basic  Four®  business  computers  are  sold 
and  serviced  in  over  30  countries  worldwide. 

Partly  because  of  the  strong  growth  of  our  inter- 
national operations,  MAI's  performance  for  fiscal 
1979  reached  record-breaking  levels  for  the  sixth 
consecutive  year. 


Our  revenue  growth  reflects  not  only  the  world- 
wide acceptance  of  our  products  in  expanding  mar- 
kets, but  also  our  technological,  financial  and  man- 
agement capabilities. 

These  capabilities  have  brought  us  well  on  the 
way  to  achieving  our  goal  of  providing  businesses 
all  over  the  world  with  a  broad  range  of  essential 
products  and  services  for  the  emerging  electronic 
office  of  the  future. 

To  learn  more  about  MAI,  write  for  our  Annual 
Report  to:  Management  Assistance  Inc.  300  East 
44th  Street,  New  York  NY  1 001 7. 
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It  Takes  A  Smart  Company  To  Make  Computer  Technology  Simple. 


The  MAI  Companies:  Basic  Four  Corporation  *  MAI  International  Corporation  •  Sorbus  Inc. 


Would  you  buy  a  used  car  from  this  man? 
You  bet  you  would!  By  meticulous  attention 
to  detail  this  onetime  country-boy  used-car 
salesman  has  built  a  string  of  enterprises  that 
are  Texas-size  even  in  Texas. 

Red  McCombs: 

Making  money's  fun 


Profiles 


Red  McCombs  in  his  new  $5  mi/lion  Ford  dealership  in  San  Antonio 
"1  don't  have  any  desire  to  be  a  big-time  national  operator." 


Billy  J.  (Red)  McCombs  is  standing 
in  front  of  his  9-foot-long,  tape- 
deck-equipped  desk  in  the  San  An- 
tonio offices  of  his  REDMAC  Sales  & 
Leasing,  his  dark  red  hair  looming  6  feet, 
3  inches  above  a  bright-red  carpet.  A  wad 
of  chewing  tobacco  bulges  in  his  cheek. 
At  52,  he  is  235  pounds  of  pure  Texan 
and  pure  car  salesman. 

With  a  difference,  though.  McCombs 
is  worth  $50  million,  give  or  take  a  mil- 
lion or  two.  He  owns  all  or  parts  of  a 
successful  chain  of  100  Mr.  M  conve- 
nience stores,  seven  radio  stations,  oil 
exploration  in  two  states,  a  contract 
drilling  company.  Then  there  are  huge 
real  estate  holdings,  six  ranches  covering 
20,000  acres  of  land,  a  Rolls-Royce  deal- 


ership, 20%  of  San  Francisco's  posh 
Stanford  Court  Hotel  and  18%  of  San 
Antonio's  National  Basketball  Associ- 
ation franchise,  the  Spurs.  The  list  goes 
on:  He  is  a  Lloyd's  of  London  representa- 
tive and  a  partner  in  an  insurance  com- 
pany, a  Subaru  distributorship,  a  Hous- 
ton bank,  a  pay-TV  company,  a  law 
newspaper,  a  commuter  airline  and  a  mi- 
nor league  football  team. 

What  makes  a  guy  like  this  tick?  How 
do  you  accumulate  all  that  wealth?  You 
start  by  being  single-minded.  Since  he 
was  nine,  McCombs'  goal  has  been  clear 
and  simple:  to  make  all  the  money  he 
can.  McCombs  has  rarely  been  distracted 
from  that  goal.  His  first  job  was  selling 
new  Fords  on  commission  in  1950.  When 


he  found  out  he  could  earn  more  sell 
used  cars  he  asked  to  be  switched  into  t) 
line.  Said  his  boss:  "You  don't  want  to 
used  cars.  You're  a  college  boy.  You  d«| 
want  to  deal  with  those  people."  "B| 
told  him,"  booms  McCombs,  "  'I  cq 
down  here  to  earn  money'  "  You  coul« 
be  more  single-minded  than  that. 

His  basketball  team,  the  Spurs,  an 
called  because  McCombs  was  bom  in 
tiny  town  of  Spur  (population,  1,500] 
the  west  Texas  plains.  He  got  an  eJ 
start  in  business  there,  at  age  nine,  I 
ing  peanuts  to  itinerant  Mexican  wo 
ers.  But  the  profits  were  small  and  slj 
"I  wanted  to  buy  some  Arrow  shirtj 
wanted  to  enjoy  my  life,"  he  recalls! 
he  cut  down  on  the  peanuts  in  each  I 
and  built  up  his  margins. 

This  single-mindedness  baffled 
sometimes  distressed  his  gentle,  midjl 
class  parents.  "When  I  was  11,  I'd  w| 
dishes  in  a  cafe  downtown  from  4  fli 
until  midnight  and  deliver  newspaper 
5  a.m.,"  he  recalls.  "My  mother  wq 
get  tears  in  her  eyes.  'You  don't  neeflj 
do  this,'  she'd  say,  and  of  course,  she 
right.  My  father  was  an  auto  mecha 
and  we  never  wanted  for  anything.  B| 
wanted  to  make  money." 

On  to  college,  but  not  for  the  reaS 
most  people  go.  "In  Spur  it  was  obvij 
there  were  only  three  people  that 
any  real  money:  the  lawyer,  the  do* 
and  the  banker.  I  didn't  know  hovj 
become  a  banker  and  I  had  a  hard  t: 
with  high  school  chemistry,  so  I  dii 
feel  I  had  much  of  a  chance  to  b 
doctor.  That  left  law.  It  was  the  o 
route  to  go."  Too  long  a  route,  thoui 
He  quit  law  school  at  the  University 
Texas  after  a  year  and  a  half  because 
wanted  to  make  more  money  n 
away;  10  or  15  years  was  too  long 
wait.  An  acquaintance  offered  him  ai 
selling  cars  in  Corpus  Christi.  There  ' 
quick  money  in  it,  so  he  took  the  jol 
while  later,  two  former  college  fraterl 
brothers  paid  him  a  visit.  "One  was 
investment  banker  in  Dallas,  the  oi 
worked  for  a  major  retail  chain  in  Ho 
ton,"  he  says  with  a  grin.  "They 
come  to  brainwash  me  into  getting 
of  this  trashy  business.  Well,  we  goi 
the  bottom  line  and  I  was  making  ti 
as  much  as  they  were.  They  said,  1 
but  Red,  you've  got  to  look  to  the  futi 
Arid  I  said,  'My  future  \snowV  " 

Red  McCombs  was  quite  a  salesm 
"When  we  had  a  prospect  walk  in 
dealership,"  recalls  Austin  Hempl 
who  gave  McCombs  that  first  job  sel 
cars,  "and  the  fellow  would  tell  him  1 
have  to  go  talk  to  his  wife  before 
decided,  why,  Red  went  to  talk  to 
wife  with  him.  If  he  had  to  go  to 
banker,  Red  would  go  explain  the  dec 
the  banker.  He  never  let  a  customer 
'Let  me  think  about  it.'  Red  doesn't 
mariana.  What  happens,  happens  todj 

With  Hemphill  in  poor  health  in  1 


124 


FORBES,  SEPTEMBER  15, 


Want  to  see  America's 
water  run  clean  and  clear  again 

■       '  .v    \  \ 


Borg-Warner  s  Byron  Jackson  Pump  Division  supplies  pumps  that  help  industry  meet  the 
government's  strict  environmental  standards  for  water  purification.  That's  Borg-Warner  today. 
And  there's  more  to  come.  In  eight  major  markets,  Borg-Warner  is  a  company  to  watch. 

Watch 
Borg-Warner 

For  an  annual  report  write:  Borg-Warner,  Dept.  50,  200  South  Michigan  Avenue,  Chicago,  Illinois  60(i()4 


Profiles 

he  asked  McCombs  to  become  his  part 
ner.  Since  then  the  Hemphill-McCombs 
Ford  dealership  has  been  named  the 
number  one  Ford  dealer  in  Texas  15 
times.  McCombs  encouraged  his  sales 
managers  to  open  their  own  dealer- 
ships— taking  a  piece  of  the  action.  To- 
day, he  has  a  reported  $10  million  in 
about  15  dealerships  and  leasing  outfits. 

McCombs  has  developed  what  he  calls 
his  program.  "I'd  say  80%  of  my  deals  are 
joint  ventures  where  I'll  take  from  one  to 
three  associates,"  he  says,  leaning  over  a 
wastebasket  to  spit  out  some  tobacco 
luice.  "Typically,  I'd  like  to  take  50%.  I 
don't  require  half  but  I  don't  like  to  get 
into  a  minority  position  unless  there's 
nobody  in  a  majority  position.  Take  real 
estate.  I  look  at  asset  value,  who's  going 
to  manage  the  property  and  what  the 
upside  potential  is.  I'm  sure  there's  a 
more  sophisticated  way,  but  I  don't  do 
that.  If  it  meets  those  criteria,  I  see  if  I 
have  the  cash." 

It's  clear  from  all  this  that  McCombs  is 
no  mere  passive  investor.  Stopping  in  to 
see  the  San  Antonio  district  manager  of 
his  Mr.  M  convenience  stores,  he  asks, 
"What  do  you  think  our  problem  is  at 
Brook  Hollow  Street?  That  store's  not 
doing  as  well  as  it  should."  Attention  to 
detail?  Detail  might  be  McCombs'  mid- 
dle name.  "It  blows  my  mind,"  he  says  in 
a  rich  Texas  drawl,  "to  walk  through  one 
of  my  places  and  see  five  guys  sitting  on 
their  butts  while  there's  a  lady  with 
three  crying  kids  waiting  for  her  car.  One 
of  them  should  have  given  her  a  ride 
home.  So  I  walk  over  to  her  and  say, 
'You've  got  pretty  children  there.  Got  a 
problem  with  your  car:  I  hope  they're 
getting  it  taken  care  of.'  " 

McCombs  bought  Mr.  M  two  years  ago 
after  hearing  that  7-Eleven's  Southland 
Corp.  was  on  the  inside  working  up 
some  numbers  for  a  purchase.  Since  he 
knew  nothing  about  the  convenience- 
store  business,  McCombs  asked  if  he 
could  look  at  the  chain's  last  two  years  of 
operating  statements  and  audits.  With 
those  in  hand,  he  made  an  evaluation  in 
60  minutes  and  topped  Southland's  offer. 
What  did  he  see?  "My  basic  evaluation 
was  based  on  existing  ongoing  leases, 
which  averaged  12  years,"  he  says,  mat- 
ter-of-factly.  "They  didn't  own  their  own 
real  estate,  but  as  far  as  I  was  concerned 
the  long-term  leases  were  worth  as  much 
as  the  company."  Rather  than  sell  off  the 
leases,  McCombs  decided  to  keep  the 
stores,  tighten  management  and  concen- 
trate the  business  in  San  Antonio  and 
Houston.  In  the  two  years  he's  had  it, 
sales  have  climbed  20%,  to  about  $40 
million,  earnings  have  done  even  better 
and  he's  received  at  least  two  offers  to 
sell  and  double  his  money. 

"I  had  another  feeling,"  he  adds.  "I 


don't  like  to  see  locally  owned  properties 
go  to  out-of-town  ownership  if  we  have 
that  capability  in  San  Antonio.  Don't 
misunderstand,  I  wouldn't  have  done  it  if 
there  wasn't  money  to  be  made  off  it." 

The  stock  market?  McCombs  has  a  $3 
million  stock  portfolio,  but  he  prefers 
personal  involvement  in  management: 
"My  investments  are  all  very  personal," 
he  says.  "I  feel  personal  attachment.  I 
hurt  when  they  don't  do  well.  I  feel  elated 
when  they  do.  But  when  somebody  calls 
up  and  says  XYZ  company  just  struck  oil, 
you  ought  to  buy  100  shares,  that's  differ- 
ent. I  have  no  input  in  the  company.  I'm 
not  involved  in  it.  I  wouldn't  mind  hav- 
ing the  dough  but  I  wouldn't  have  any 
real  feel  for  it." 

The  stocks  he  does  own  tend  to  be  the 
larger  local  companies:  Tesoro  Petro- 
leum, Valero  Energy,  Sigmor,  Datapoint 
and  Gulf  Energy  &  Development.  He  has 
more  than  doubled  his  money  since 
1975.  "I  would  almost  bet,"  he  says, 
"that  if  a  local  guy,  instead  of  going 
through  all  the  sophistication  of  the 
great  knowledge  of  stockbrokers,  had 
just  bought  local  stocks  five  years  ago, 


McCombs  prefers  involvement 
in  management:  "My  invest- 
ments are  all  very  personal,"  he 
says.  "I  hurt  when  they  don't  do 
well.  IJeel  elated  when  they  do." 


across  the  board.  ..."  Through  social 
and  business  relationships,  he  knows  the 
top  executives  of  the  companies  whose 
stock  he  buys.  "I  see  what  they're  doing. 
I  feel  a  tie  to  them  I  wouldn't  feel  toward 
General  Electric." 

With  McCombs  it  is  sometimes  hard 
to  know  where  boosterism  ends  and 
moneymaking  begins.  The  truth  is  that 
the  two  are  intimately  intertwined  for 
him.  Take  his  18%  interest  in  the  Spurs. 
"My  interest  in  the  Spurs  was  to  get  a 
national  visibility  for  San  Antonio  and 
that  was  that,"  he  says  proudly.  But  like 
every  other  McCombs  deal,  his  personal 
interests  turned  out  to  be  very  profitable. 
If  the  team  were  sold  today  it  would  sell 
for  at  least  $15  million — double  the  total 
investment  by  McCombs  and  his  part- 
ners. Says  McCombs:  "Professional 
sports  franchises  are  monopolies  because 
there  are  a  limited  number.  They  contin- 
ue to  increase  in  value  and  that  depends 
on  what  the  last  one  sold  for." 

His  interest  in  San  Antonio  also  got 
him  into  radio.  "I  was  really  becoming 
concerned  that  the  big  media  in  so  many 
markets  in  the  U.S.  are  all  corporate- 
owned.  One  was  a  local  station,  WOAI.  I 
told  the  chairman  of  the  company  that 
owned  it  that  if  they  ever  wanted  to  sell 
the  station,  I'd  buy  it.  I  got  it  in  1975. 
From  there,  with  two  parners,  we  decid- 
ed we  may  as  well  get  a  few  others." 


Those  include  a  second  radio  station 
San  Antonio,  two  in  Tulsa,  one  in  El  P; 
and  two  in  Port  Arthur,  Tex.  In  t 
WOAI  deal,  for  example,  McCombs  a 
his  group  paid  $1.5  million;  today,  t 
estimated  value  ;s  between  $8  milli 
and  $12  million. 

So  far  we  haven't  mentioned  oil.  I 
can  you  imagine  a  rich  Texan  who  is 
into  oil?  Says  he:  "All  my  life,  since  I  a 
any  money — and  I  mean  any  money 
I've  been  into  oil  exploration,"  sa 
McCombs.  "When  I  first  started  selli 
cars  I  put  $500  into  a  small  interest  ii 
little  oil, play  down  near  Beeville.  And 
had  the  worst  thing  that  could  happen! 
us — we  got  a  helluva  gas  well.  At  tH 
time,  you  couldn't  sell  gas.  We  \i 
plugged  it."  But  that  never  discourajij 
him.  Now  he's  involved  in  an  8,000-at 
play  in  Live  Oak  County  south  of  $ 
Antonio  that  has  already  cost  $30  rrj 
lion  for  exploration.  Last  year  he  stan 
a  contract  drilling  company  and  now  1] 
five  onshore  rigs  contracted  out. 

There's  real  estate,  of  course.  At  fi 
he  put  whatever  spare  capital  he  had  ir 
undeveloped  commercial  property. 
he  has  a  half-interest  in  Broadway  Plak 
a  70-acre,  1 -million-square-foot  deveU 
ment  in  San  Antonio  that  includes  I 
soro's  corporate  headquarters.  In  1974 
the  midst  of  the  recession,  McCont 
received  a  telephone  call  from  the  del 
ridden  developer.  Would  he  rescue  t 
complex  with  an  infusion  of  about 
million?  "This  is  the  sort  of  deal  I  i 
involved  in  lots  of  times,"  si 
McCombs.  "1  know  the  man,  I  like  f 
basic  concept  of  what  he's  doing, 
gave  me  a  proposition,  we  traded  on  tl 
and  in  20  minutes  it  was  all  ova 
McCombs  joined  up.  When  he  said 
did  the  deal  in  20  minutes,  McCorr 
wasn't  kidding.  "He's  the  only  persoi 
know  who's  got  the  guts  to  move  oi 
deal  when  you  need  him,"  says  a  r 
estate  partner.  "I've  never  seen  anyc 
who  can  jump  over  so  much  business. 

The  closest  thing  McCombs  has  tt 
hobby  is  ranching,  which  consun 
most  of  his  weekends.  Sure  enough,  h 
found  a  way  to  make  money  here,  t( 
His  six  ranches  include  a  3,500-a' 
spread  in  Johnson  City  where  he  rai 
Texas  Longhorns  just  down  the  rcj 
from  the  LBI  Ranch.  Nearly  extinct 
the  turn  of  the  century,  Longhorns  ha 
been  making  a  comeback  lately  becai 
of  their  lean  meat.  At  an  auction  in  Ju 
one  of  McCombs'  prize  Longhorns  s» 
for  $12,000,  50%  above  what  a  top  o 
brought  a  year  ago.  At  his  l,800-a< 
ranch  in  Devine,  southwest  of  San  An 
nio,  McCombs  is  involved  in  a  sophi; 
cated  embryo  transfer  program  where  " 
per"  Brangus,  Brahman  and  Longhc 
cows  are  injected  with  a  formula  that  c 
cause  them  to  ovulate  more  than  c 
egg.  The  eggs  are  then  fertilized  by  art 
cial  insemination  from  a  prize  bull  a 
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Millions  of  delicious  donuts 
90  home  every  day. 


And  Ill's  Unijax  prepares 
them  for  the  trip. 


Dunkin'  Donuts  is  famous  for  its  24-hour 
take-out  service,  and  IU's  Unijax  supplies  bags 
and  boxes  to  protect  their  tasty  products  on  the 
way  home.  What's  more,  Unijax  delivers  the  flour, 
sugar,  fruit  fillings  and  other  ingredients  that  help 
make  these  take-home  treats  so  appetizing  in  the 
first  place. 

With  a  network  of  39  distribution  centers  in 
20  states,  Unijax  is  not  only  busy  serving 
the  food  servers.  It  provides  a  variety  of 
everyday  items  used  by  retailers,  hotels 
and  motels,  hospitals,  schools,  printers 
and  publishers.  Products  like  tape  and 
printing  papers.  Janitorial  supplies.  Plas- 


International 


tic  cups  and  bags.  Fine  paper  for  books.  And  the 
list  is  growing. 

The  distribution  services  of  Unijax  are  just 
one  major  part  of  IU  International —a  diversified 
company  with  other  interests  in  land  and  sea 
transportation,  utilities,  industrials  and  agribusi- 
ness that  add  up  to  more  than  $2.5  billion  in 
annual  revenues. 

For  more  information  on  Unijax, 
write  to  Walter  L.  Moore,  President, 
Unijax,  Inc.,  PO  Drawer  J,  Jacksonville, 
FL  32203.  To  learn  more  about  IU 
International,  write  IU  Corporate  Affairs, 
1500  Walnut  Street,  Philadelphia,  PA  19102. 


transferred  to  a  host  cow  to  carry  the 
calf.  In  three  years  McCombs  has  built  a 
herd  of  250  prize  Branguses  probably 
worth  $1 .5  million. 

Five  years  ago  McCombs  decided  to 
get  a  Rolls-Royce  dealership.  "I  called  my 
partner  in  Houston  ten  days  before  my 
25th  wedding  anniversary  and  said  I 
wanted  a  silver  Rolls  for  my  wife.  I  said, 
'I've  got  to  have  it  in  a  week.'  He 
laughed:  'You  don't  pick  up  the  phone 
and  buy  a  custom  silver  Rolls.  They  only 
make  about  3,000  a  year  and  ship  about 
750  to  the  U.S.'  I  said,  'I've  got  to  have 


it.'  I  went  through  so  much  trouble  that  I 
thought  if  it  was  that  hard  I  better  have 
my  own  dealership.  Six  months  later,  I 
did."  It's  now  part  of  REDMAC. 

When  McCombs  retreats  to  his  com- 
fortable eight-level,  five-bedroom  house 
in  the  exclusive  Olomos  Park  section  of 
San  Antonio  at  the  end  of  the  day,  the 
telephone  rarely  rings  for  him.  That's  the 
way  McCombs  wants  it.  "We're  listed," 
says  McCombs'  wife,  Charhne,  a  hand- 
some woman  with  striking  green  eyes, 
who  says  she  often  hears  about  Red's 
deals  from  someone  else  or  reads  about 


them  in  the  newspaper.  But  busines? 
for  the  office.  There,  late  one  afterncx 
when  the  phones  had  stopped  ringi 
McCombs  sat  behind  his  nine-foot  d( 
and  reflected  on  his  life.  "I  am  really  vi 
provincial.  I  feel  very  comfortable  in  5 
Antonio  and  I  don't  have  any  desire  to 
a  big-time  national  operator.  I  didn't 
up  this  morning  and  have  any  great 
sire  to  do  another  deal.  But  I  want  to 
aware  and  alert   if  that  opportun 
comes  along.  That  gets  me  pretty 
cited."   Red   McCombs   isn't  mak: 
money;  he's  having  fun!— TeddA  Cohen 


Smarting  from  high  taxes?  Desperate  to  keep 
more  of  your  income?  Read  this  before  you 
jump  into  the  first  tax  shelter  that  comes  along. 

But  where  are 
the  limited 
partners'  yachts? 


%  

By  Howard  Rudnitsky 

What  recession?  We  don't  see  it 
in  oil  and  gas  drilling  fund  pro- 
grams. There's  more  money 
than  ever  coming  in  this  year,"  says  a 
general  partner  of  a  West  Coast-based  oil 
and  gas  drilling  partnership.  He's  not  a 
special  case.  Despite  some  softening  in 
April  and  May,  when  credit  con- 
trols and  a  faltering  economy  dis- 
couraged some  investors,  public  oil 
and  gas  partnership  funds  could 
wind  up  some  40%  ahead  of  last 
year's  record  SI  billion  inflow.  And 
'that's  iust  public  programs.  An- 
other $1.5  billion  or  so  is  expected 
to  find  its  way  into  private  oil  and 
gas  partnerships. 

A  few  years  ago  a  program  spon- 
sor who  raised,  say,  $10  million  to 
$  1 5  million  a  year  was  doing  a  very 
respectable  job.  No  more.  This  year 
Ft.  Worth,  Tex.'  Can-Am  Drilling 
Programs  expects  to  raise  about 
$115  million,  and  Minneapolis, 
Minn.'s  Apache  Corp.  about  $70 
million.  Oil  and  gas  partnership 
programs  sell  limited  partnerships 
to  investors  willing  to  put  money 
into  a  fund  that  explores  for  (ex- 
ploratory drilling)  or  develops  ex- 
isting (developmental  drilling)  oil 
and  gas.  An  operator  or  fundraiser 


acts  as  general  partner  in  these  funds, 
usually  taking  part  of  the  investor's  mon- 
ey up  front  and  a  percentage  of  the  return 
once  the  oil  is  produced.  The  maiority 
are  sold  for  their  tax-shelter  advantages. 

Because  tax-sheltered  oil  and  gas  drill- 
ing funds  are  an  easier  sale  these  days, 
thanks  to  inflation,  high  taxes  and 
OPEC,  more  and  more  sponsors  are  en- 


tering this  lucrative  market.  And  w 
good  reason.  Last  year  front-end  loa 
sales  commissions,  management  n 
and  organization  costs  on  public  p 
grams  probably  came  to  around  $1 
million.  This  year  they'll  most  lik 
climb  to  some  $190  million. 

Where  there  are  commissions  to 
earned,  there  are  salesmen,  and  wh 
there  are  eager  salesmen  there  is  alw; 
product.  How  good  is  the  product:  . 
too  often  the  salesmen  concentrate 
the  supposed  tax  benefits  rather  than 
the  merchandise  itself.  A  bit  of  it  is  v 
good.  A  lot  is  mediocre  and  a  great  dea 
plain  rotten.  Many  programs  are  pitel 
by  brokers  as  ways  of  "sending  your  cl 
dren  through  college."  Investors  arc  t< 
they  can  shift  the  future  tax  burdei 
several  years  from  now  when  cash  p 
ments  start  flowing  in — onto  their  cl 
dren  by  making  gifts  of  fund  assets.  Sii 
the  kids  will  be  in  low-  or  no-tax  ea 
ings  brackets  after  the  oil  or  gas  is  p 
duced,  a  family  will  hold  on  to  mt 
aftertax  dollars.  In  addition,  S3,00C 
year  is  tax-free  under  the  gift-tax  rul 
What  is  generally  not  mentioned  is  tl 
any  investment  can  be  treated  that  w 
assuming  you've  got  income  to  shekel 
the  first  place. 

Some  sponsors  play  down  t 
tax-shelter  feature  and  stress  I 
program's  profit  "potential."  Tt 
cite  past  performance  and  exciti 
prospects  in  hot  areas  like  1 
Overthrust  Belt  or  the  Tuscaloi 
Trend.  To  separate  itself  from  I 
herd,  Bellevue,  Wash.'s  ENI  Co 
has  even  taken  to  stressing  oil  a 
gas  finding  costs.  "What  did  it  a 
to  get  it  out  of  the  ground?"  EN 
brochures  now  ask.  "For  the  inv 
tor  as  well  as  the  oilman,  the  ; 
swer  is  the  key  to  evaluating  p 
formance."  It  seems  that  EN 
finding  costs  have  been  comi 
down  and  are  now  below  the 
industry  average. 

To  some  extent  those  costs  . 
influenced  by  the  kind  of  drilli 
done  and  by  the  type  of  acre^ 
under  development,  so  they  arej 
always  strictly  comparable.  B 
thermore,  past  results  don't  gu 
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An  RCA  Solid  State  Laser  that 
fits  through  the  eye  of  a  needle 
can  transmit  500  million  bits  of  information 
per  second  through  a  thread  of  glass.  -i 


The  entire  contents  of  a  24-volume  encyclopedia  in 
3  minutes.  2500  phone  conversations  or  20  TV 
programs  at  the  same  time.  Staggering  amounts 
of  information  -  all  made  to  pass  through  a  tiny 
thread  of  glass  by  a  solid  state  laser  that 
radiates  light  from  an  area  one-hundredth  the 
size  of  the  period  at  the  end  of  this  sentence 
This  laser,  developed  by  RCA  scientists', 
emits  a  narrow,  intense  beam  of  light 
that  can  be  efficiently  coupled  into  the 
microscopic  fibers  that  carry  the  information.  V 
Because  of  its  incredible  stability  and  small  ■ 
size,  RCA's  solid  state  "double  dovetail" 
laser  represents  a  significant  step  toward  V 
faster,  smaller,  more  efficient  fiber-optic  1 
communications  systems.  1 
This  Solid  State  Laser  is  a  product  of  ' 
RCA  research -the  kind  of  dedicated 
research  that  has  been  a  tradition  at  RCA 
for  over  sixty  years.  Today,  many  years 
after  Nipper  started  listening  to  "His 
Master's  Voice  ,'  research  and  develop- 
ment of  electronic  products  are  funded 
at  the  highest  level  in  our  company's 
history.  Our  commitment  is,  as  it  has 
always  been,  to  the  advancement 
of  technology  -  to  the  creation  of 
products  that  expand  the  human 
horizon,  whether  through  a  wave 
of  sound  or  a  thread  of  light. 

(C  I960  RCA  Corporation  J^k^ 


A  tradition  on  the  move 


How  an  industrial  product 
from  Colt  Industries  will 
help  the  next  generation 
of  Boeing  jets  take  off. 


When  the  new  Boeing  757  twin-jet  goes  into 
service  in  1983,  it  will  take  off  and  land  on 
nose  and  main  landing  gear  supplied  by  our 
Menasco  subsidiary. 

The  Boeing  757  is  one  of  the  whole  new 
Boeing  family  of  fuel-efficient  commercial 
airliners.  Designed  to  compete  in  a  market 
forecast  to  total  1200  of  this  class  of  airliner 
by  the  1990s,  the  standard  757  will  carry 
178  passengers  while  using  up  to  40%  less 
fuel  per  seat.  '  . 


Menasco  is  a  leading  producer  of  landing 
gear  assemblies  for  the  Boeing  707,  727, 737 
and  the  new  767,  as  well  as  for  the  Lock- 
heed L-1011,  the  McDonnell  Douglas  DC-10 
and  such  military  aircraft  as  the  A-10  and 
F-16.  And  Menasco  is  another  reason  why 
Colt  Industries  is  a  leading  supplier  to  the 
industrial  sector  of  the  U.S.  economy. 

For  our  latest  financial  reports,  write  Colt 
Industries  Inc,  Dept.  G,  430  Park  Avenue, 
New  York,  N.Y.  10022. 


■  % 


stainless  steel  pipe  and  tubing*  Crucible  permanent 
magnets  and  coil  springs* Colt  firearms  DHolley  car- 
buretors •  Chandler  Evans  fuel  controls  •  Fairbanks  Morse 
pumps □  Crucible  specialty  steelsdGarlock  industrial 
seals  •  Stemco  truck  products  •  France  compressor  products 
Farnam  gaskets □  Menasco  shock  mitigation  systems 

Colt  Industries 


When  you  want  to  concentrate  the 
receipts  of  all  your  canadian  outlets 
(as  if  they  were  in  the  same  building) 


OUR  SOLUTION: 


If  you  do  business  in 
Canada,  and  you  need 
Cash  Management 
services  as  good  or  better  than 
you're  getting  at  home,  Bank  of 
Montreal  can  help. 

Our  FirstBank  Cash  Concen- 
trator Service,  for  example, 
concentrates  deposits  from  each 
of  your  Canadian  locations 
instantaneously -on  a  "real  time" 
basis.  Over  1100  on-line  Bank  of 
Montreal  locations  across  the 
country  credit  deposits  to  your 
central  Canadian  account  as  they 
are  made.  This  helps  keep  your 
company's  money  close  at  hand, 
immediately  available  to  you. 

UNSURPASSED  SERVICES 

We  believe  Bank  of  Montreal 
customers  now  have  available  to 
them  Cash  Management  services 
unsurpassed  anywhere.  Some 
examples: 

Our  new  FirstBank  Consoli- 
dated Balance  Service,  which 


V  / 


□ 


provides  you  with  clear,  error- 
free  reports  on  all  your 
Current  Account  balances  at 
any  on-line  branch  nationwide. 

We  also  have  the  Money 
Desk, "  lock  box  service, 
zero  balancing  and  many  other 
Cash  Management  tools  available 
to  meet  your  special  needs. 


Now,  when  you're  looking 
for  Cash  Management  services  in 
Canada  as  good  or  better  than 
you're  getting  at  home,  you  have 
our  credentials. 

THE  FIRST 
CANADIAN  BANK 

Bank  of  Montreal  was,  indeed, 
the  first  bank  established  in 
Canada,  in  1817.  And  the  first  to 
venture  outside  of  Canada,  to  the 
U.S.  and  England,  in  1818. 

But  to  us,  "first"  is  more  than  a 
date.  It's  an  attitude. 


The  Bank's 
first  ledger: 
Cash  Management 
is  as  old  as 
Canadian  business 


We  intend  to  live  up  to  the  "first" 
in  The  First  Canadian  Bank, 
worldwide. 


Why  bother  with  the  middleman? 


Chances  are  you'll  sleep  better  and  maybe  even  come 
out  ahead  if  you  invest  directly  in  the  stocks  of  most  oil 
companies — even  those  who  sell  partnerships  them- 
selves. The  18  companies  below  fall  into  two  groups — 


those  heavily  dependent  on  partnerships  and  those  that 
aren't.  Both  kinds  of  stock  have  generally  fared  well. 
Ask  your  friendly  tax-shelter  man  if  he's  doubled  or 
tripled  your  money  since  1977. 


-10/3/77  price- 


-1/2/79  price- 


oducing  companies 

aUJUSlCU  1UI 
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Recent 

%  gciin 

with  partnerships 

actual 

stock  splits 

actual 

stock  splits 

price 

1977-80 

1979-80 

meriean  Quasar  Petroleum 

31% 

$21.08 

17% 

34% 

63% 

98% 

pache 

23% 

7.79 

20% 

$10.25 

23% 

205 

132 

&K  Petroleum 

WVa 

11% 

34  V* 

89 

195 

amson  Oil 

liVe 

8% 

16% 

33 

98 

itrick  Petroleum 

12% 

lll/2 

21'/2 

67 

87 

^trn-T  ,pwi<* 

-lie  uvnis 

o  /8 

Aid  /» 

ooy 

37R 

jgo  Producing 

13 

11% 

24 'A 

87 

106 

'ainoco  Oil 

7% 

3.88 

12% 

6.44 

36% 

839 

465 

roods  Petroleum 

22% 

11.31 

26 

13.00 

24 

112 

85 

educing  companies 

without  partnerships 

:lco  Petroleum 

30 

20.00 

38 'A 

25.50 

44 

120 

73 

ittes  Gas  &  Oil 

15% 

7% 

24% 

64 

236 

rystal  Oil 

17% 

3.97 

18'/4 

4.06 

30% 

662 

645 

lergy  Reserves  Group 

Z% 

3% 

14'/4 

470 

322 

'lmont  Oil 

21% 

7.25 

24  % 

8.04 

35% 

386 

338 

exco  Oil 

24% 

15'/4 

36% 

50 

140 

cFarland  Energy 

3'/4 

3 

16% 

408 

450 

cMoRan  Oil  &  Gas 

11% 

5.88 

13'/2 

6.75 

25% 

332 

276 

tuthland  Royalty 

39% 

9.81 

51% 

12.91 

53% 

449 

317 

;e  good  results  in  the  future, 
ut  at  least  the  stressing  of  return  is 
key  to  sensible  tax  sheltering.  The 

writeoff  is  only  the  beginning — if 
t's  all  you  want,  don't  bother  to  earn 
money  in  the  first  place.  What  really 
nts  is,  When  you  are  all  through,  will 

end  up  with  more  money  than  if  you 
paid  the  taxes  and  put  the  rest  in  the 
k?  Don't  snicker.  Not  all  tax  shelters 
.  do  that  well  for  you. 
isten  to  Arnold  Rudoff,  who's  been  a 
shelter  analyst  for  12  years  and  pub- 
es  the  Limited  Partners  Letter  out  of 
llo  Park,  Calif.:  "I  don't  think  most 
he  oil  and  gas  drilling  programs  are 
i  attractive.  To  offset  the  high  risk  of 
holes  they  should  offer  investors  a 
d  chance  of  doubling  their  initial 
ley  in  under  five  years.  Most  past 
»rams  haven't  been  able  to  do  that, 

I  doubt  the  average  program  will 
lage  it  in  the  future." 
fhat  are  your  chances  of  doubling 
r  money  in  five  years  in  oil  and  gas 
nerships?  Not  very  good,  according 
Dennis  Wells  of  Investment  Search, 
,  an  advisory  service  monitoring  the 
;rams,  and  a  veteran  of  Apache  Corp., 
independent  oil  producer  that  spon- 
drilling  funds.  Says  Wells:  "Only  the 
i  best  exploratory  drilling  funds  re- 
l  better  than  2-to-l."  No  more  than 
3  manage  it,  and  typically  they  take 
years  to  do  it,  not  five  years, 
uch  delays  in  returning  your  cash  can 
more  costly  than  you  think.  If,  for 
mple,  you  won't  start  getting  $10,000 
ash  payouts  from  a  program  until  the 
l  year,  with  inflation  at,  say,  13%, 
:  payout  isn't  worth  $10,000  today- 


it's  worth  only  $5,700.  That's  why  you 
need  to  double  your  money.  Otherwise 
you  might  as  well  pay  the  tax,  and  invest 
the  balance  in  tax-exempt  bonds. 

Yet  many  programs  don't  return  cash 
until  the  fourth  year,  and  then  only  in 
modest  amounts.  Some  programs  have 
yet  to  pay  a  dime  after  six  to  seven  years. 
The  salesmen  have  a  simple — but  equally 
costly— solution:  Invest  in  a  series  of  pro- 
grams. One  of  them  is  bound  to  pay  out 
promptly.  So  you  will  average  out.  Histo- 
ry does  not  support  that  argument,  but  it 
does  make  the  sponsors  rich. 

Certainly  the  investor  won't  get  rich 
in  these  programs.  Based  on  Investment 
Search's  analysis  of  46  oil  and  gas  pro- 
grams, an  investor  usually  buys  from  one 
of  the  largest  sponsors.  Last  year,  for 
example,  the  ten  largest  drilling  funds 
accounted  for  45%  of  total  sales.  Too 
bad,  because  the  largest  programs  tend  to 
have  poorer  results.  As  with  mutual 
funds,  the  bestselling  programs  are  rarely 
the  best  performers.  In  fact,  the  reverse 
is  true.  Among  larger  programs  (over  $25 
million),  only  16%  more  than  doubled 
the  investment.  However,  over  60%  re- 
turned less  than  the  initial  investment. 
Of  the  smaller  programs  (less  than  $10 
million),  36%  more  than  doubled  the  in- 
vestment and  only  14%  returned  less. 

One  reason  for  the  generally  lackluster 
results  of  larger  funds,  says  Dennis  Wells, 
is  the  way  drilling  programs  are  struc- 
tured. In  the  majority  of  programs  the 
general  partner  takes  little  up-front  risk 
but  shares  in  revenues  generated  and 
management  fees  at  once. 

Nearly  60%  of  the  46  programs  an- 
alyzed use  the  Functional  Allocation 


method.  Here  limited  partners  pay 
all  nonrecoverable  intangible  drilling 
costs — labor,  hiring  the  rig,  other  over- 
head— to  obtain  the  tax  writeoff.  The 
general  partner  pays  only  capital  costs — 
pipe,  bits  and  so  on.  Typically,  the  gener- 
al partner  will  share  in  40%  to  50%  of 
the  revenues  in  exchange  for  a  15%-to- 
25%  outlay.  But  he  doesn't  put  that  mon- 
ey down  until  he's  had  a  chance  to  check 
out  the  drilled  hole.  Most  of  the  big  spon- 
sored programs,  like  Can-Am,  Apache, 
Patrick  Petroleum  and  Woods  Petro- 
leum, use  this  approach,  which  clearly 
favors  the  general  partner. 

A  second  way  of  structuring  drilling 
funds  is  called  Carried  Interest.  It  is  used 
by  15%  of  the  funds  and  also  heavily 
favors  the  general  partner.  He  takes  no 
risk,  but  gets  15%  of  the  return.  The 
investor  gets  nothing  unless  something 
is  found,  then  85%.  Most  wells  drilled 
under  such  a  program  are  development 
wells  rather  than  exploratory  wells.  The 
risk  of  not  getting  any  return  is  small. 
But  so  are  the  returns.  (ENI,  for  example, 
offers  Carried  Interest  programs.) 

Among  the  less  frequently  used  ar- 
rangements is  the  Promoted  Interest 
method,  used  by  about  10%  of  the  funds. 
In  such  a  format  both  the  general  and 
limited  partners  pay  capital  and  noncapi- 
tal costs.  Since  the  general  partner  puts 
his  money  at  risk  up  front,  says  Wells, 
this  has  tended  to  produce  the  best  re- 
sults for  the  investor.  Examples  include 
Saxon  and  Industrial  Gas  &  Oil. 

Another  infrequently  used  format  is 
called  Reversionary  Interest.  Here  the  in- 
vestor pays  all  the  costs  and  takes  all  the 
risks.  The  minute  the  well  begins  show- 
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ing  a  profit  he  gets  a  cash  payout.  When 
that  payout  reaches  a  given  level,  say 
100%-120%  of  his  costs,  the  genera)  part- 
ner begins  to  share  in  the  rewards.  This 
provides  the  investor  with  a  significantly 
better  rate  of  return  for  the  risk.  Omni 
and  Minoco  have  this  arrangement. 

The  last  two  methods,  more  favorable 
to  the  investor,  are  generally  used  only 
by  newer,  smaller  programs.  There  are 
other  reasons  why  the  smaller  programs 
tend  to  be  more  successful.  Wells:  "The 
early  successful  effort  by  the  general  part- 
ner in  picking  attractive  drilling  sites 
becomes  more  difficult  to  repeat  as  the 
programs  grow.  The  ability  to  bring  in 
funds  based  on  past  successes  outstrips 
the  general  partners'  ability  to  find 
enough  new  good  prospects." 

Some  oil  people  feel  the  problem  is 
even  more  basic.  Listen  to  a  manager  of  a 
smallish  but  quite  successful  domestic 
producing  company,  who  won't  touch 
drilling  funds:  "The  limited  partners  usu- 
ally don't  get  a  fair  shake.  If  people  think 


In  a  business  adept  at  sharing  the 
risk,  the  latest  wrinkle  is  the  oil 
royalty  fund.  Structured  like  a 
drilling  fund  with  limited  partners 
and  a  general  partner,  the  royalty  fund 
buys  a  piece  of  the  landowner's  or 
geologist's  prospective  royalty  on  land 
where  major  oil  companies  are  going 
to  dig.  The  investor  isn't  involved  in 
the  risk  or  cost  of  drilling,  but,  once 
the  oil  or  gas  flows,  gets  his  take 
alongside  the  farmer  or  rancher  who 
owns  the  property  or  the  geologist 
who  found  the  prospect.  "You're  insu- 
lated against  rising  costs  of  drilling  for 
oil,"  says  Renato  Valente,  who  does 
private  royalty  ventures  out  of  New 
York,  "and  benefit  from  the  inflation- 
ary rise  in  the  price  of  oil." 

Buying  as  little  as  one-quarter  of  1% 
of  a  royalty,  Valente  pools  30  or  50 
prospects  that  the  ordinary  investor 
never  gets  a  crack  at.  "We're  in  with 
Exxon,  Gulf,  and  others  who  drill  the 
high-risk,  expensive  wells,  below 
15,000  feet,"  says  Valente.  He  claims 
that  such  wells  have  a  higher  success 
ratio  than  the  average  U.S.  well — 
30%,  as  opposed  to  17%. 

The  passive  investor  may  find  the 
royalty  fund  too  risky  and  expensive. 
Valente  requires  a  minimum  of 
$30,000  from  investors  who  don't  ex- 
pect any  liquidity  or  cash  flow  for  at 
least  two  to  four  years.  "The  small  guy 
just  doesn't  belong,"  cautions  Valente. 

Not  all  royalty  funds  have  as  high  an 
entry  fee.  You  can  buy  a  $5,000  limit- 
ed partnership  in  Gallon  Royalty  Fund 
of  Natchez,  Miss,  with  a  net  worth  of 


they  can  beat  the  government  via  a  tax 
writeoff,  they'll  buy  any  junk.  You  can 
sell  anything  if  it's  hot  and  the  salesmen 
have  incentives.  The  dealers  get  com- 
missions, fees,  expense  accounts  and 
overrides.  So  the  limited  partnefs  aren't 
on  the  same  footing." 

Indeed,  they  typically  aren't.  Take  a 
look  at  howwell  the  general  partners  and 
their  dealers  fare  on  a  fairly  typical  drill- 
ing fund:  Can-Am.  Its  May  1980  prospec- 
tus— well  over  100  pages  long  and  loaded 
with  numbers  and  figures  that  few  peo- 
ple read — is  instructive. 

Of  $40  million  raised  earlier  in  the 
year,  almost  $5  million  goes  for  sales 
commissions  and  management  fees  to 
the  operators,  American  Quasar  Petro- 
leum Co.  Some  of  the  commission  goes 
to  Can-Am  Securities,  Inc.,  the  distribu- 
tor. Most  commission  dollars,  however, 
go  to  dealers  like  E.F.  Hutton  who  retail 
the  programs. 

In  addition  to  those  up-front  expenses 
there  is  Can-Am's  organizing  overhead 


$90,000  or  an  income  of  $25,000  and 
net  worth  of  $25,000.  Your  cash  is 
spread  out  over  50  to  65  deep  wells 
averaging  18,500  feet.  Callon  takes 
out  13.5%  off  the  top,  and  then  puts 
in  1%  of  the  total  capital  for  another 
16%  share  once  the  revenues  are  flow- 
ing. As  limited  partner  you  share  in 
84%  of  the  revenues  for  putting  up 
99%  of  the  capital  and  also  get  all  the 
writeoffs  and  most  of  the  depletion 
allowances  for  your  tax  benefits. 

So  far  Callon  has  set  up  only  two 
programs,  one  of  $3.5  million  and  338 
investors,  the  other  of  $12  million  and 
995,  neither  of  which  has  had  any 
payout  yet.  Valente  keeps  his  clients 
down  to  about  60  "wealthy  individ- 
uals" and  has  had  four  royalty  ven- 
tures completed  for  a  little  over  $2 
million,  also  without  significant  pay- 
back yet.  Another  new  company, 
Knight  Royalty  of  Denver,  Colo., 
went  public  in  mid- August  and  so  has 
not  set  up  any  partnerships  yet. 

But  Knight  Royalty's  Warren 
Knight  is  selling  hard  just  the  same: 
"All  the  capital  that  can  be  put  to 
the  problem  is  necessary.  All  the 
new  wrinkles  just  create  more  cap- 
ital for  the  business.  If  you  believe 
there's  an  energy  crisis,  the  more 
money  you  throw  at  the  problem — 
with  intelligence — the  more  hydro- 
carbons will  be  generated."  The  phi- 
losophy is  fine,  even  though  most  of 
the  capital  thrown  goes  to  the  land- 
owner, part  to  the  fund  managers — 
and  none  of  it  to  the  people  who 
drill  for  the  oil.— Flora  S.H.  Ling 


expense:  about  $200,000,  leaving  $3 
million  for  the  drilling.  That  adds  u| 
13%,  a  hefty  front-end  load.  Nob] 
would  pay  13%  to  sell  a  house,  and  cd 
missions  on  common  stocks,  even 
small  lots,  aren't  much  over  1%  or  . 
At  13%  you've  already  given  up  a  g 
part  of  any  prospective  tax  saving. 

It's  too  early  to  tell  whether  all  tri 
front-end  loads  and  expenses  will 
worth  it.  But  based  on  the  past  recorj 
Can-Am  programs,  it  doesn't  seem  \| 
likely.  From  1974  through  1979  Can- 
has  received  some  $350  million  in 
vestments,  but  produced  only  $7.4  I 
lion  in  cash  distributions.  Many  of 
programs  have  yet  to  produce  a  dollai 
cash  for  limited  partners.  On  a  "revel 
credited"  or  before-expenses  basis 
somewhat  better.  On  gross  expenditu 
of  $434  million,  limited  partners  v| 
credited  with  gross  income  of  $40  r 
lion,  a  return  of  under  10%.  But  th 
not  hard  cash. 

Therefore,  what  benefits  there 
came  from  the  tax  shelter  and  an, 
crease  in  "estimated"  reserves.  Q 
time  will  tell  if  they  turn  out  to  ba 
valuable  as  forecast.  Meanwhile,  Ami 
can  Quasar,  as  general  partner,  hasi 
ceived  some  $17  million  in  managerri 
fees  since  1974  without  putting  up 
cash  at  all.  And  since  1976,  Ameri 
Quasar  shares  have  increased  by  rr|| 
than  150%  in  the  marketplace.  The  n 
ket  seems  to  be  saying  that  it  is  bette 
be  a  general  partner — or  to  own  share 
the  general  partnership — than  to  j 
chase  the  limited  partnerships. 

None  of  this  is  to  say  that  these  ar 
any  way  dishonest  operations.  But 
way  they  are  structured  and  with  the 
mies  of  middlemen  involved,  the  limi 
partners  pay  a  high  price  for  their  tax  S; 
ter.  In  almost  every  case,  an  invei 
would  have  been  better  off  buying  oil 
gas  producing  stocks  (see  table,  p.  I 
Says  Peter  Treves  of  the  New  York 
kerage  firm  bearing  his  name,  "Most 
mestic  oil  and  gas  producing  stocks  h 
gone  out  of  sight  since  the  mid- Seven! 
many  over  500% .  Even  if  you  bough 
later,  in  1978  or  early  1979,  you  still  wc 
have  made  out  quite  well  in  many  stoi 
It's  been  like  shooting  fish  in  a  barrel. 

Yes,  you  will  have  to  pay  a  cap 
gains  tax.  But  you  would  anyway  if 
were  to  cash  in  your  oil  and  gas  prog 
at  a  profit— if  there  were  one.  Moreo 
the  stock  market  provides  immediat 
quidity,  but  oil  and  gas  programs  dc 
There  are  potential  recapture  headac 
when  you  sell  out  in  a  drilling  progra 

The  moral  is  so  trite  it  hardly  bj 
repeating,  but  repeat  it  we  must:  P 
the  label  and  consider  the  facts  be 
you  lump  into  a  tax  shelter.  Don't 
your  passion  to  beat  the  tax  colle 
overcome  your  common  sense.  There 
times  it's  better  to  pay  the  tax  and  b 
on  to  what  is  left.  ■ 


Aftermarket  in  royalties 


1  u 
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ow  does  a  120-year-old  company  wind  up 
ith  a  lock  on  the  most  advanced  technology 
the  machine-tool  business?  As  George 
icker  will  tell  you,  not  by  wizardry. 

The  man  in  the 
wing  tip  shoes 


By  Gerald  Odening 


■    eorge  J.  Becker's  office  at  the 

rFond  du  Lac,  Wis.  headquarters  of 
Giddings  &  Lewis  is  a  small  L- 
ped  corner  that  looks  out  on  the  com- 
y  parking  lot.  In  his  light-blue  suit, 
Os-style  black-and-white  wing-tip 
es  and  print  tie  secured  with 
i  clip  bearing  his  30-year  pin, 
L's  CEO  radiates  a  pleasant, 
fashioned  charm.  So  natu- 
y,  he  runs  a  company  the 
Id  is  just  beginning  to  catch 
with. 

l&L  is  the  premier  producer 
"computer  numerical  con- 
"  machine  tools  and  the 
licomputer-driven  machines 
t  make  them.  CNC,  as  it  is 
ed,  along  with  G&L's  other 
e,  standard  horizontal  bor- 
machines,  has  made  G&L 
lething  of  a  wonder.  It's  only 
fifth-largest  U.S.  machine- 
l  company,  with  $258  mil- 
i  revenues  last  year,  but  it's 
t  in  profitability:  32.4%  re- 
1  on  equity  in  1979.  The 
lpany  has  a  lot  of  cash — 
.5  milion — having  made  a 
die  in  the  short-term  money 
kets.   Pretax   margins  are 
r  20%  of  sales  and  cash  flow  per  share 
year  was  $5.54,  roughly  one-third  of 
516  tangible  book  value.  Earnings  in 
first  half  of  1980  were  up  35%,  to 
>8  a  share,  and  headed  for  an  estimat- 
15  by  year-end.  Not  surprisingly  take- 
r  rumors  are  circulating  on  Wall 
:et.  At  about  $34  a  share,  the  stock  is 
20-year  peak  but  trading  at  a  paltry  6 
es  1980  earnings,  and  management 
is  less  than  3%.  Most  machine-tool 
lpanies  have  sold  out  for  at  least  12 
es  earnings  because  conglomerates 
e  them  as  cash  cows  during  upcycles. 
fhile  the  rumors  float,  Becker,  63,  the 
of  a  Lutheran  minister,  who  has  al- 
rs  worked  for  G&L  and  never  lived 


anywhere  but  Fond  du  Lac,  ticks  off  the 
cycles  ahead:  first,  a  falloff  in  tool-up 
orders  from  Detroit,  which  is  17%  of 
G&L  sales.  Then  aerospace  picks  up  the 
slack,  followed  by  construction,  consum- 
er appliances  and  much  later,  in  1984, 
the  drug  industry.  His  eyes  crinkle  be- 
hind his  glasses.  "We're  not  financial 


Becker  ( left)  and  Kraut  of  Giddings  &  Lewis 
Japanese  machines  dont  embarrass  them. 

wizards,"  he  says.  "We  just  tend  to  be 
conservative  folk." 

Not  everyone  at  G&L  wears  wing-tip 
shoes.  Take  Chairman  Ralph  Kraut, 
now  71.  He  is  a  cigar-chomping  engi- 
neer who  lives  in  a  Frank  Lloyd  Wright 
house  equipped  with  tennis  court,  in- 
door pool  and  sauna.  Kraut  also  believes 
in  research.  In  fat  years  and  lean  he  has 
spent  a  steady  5%  of  sales  on  R&D, 
compared  with  3%  for  most  of  the  rest 
of  the  industry.  In  1953  he  sponsored  a 
$500,000  study  on  computerized  ma- 
chine tools  at  the  Massachusetts  Insti- 
tute of  Technology.  Two  years  later 
G&L  brought  its  electronics  knowhow 
back  to  Fond  du  Lac  and  pioneered 


the  computer- driven  machine  tool. 

In  the  late  Sixties,  like  most  other  ma- 
chine-tool companies,  G&L  took  a  bath 
in  the  aerospace  downturn.  Kraut  had  to 
close  down  half  the  company,  lay  off 
thousands  of  workers,  even  destroy  in- 
ventory. Says  Becker:  "We  decided  then 
and  there  that  would  be  the  last  time  we 
went  through  something  like  that." 

So  G&L  has  carefully  buttressed  itself 
with  diversification.  Since  1975  alone  it 
has  snapped  up  Osbom  Manufacturing, 
Pressed  Steel  Tank,  Basic  Electronics, 
Jackson  Buff  and  Margo.  Now  it  has 
products  from  tools  for  buffing  plumbing 
fixtures  to  printed  circuit  boards  for 
heart  pacemakers.  The  company  goal  is  a 
50-50  ratio  of  revenues  from  machine 
tools  to  other  products  but  G&L  is  sell- 
ing so  many  machine  tools  that  this  year 
its  basic  product  lines  will  provide  75% 
of  revenues  and  over  80%  of  profits. 
Hardly  a  problem,  short-term  anyway. 

A  real  problem  is  the  Japanese,  who 
have  charted  machine  tools  as  a  long- 
term  goal.  They  have  aimed  squarely  at 
horizontal  boring  machines  and  CNC — 
G&L's  strongholds.  "Some  of  our  friends 
here  in  the  Middle  West,"  says  Becker, 
"are  a  little  embarrassed  to 
show  us  the  Japanese  machines 
they've  bought.  But  what  are 
you  going  to  do  when  you  need 
it  yesterday?"  The  Japanese  sell 
cheap,  he  says,  and  deliver 
quickly.  Snaps  Kraut:  "If  they 
are  going  to  sell  here,  we've  got 
to  play  by  the  same  rules" — 
meaning  that  U.S.  machine-tool 
makers  should  be  supported  by 
their  government,  as  are  Japa- 
nese companies. 

But  G&L  is  not  panicking. 
"Capital  spending  should  aver- 
age $10  million  to  $15  million  a 
year,"  Becker  says.  "Much  of 
our  equipment  involves  use  of 
our  computer-driven  machin- 
ery, so  we  can  expand — or  con- 
tract— with  little  penalty." 

Some  critics  charge  the  com- 
pany is  too  conservative  in  the 
face  of  the  threat  from  overseas. 

  But    George    Becker  doesn't 

agree.  Up  the  street  from  his  office  stand 
the  ailing  plants  of  a  leather  company. 
The  leather  company  owned  G&L  120 
years  ago,  using  it  to  get  into  "niches"  of 
the  day — lumber  mills,  flour  mills  and 
the  like.  G&L  changed  but  the  leather 
company  didn't.  Down  the  street,  by 
contrast,  the  Fond  du  Lac  City  Hall  has 
been  slowly  moving  out  of  the  old  school 
building  where  George  Becker  went  to 
grade  school  50  years  ago.  It  has  taken  a 
long  time,  but  the  new  City  Hall  is  all 
steel  and  glass.  This  summer,  too,  G&L 
has  been  on  the  move  for  new  acquisi- 
tions. On  the  shopping  list,  among  other 
things:  a  semiconductor  company.  Con- 
servative folks,  yes.  But  not  blind.  ■ 
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World  Currencies 

Why  the  I  MM  has  expanded  its  foreign 
exchange  markets. 


One  of  the  most  successful 
innovations  in  the  world  of 
international  exchange  is  our 
group  of  foreign  currency 
futures  contracts:  British 
pounds,  Canadian  dollars, 
Swiss  francs,  Deutsche  marks, 
Japanese  yen,  Mexican  pesos, 
French  francs  and  Dutch 
guilders.  Almost  one  million 
contracts  were  traded  in  the 
first  quarter  of  this  year  alone. 
That  translates  into  daily 
volume  that  frequently 
approaches  a  billion  dollars. 

Now  we  have  greatly  increased 
the  scope  and  flexibility  of  the 
IMM's  foreign  exchange  mar- 
kets with  several  important 
changes.  Foremost  among 
these  is  doubling  the  number 
of  contract  months  from 
four  to  eight  per  year. 


This  will  serve  to  expand  the 
opportunities  for  banks,  cor- 
porations and  other  traders 
engaged  in  hedging,  arbi- 
traging  and  spreading.  The 
expanded  schedule  offers 
regular  contracts  for  January, 
March,  April,  June,  July, 
September,  October  and 
December. 

In  addition  to  the  schedule  of 
regular  contracts,  the  four 
remaining  months  of  Febru- 
ary, May,  August  and  November 
will  be  inserted  in  the  "spot" 
month  rotation,  making  it 
possible  to  trade  in  a  current 
month  throughout  the  year. 
A  spot  month  trades  without 
daily  price  limits  so  it  can 


constantly  stay  in  line  with 
world  interbank  prices,  sig- 
nifying the  increasingly  close 
relationship  that  exists  be- 
tween the  IMM  and  the  global 
foreign  exchange  market. 

The  business  of  the  IMM 
is  to  respond  to  the  needs 
of  corporations,  banks  and 
individuals  who  use  it.  The 
transfer  of  foreign  exchange 
risk  to  the  IMM's  futures 
markets  has  become  an  impor- 
tant aspect  of  doing  business. 

We  are  at  your  service. 

For  more  information,  call, 
one  of  the  following  numbers: 
Chicago  312-930-3048, 
New  York  212-363-7000, 
London  01-920-0722.  Also, 
in  the  continental  G.S.  you 
may  call  800-228-2027. 


INTERNATIONAL  MONETARY  MARKET 

Division  of  Chicago  Mercantile  Exchange® 


Offices  in  New  York  and  London. 


R  Games  has  the  hottest  game  in 
\  country.  Management  won- 
rs,  "Is  it  another  Hula-Hoop?" 

Dungeons 
and  dollars 


By  Geoffrey  Smith 

Dungeon  Master:  "The  halfling  guarding  the  door  re- 
arts  hearing  slithering  noises  outside." 
Player:  "I  hear  slithering  noises!" 
Caller:  "Let  the  elf  try  to  open  his  secret  door.  Halfling, 
)ike  that  door  of  yours  shut!" 

Dungeon  Master:  "The  elf  opens  the  secret  door.  It's  a 
irk  passage,  only  3  feet  wide,  running  straight  north." 
Caller:  "See  anything?" 

Dungeon  Master:  "He  sees  a  gelatinous  cube  filling  the 
issage  60  feet  ahead." 

fo,  that's  not  from  the  movie  script  of  Lord  of  the  Rings. 
That's  what  it  sounds  like  sitting  in  on  a  game  of 
Dungeons  &  Dragons,  the  hottest  game  in  the  nation 
:  now. 

mgeons  &  Dragons  and  its  host  of  imitators  in  the  "fanta- 
)le-playing"  field  (Tunnels  &.  Trolls,  Chivalry  &  Sorcery, 
sQuest,  Arduin  Grimoire)  will  gross  $20  million  this  year, 


Gygax  (seated)  and  Brian  Blunic  of  TSR  dames 
tody's  ever  had  anything  this  hot.  .  .  ." 
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according  to  game  industry  experts.  That's  a  fair  amount  of 
money  for  a  game  that  requires  just  dice  and  a  rule  book  and 
can  consume  hours  a  day  for  as  many  as  18  avid  players.  The 
creators  of  D&D,  TSR  Games  of  Lake  Geneva,  Wis.,  founded 
on  just  $1,000  in  1974,  may  walk  off  with  one-third  of  that  $20 
million.  Next  year  they  expect  triple  the  sales  volume  if,  as 
seems  likely,  the  game  keeps  spreading  like  wildfire  in  the 
college  age,  teenage  and  subteen  set.  In  addition  to  a  flurry  of 
supplemental  "modules"  (dungeon  settings)  coming  out  under 
their  Merlin  trademark,  TSR  President  E.  Gary  Gygax  and 
Executive  Vice  President  Brian  Blume  are  already  at  work  on 
an  electronic  game  version  with  Mattel  ("It's  really  fun!"  says 
Gygax,  eyes  sparkling).  In  the  wings  is  the  movie  version  with 
Twentieth  Century-Fox,  if  all  goes  well. 

A  gelatinous  cube,  by  the  way,  is  a  comparatively  tractable 
"first  level"  wandering  monster — although  you  wouldn't  think 
it  at  first  from  its  resume,  which  comes  with  the  game: 
Move:  60  feet/turn  Treasure  Type:  variable 

Hit  Dice:  4  Attacks:  1 

Armor  Class:  8  Damage:  2-to-8  points 

These  monsters  are  shaped  like  cubes  10  feet  or  so  on  a 
side.  They  move  through  rooms  and  corridors  of  dun- 
geons at  60  feet  a  turn,  sweeping  them  clean  of  all  living 
and  dead  material.  In  the  process  they  may  pick  up 
indigestible  items  like  gold  and  gems  and  carry  them 
within  their  bodies.  Flesh  that  comes  into  contact  with 
the  cube  is  anesthetized  unless  a  saving  throw  against 
paralysis  is  made.  The  touch  of  the  cube  causes  2-to-8 
points  of  damage  as  the  creature  seeks  to  devour  its 
victim.  The  gelatinous  cube  reacts  to  fire  and  normal 
weapons  but  not  to  cold,  lightning  or  most  spells. 
A  manticore,  on  the  other  hand,  is  often  somewhat  trickier 
to  handle — -being  considerably  more  mobile  and  armed  with 
projectiles: 

Move:  120  feet,  fly  180  feet/  Treasure  Type:  D 

turn  Alignment:  lawful  evil 

Hit  Dice:  6  +  1  hit  point      Attacks:  2  claws  +  1  bite 
Armor  Class:  4  Damage:  l-to-6  each 

A  huge,  lion-bodied  monstrosity  with  a  human  face, 
dragon  wings  and  a  tail  full  of  iron  spikes.  There  are  24 
spikes  in  a  manticore 's  tail  and  they  can  be  fired,  6  at  a 
time,  like  crossbow  bolts  with  a  180-foot  range.  Their 
favorite  prey  is  man. 

But  even  a  manticore  has  to  take  a  backseat  to  a  dragon, 
of  which  there  are  4  different  species  (12  at  the  ad- 
vanced level):  white,  black,  red  and  brass — brass  being 
the  worst.  Red  dragons  breathe  fire  over  a  90-foot  range  in  an 
expanding  2-foot-to-30-foot  cone,  for  example,  whereas  brass 
dragons  spew  sleep  and  fear  all  over  the  place.  Being  intelligent 
creatures,  however,  dragons  can  be  negotiated  with  on  occa- 
sion. And,  of  course,  the  risk/reward  ratio  is  affected  by  their 
age.  Older  dragons  (100-to-200  years  and  up)  obviously  have 
more  treasure,  as  well  as  more  bite. 
Complicated?  That's  not  the  half  of  it. 

Players  become  fighting  men,  elves,  dwarves,  magic  users, 
clerics,  halflings  or  thieves  depending  on  the  weighting  of  six 
basic  abilities  (strength,  intelligence,  wisdom,  constitution, 
dexterity  and  charisma)  as  determined  by  three  six-sided  dice. 
High  dexterity,  for  example,  makes  a  good  thief  even  if  the 
character  has  the  intelligence  of  a  young  earthworm.  Magic 
users  have  to  be  exceptionally  bright,  but  may  not  be  able  to  lift 
a  battle-ax. 

Another  dice  roll  determines  "hit  points,"  the  amount  of 
physical  punishment  a  character  can  endure  without  dying. 
Hit  points  can  be  restored,  if  the  blow  is  not  fatal,  by  clerical 
healing  spells,  potions  and  rest.  Armor,  of  various  gradations 
listed  in  an  "armor  class"  table,  helps,  too.  So  does  successful 
"experience"  in  monster-killing. 

Roll  the  dice  again  and  you  get  a  look  at  a  character's 
pocketbook.  After  all,  he's  got  to  buy  equipment,  ranging  from, 
say,  a  halberd  (7  gold  pieces)  or  a  flask  of  wine  (1  gold  piece)  to 
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Shopping  for  modules  at  TSR's  "Dungeon"  in  Lake  Geneva 
"This  seeping  horror  resembles  wet  stone.  .  . 

horse  armor  (150  gold  pieces). 

Then  you've  got  to  master  five  behavior  patterns  that  give 
"character  alignment" — lawful  good,  chaotic  or  unpredictable 
good,  lawful  evil,  chaotic  evil  or  just  plain  neutral. 

For  the  "Dungeon  Master,"  who  alone  sees  a  complete  map 
of  the  dungeon  layout  and  who  orchestrates  most  of  the 
variables  in  this  fantasy  world,  there  are  slews  of  tables 
setting  forth  the  odds  of  such  things  as  combat  and  the  price 
of  goods.  Does  he  want  to  introduce  a  little  monstrous 
excitement  on  the  third  subterranean  level  of  his  dungeon? 
He  rolls  the  dice.  If  it  comes  up  seven,  it's  a  doppelganger.  If 
it's  an  eight,  it's  the  ever-popular  Grey  Ooze  ("this  seeping 
horror  resembles  wet  stone  .  .  ."). 

Then  there  are  tables  for  magic  spells  (which  don't  always 
work),  thieves'  abilities  and  ranges  at  which  various 
hurled  weapons  are  effective.  At  the  advanced  level  the 
list  is  seemingly  endless. 

For  all  its  complexity,  D&D  encourages  all  manner  of  experi- 
mentation. Alex  Smith,  president  of  the  Quogue  (N.Y.)  Gam- 
ing Society,  which  is  devoted  mainly  to  the  proliferation  of 
D&D,  has  personally  created  nine  or  ten  "dungeons"  including 
such  notables  as  the  Caves  of  Chaos,  the  Tomb  of  Valula  and 
Shrine  of  the  Sahoolagan  (a  noxious  water  beast).  He  concedes 


that  learning  D&D  wasn't  exactly  easy.  "It  took  a  long  tin 
maybe  three  weeks,"  says  Alex,  wHo  is  12'/2.  "There's  a  lot 
math  to  it,  like  the  armor  class  system.  But  it  wasfun."  This 
the  more  surprising  since  his  parents  attest  that  Alex  has  nev 
been  what  you'd  call  a  zealous  student.  It's  just  that  studyii 
D&D  was  fun.  In  fact,  if  you  ask  him  what  sets  Dungeons 
Dragons  far  above  the  also-rans  in  his  estimation,  his  answei 
surprising:  "D&D  has  much  more  detail." 

"Much  of  that  detail  went  in  there  because  the  play< 
wanted  it,"  agrees  Gary  Gygax  of  TSR.  "Read  the  herbs 
spices  chart  in  the  Dungeon  Masters  Guide  sometime.  That 
one  of  the  hardest  things  to  do.  I  read  all  the  herbalist  journa 
everything  I  could  get  my  hands  on.  You  see,  every  player 
some  point,  particularly  if  he's  a  Wizard,  decides  he's  going; 
start  manufacturing  his  own  potions  and  making  his  o» 
magic  items.  This  used  to  make  the  Dungeon  Masters  anj 
because  there  was  no  guideline  for  that.  So  we  had  to 
something  to  make  it  easier  for  the  DM." 

Put  simply,  Gary  Gygax  has  created  a  completely  new  tj 
of  game.  It  is  a  game  played  entirely  in  the  mind  as  2  to 
players  pit  their  imaginations  against  one  another,  i 
juggling  countless  variables,  weaving  his  own  myth  of 
tune  and  survival  that  takes  days,  weeks,  even  years  to  pi) 
(Games  like  Blackmoor  in  the  Twin  Cities  or  Mistigar 
Los  Angeles  have  been  going  on  for  well  over  a  year  noi 
Characters  evolve  with  experience  and  quickly  learn 
value  of  teamwork.  A  sword-swinging  tyro  almost  ne 
wins  a  D&D  game  if  he  tries  to  go  it  alone.  Says  Gyg 
"This  is  really  the  first  commercial  attempt  to  providi 
game  where  the  players  can  really  use  their  imaginations 
ingenuity  freely.  If  you  run  into  a  dragon  sitting  on  a  pil 
treasure,  you  can  attack  it  and  attempt  to  slay  it.  You 
try  to  negotiate  with  it.  You  can  use  trickery.  You  can 
away  if  you  don't  think  you  can  handle  it,  and  maybe  co 
back  another  time.  ..."  Or  you  can  get  unlucky  and 
burned  to  a  crisp  by  its  breath. 

As  a  commercial  venture,  Dungeons  &  Dragons 
equally  inspired.  It  started  out  as  a  half-serious  labo 
love.  Gary  Gygax  was  a  bored  insurance  underwr 
and  inveterate  games  player.  His  particular  passion 
writing  war  games  for  toy  soldiers,  called  Miniatures  Rule; 
the  trade,  just  as  H.G.  Wells  had  done.  One  day  Gy: 
dreamed  up,  and  wrote  down,  a  sort  of  war  game  not  confu 
to  historical  reality  at  all  but  rather  a  mythic  fantasy  ga 
that  would  draw  on  his  extensive  reading  of  such  tomes 
Arms  and  .Armor  and  the  Welsh  Wars  of  Edward  I  and  mi 
fantasy  fiction.  He  called  it  Dungeons  &  Dragons.  But  th 
were  no  takers.  Two  game  companies,  including  Avalon  b 
king  of  the  war  games,  turned  it  down  as  it  was 
complicated  and  open-ended. 

That  might  well  have  been  the  end  of  D&D.  But  t 
Gygax  lost  his  insurance  job.  That  shocked  him  into  ask 
himself  what  he  really  wanted  to  do  with  his  life 
answer  was  the  impossible:  earn  a  living  from  creal 
games.  Convinced  that  D&D  was  fun,  he  and  a  fri 
chipped  in  a  grand  total  of  S  1,000  and  called  themsel" 
rather  austerely,  Tactical  Studies  Rules.  To  keep  food  on 
table  Gygax  opened  up  a  shoe  repair  shop  in  his  basemi 
"As  a  boy  I  loved  to  go  to  the  shoe  repair  shops  and  see 
the  machinery,"  he  explains.  About  a  year  later  a  tool-a 
die  journeyman  from  Chicago  named  Brian  Blume  joined 
partnership.  Blume  was  also  an  inveterate  gamesman. 
eryone  had  another  full-time  job,"  says  Blume,  "becaus 
you've  got  to  try  to  make  a  living  out  of  a  business  with 
capital,  you  just  stand  an  excellent  chance  of  driving  it  i 
the  ground." 

Trading  on  his  extensive  contacts  in  the  hobby  field,  G> 
soon  was  able  to  generate  enough  sales  in  the  college; 
incorporate  in  1975  so  that  he  and  Blume  could  work  there 
time.  He  has  since  applied  the  role-playing,  probability-bali 
ing  game  concept  to  espionage  (Top  Secret),  science  fic- 
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The  American  Worker. 

Heholds  the  white-lwt  molds  for  America  in  his  hands... 

For  almost  100  years  now,  we've  been 
insuring  America's  most  valuable  resource: 
her  workers. 

During  that  time,  we've  discovered  some 
very  effective  ways  to  help  American  business 
hold  down  the  cost  of  insurance.  Loss  Control 
is  one  amy. 

Our  Loss  Control  Consultants  can  help 
you  to  identify  hazardous  conditions  at  your 
plant -before  they  turn  into  accidents.  Tliat, 
in  turn,  can  reduce  claims  and  substantially 
lower  your  net  insurance  costs. 

Loss  Control.  It's  one  way  to  cut  the  cost 
of  business  insurance.  Tliere  are  many  others. 
Call  or  write  us  today  and  we'll  share  them 
with  you. 


JL\merican 
iMutual 

INSURANCE  COMPANIES.  WAKEFIELD.  MASS  0 1  880 

Helping  America  make  intelligent  insurance  decisions  since  1887. 


"It's  my  job  to  get  my  clients 
to  take  their  business  elsewhere!' 


UIt's  incredible  to  me  that  approximately  80%  of  U.S.  exports  come 
from  fewer  than  500  companies.  If  this  country  doesn't  broaden  and  deepen 
its  exports,  the  balance  of  payments  is  going  to  stay  in  the  familiar 

red  for  the  next  10  years. 


6iOur  new  Trade  Banking  Group  is  helping  to  swing  the  balance  the 
other  way.  We  have  a  network  of  seasoned  trade  professionals  who  know 
both  sides  —  the  importers  as  well  as  exporters  —  in  a  broad  range 
of  markets.  No  other  bank  offers  financing  flexibility  like  this" 


U Strategic  Chase  knowledge  can  help  your  company  enter  new  markets. 
You'll  receive  valuable  insights  about  countries  you're  interested  in:  political 
climate,  the  state  of  the  economy,  when  and  how  to  enter  the 
marketplace,  credit  environment,  and  the  like.  We've  customized  our 
capabilities  to  meet  just  about  any  requirement  you  have. 

UWe  do  spectacular  financings,  big  ticket  exports  such  as  power 
plants  in  the  Far  East,  but  we're  also  aware  that  it's  just  as  important  to 
deliver  first  class  service  on  everyday  trade  transactions:  letters 
of  credit,  money  transfers,  collections . . .  complete  backup. 


The  Chase  Bank 

Professional  relationship  banking 
in  over  100  countries  through  a  mature  network 
of  branches  and  affiliates. 


CHASE 


CHASE  MANHATTAN  BANK  N  A  1980  '  MEMBER  FDIC 


(Gamma  World)  and  the  Wild  West  (Boot  Hill). 

A  misehievious  grin  spreads  across  Gygax'  bearded,  Mer- 
linesque  face  at  the  mention  of  Boot  Hill.  "In  Brian's  last  Wild 
West  campaign  he  got  angry  and  quit  in  disgust  because  his 
character  was  a  gunslinger  and  all  of  the  rest  of  us  were  playing 
an  economic  game.  I  had  a  stagecoach  line  and  was  looking 
toward  building  a  railroad.  Everybody  was  working.  Nobody 
would  gunfight  with  Brian." 

"Well,  I  just  didn't  have  time  enough  to  pursue  it,"  says 
Blume  a  trifle  testily. 

It  didn't  take  long  before  Gygax  and  Blume  began  to  see 
weak  spots  in  the  sales  appeal  of  Dungeons  &  Dragons. 
One  was  the  sheer  amount  of  time  it  took  just  to  prepare 
for  a  game — say  four  to  five  hours,  much  of  it  spent  creating  a 
"dungeon."  Another  drawback  was  that  many  potential  play- 
ers, lacking  Gygax'  rich  inner  fantasy  life,  needed  to  have  their 
imaginations  stimulated.  The  results  were  such  D&D  follow- 
ons  as  The  Dungeon  Masters  Guide,  the  Players  Handbook,  a 
lavishly  illustrated  Monster  Manual  and  Gods,  Demigods  &  He- 
rocs,  plus  ready-made  fantasy  dungeon  settings  called  "mod- 
ules" with  such  names  as  Vault  of  the  Drow  and  Glacial  Rift  of 
the  Frost  Giant  Jarl.  There  were  also  some  unnecessary  but 
appealing  player's  aides.  An  enthusiast  who  buys  one  of  each, 
say,  has  parted  with  well  over  $60,  on  top  of  $10  for  the  least 
expensive  edition  of  the  game. 

Is  Dungeons  &.  Dragons  the  Hula-Hoop  of  the  Eighties? 
Already  the  median  age  of  new  buyers  has  dropped  from 
college  age  only  two  years  ago  to  Alex's  10-to-14  bracket. 
Does  that  mean  saturation  has  set  in?  Gygax  and  Blume 
think  not.  D&D,  they  say,  will  last  50  years  or  more.  Maybe 
so,  but  TSR  is  working  feverishly  to  strike  while  the  iron  is 
hot.  In  addition  to  the  D&D  modules  and  manuals,  there  is  a 
vastly  simpler  board  game  in  the  works  for  much  younger 


players.  Then  there  is  the  electronic  game  and  the  hoped 
movie.  ("A  properly  done  movie  should  be  a  training  filmi 
the  game,"  says  young  Blume  earnestly.) 

Translators  have  been  hired  to  promote  overseas  sale: 
direct-marketing  staff  is  being  hired.  Television  advertisin) 
in  prospect.  A  15-person  product  development  departmer) 
hard  at  work  adapting  the  D&D  role-playing  game  concep 
educational  supplements  in  such  areas  as  remedial  reading 
mathematics.  And  TSR  is  contemplating  integrating  ba 
wards  into  printing. 

"If  we  acquire  printing  facilities  we  may  have  to  see  abj 
some  bank  financing,"  says  Blume.  "Up  to  now  we've  basic 
been  pay-as-you-go." 

But  the  volatile  toy  and  hobby  business  doesn't  top 
popularity  charts  with  conservative  bankers,  does  it? 

"You  can  say  that  again!"  snorts  Gygax. 

Would  they  consider  going  public? 

"Not  if  we  can  avoid  it,"  Blume  replies.  "Look,  if  we  la 
everything  exactly  as  it  is  and  don't  try  for  all  kinds  of  exp 
sion  activity,  we're  fine.  We  can  handle  this  rate  of  groi 
with  our  earnings." 

But  TSR  is  trying  all  kinds  of  expansion.  Isn't  that  the  clai 
blunder  in  the  toy  industry? 

"Yes,  I  think  companies  in  the  game  industry  that  fail 
ones  that  try  to  expand  too  fast,"  says  Blume. 

"Well,  no,  there  are  some  that  fail  because  they  have  a 
product  or  because  they  fail  to  realize  their  potential,"  Gy 
interjects. 

It's  a  decisive  moment  at  TSR.  Dark  corridors  stretch  ol 
the  distance  in  several  directions.  Brian  Blume  looks  ova 
Gary  Gygax  almost  as  if  he  were  rolling  the  dice  in  his  h^ 
"Nobody's  ever  had  anything  this  hot  .  .  .  ,"  he  says,  peerin) 
vain  down  those  corridors.  ■ 


Not  long  ago  Wayne  Harbin  didn't  have  time 
to  do  much  with  Marathon  Manufacturing's 
tank-car  division.  Then  Marathon  gave  him 
the  time  by  kicking  them  both  out. 

Tale  of 
two  castoffs 


By  Phyllis  Berman 


It  was,  in  effect,  a  vote  of  no  confi- 
dence: Marathon  Manufacturing 
Co.'s  board  was  deadlocked  seven 
years  agd,  6-to-6,  over  whether  to  keep 
CEO  Wayne  Harbin,  whose  fixed-price 
contracts  on  semisubmersible  drilling  rigs 
would  land  the  $252  millionconglomerate 
with  a  $  1 9  million  loss  in  fiscal  1 973  when 
costs  skyrocketed.  Harbin,  near  50,  re- 
signed, well  aware  that  he  had  sown  the 
seeds  of  his  own  downfall  when  he  ac- 
quired Houston's  Mischer  Construction 
Co.,  putting  an  adversary  on  the  board 


who  eventually  forced  his  ouster. 

To  be  nearly  50  and  out  of  a  job  for  the 
first  time  wasn't  pleasant.  But  to  Har- 
bin's credit,  he  spent  no  time  sulking.  He 
avoided  the  dropout  route  of  becoming  a 
consultant  and  proposed  instead  to  buy  a 
Marathon  castoff:  an  operation  that  as- 
sembled tank  cars  for  sale  and  lease  to 
petrochemical  and  chemical  companies. 

Today  that  has  grown  to  be  Richmond 
Tank  Car  Co.,  which  made  $6.4  million 
on  $109  million  sales  last  year  and  is 
likely  to  do  a  good  deal  better  than  that 
in  1980 — an  estimated  $19  million  profit 
on  $220  million  sales.  But  getting  his 


hands  on  Richmond  took  some  doing 

"Marathon's  board  gave  me  30  day 
raise  the  $9  million  purchase  price 
million  for  the  assets  and  $1  million 
working  capital,"  says  Harbin.  He 
Houston's  Bank  of  the  Southwest  to 
in  $3  million  in  five-year  revoh 
notes— provided  Harbin  raised  tv 
that  much  in  subordinated  debt  or  ej 
ty  capital.  "Then  I  asked  Ameri 
General  Corp.  for  another  $3  million 
a  15-year  loan,"  he  goes  on.  "Tj 
agreed  if  I  made  $1  million  of  1 
convertible  to  common." 

Armed  with  the  bank  credit  and 
long-term  money,  Harbin  went  hal 
hand  looking  for  nine  old  friends  to 
in  $300,000  each— just  as  he  had.  "I  i 
ply  told  them  I  was  putting  up  money 
the  same  basis  I  was  asking  them — lj| 
cash,"  he  says.  "They  knew  I  had  enoi 
Scotch  blood  in  me  that  if  I  were  puti 
up  my  own  money  I  thought  we  hi 
chance."  He  soon  found  nine  friendi 
come  in;  each  of  their  $300,000  inv 
ments  is  worth  something  like  $8.6  i 
lion  now. 

Why  Richmond?  Because,  says  II 
bin,  he  thought  tank-car  sales  and  leas 
could  be  profitable  and  fairly  easy  to  i 
Then  why  didn't  it  succeed  at  Marath 
He  shrugs:  "Marathon  was  having  oi 
problems,  and  that's  what  I  was  cono 
trating  my  energy  on. 

"We've  done  very  little  innovatid 
he  goes  on.  "You  know,  tank  cars  go 
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Hey,  George  Wtlig!  We've  got  something  to  top 
theWorld  Trade  Center  you  climbed  in  1977. 

It's  the  tower  of  facts  from 
Dun  &  Bradstreet  that  helps 
business  do  business. 


If  we  stacked  the  93  million  pages  of 
business  reports  issued  by  Dun  & 
Bradstreet  in  a  year,  they  would 
form  a  tower  27  times  taller  than  the 
World  Trade  Center. 

And  production  methods  are  as 
monumental  as  the  volume. 

D&B  reports  are  never  touched 
by  human  hands.  Every  step  is  auto- 
mated-from  data  retrieval  to  printing 
to  sealing  of  envelopes. 

D&B  information  goes  instant.  While  the 
printed  report  is  a  D&B  cornerstone, 
we  also  march  to  the  beat  of  the  elec- 
tronic drummer. 

We  can  now  transmit  informa- 
tion as  quickly  as  our  computers  gen- 
erate it,  via  3  developments  by  D&B. 

Duns  Dial  provides  answers  in 
seconds  through  a  toll-free  phone  call. 
Duns-Vue  flashes  requested  data  to  a 
desktop  terminal  screen.  DunSPRINT 
relays  hard-copy  reports  via  a  direct- 
access  print  terminal. 

A  contemporary  stance.  Out  of  D&B's 
139-year  commitment  to  business 
information  has  evolved  one  of  the 
largest  computer  installations  in 
private  industry. 

Today,  our  main  data  base  is 
centralized  in  D&B's  $70-million 
National  Business  Information  Center. 
Detailed  data  on  over  4.5  million  U.S. 
companies  are  stored  on  over  200 
disc  drives  -  and  the  data  are  instantly 
available  through  nearly  100  com- 
puters, from  mammoth  to  mini. 

The  D&B  product:  information  systems, 
not  just  information  reports.  Sure,  we  are 
indispensable  to  credit  executives  as 
a  purveyor  of  current  trade  experi- 
ences. But  Dun  &  Bradstreet  is  also 
"the  essential  business"  in  helping 
companies  harness  information 
toward  other  productive  ends- 
adding  product  lines,  expanding  mar- 
kets, evaluating  merger  prospects. 

To  reach  new  heights,  you  need 
a  good  foothold.  As  George  Willig 
knows. 

Dun  &  Bradstreet 

a  company  of 

The  Dun  &  Bradstreet  Corporation 


Richmond  Tank  Car  Co.  Chairman  and  President  Wayne  Harbin  with  a  company  product 
For  his  after-retirement  nest  egg,  26  cars  now  and  S  more  added  each  year. 


the  way  back  to  Rockefeller.  There  have 
been  some  changes  in  design  and  size, 
but  really,  a  tank  car  is  a  tank  car.  The 
challenge  to  us  was  to  bring  advanced 
techniques  to  fabricating  steel  to  cut 
down  our  production  costs."  But  Harbin 
meant  tank  cars — not  boxcars,  even 
though  that  market  was  booming  in  the 
late  1970s.  Today  boxcars  are  a  disaster: 
When  the  recession  hit,  excess  boxcars 
were  put  off  on  sidings.  Tank  cars  have 
done  much  better  historically  because 
most  of  them  are  either  owned  by  ship- 
pers or  leased  to  them  on  10-  to  12-year 
leases — not  the  per-day  lease  on  which 
most  boxcars  operate. 

Not  that  Harbin  hasn't  had  his  lumps 
at  Richmond.  Chicago-based  Pullman 
Inc.,  which  traditionally  bought  40%  of 
Richmond's  output,  -was  one  source  of 
pain.  It  abruptly  canceled  many  of  its 
orders  after  one  of  its  other  divisions  got 
into  trouble  over  its  New  York  City  sub- 
way-car contract.  Harbin  wasted  no  time 
sulking  about  that  either.  He  hawked  his 
excess  Pullman  tank  cars  by  merchandis- 
ing them  as  a  tax-sheltered  investment 
scheme.  He  offered  a  five-car  package  on 
a  full-service  contract  to  his  own  direc- 
tors and  shareholders  for  $190,000;  he 
later  made  the  same  offer  to  the  general 
public  for  $231,000.  The  investor  gets 
tax  advantages  like  the  investment  tax 
credit  and  depreciation,  as  well  as  the 
residual  value  of  the  cars  when  their 


leases  are  up.  The  company  gets  a  man- 
agement fee,  and  maintaining  the  cars 
helps  to  keep  its  repair  facilities  busy. 

(Harbin  himself  is  one  of  the  investors, 
now  owning  26  cars.  "They'll  be  a  tidy 
little  nest  egg  when  I'm  no  longer  work- 
ing," he  says.  "I'm  going  to  add  five  more 
cars  each  year  until  I  retire.") 

Tanks  cars,  though  they  usually  lag 
behind  the  falloff  in  manufacturing,  are 
not  wholly  immune  to  recession.  So  the 
1976  recession  in  tank  cars  stimulated 
Harbin  to  find  two  levelers.  One  was 
hopper  cars,  a  market  seven  to  eight 
times  as  big  as  the  16,000  tank  cars  that 
the  industry  produces  even  in  a  good 
year.  Today  Richmond  produces  five  to 
six  hopper  cars  per  day,  versus  ten  tank 
cars,  but  could  reverse  the  ratio  quickly  if 
necessary. 

The  other  move  was  to  boost  tank-car 
leasing,  especially  attractive  to  petro- 
chemical and  chemical  companies  in 
tight  money  periods  or  when  corporate 
capital  heeds  are  stretched  in  other  direc- 
tions. "These  tank  cars  have  long  lives," 
explains  Harbirt.  "The  payout  is  10  to  12 
years,  but  the  life  of  the  car  extends  far 
beyond  that.  So,"  he  concludes  with  a 
blush  befitting  his  quiet  demeanor,  "it's 
like  the  oldest  profession:  After  you've 
sold  it,  you've  still  got  it." 

Richmond's  latest  hurdle — the  deci- 
sion by  its  major  supplier  of  steel  tanks  to 
cut  down  on  its  shipments  and  go  into  the 


tank-car  business  itself — has  been  tur) 
to  advantage;  Harbin  not  only  put( 
capacity  to  build  his  own  tanks,  bu 
modern  assembly  line  that  increased 
pacity  from  120  cars  a  month  in  ei 
1979  to  330  now.  Though  an  account 
by  training,  Harbin  is  keen  on  manui 
turing:  "I  was  exposed  to  many  fine  rr| 
ufacturing  operations  when  I  was  vl 
Arthur  Young,"  he  says.  "One  of  the  n 
was  Western  Electric.  What  we're  dd 
now  is  making  tank  cars  the  way  West! 
Electric  assembles  headsets." 

Richmond  is  now  a  distant  fourtb 
its  industry  behind  $1  billion  ACF  Inq" 
tries,  $922  million  Trans  Union  Q 
and  $912  million  GATX.  But  it  is  i 
the  fastest  growing  and  the  best  loca< 
"We're  where  the  petrochemical  inq 
try  is  clustered — on  the  Gulf  Coast,"  s| 
Harbin.  "We  can  deliver  for  $800! 
$1,000  less  per  $60,000  car." 

He  is  also  located  where  he  has  J 
pleasure  of  showing  up  the  Maratl 
directors  who  wanted  his  scalp  sq 
years  ago.  Harbin  and  his  family's  8. 
of  Richmond  stock  was  recently  wd 
over  $12  million.  He  made  $299,000 
salary  and  bonuses  last  year  and  ean 
$125,000  in  extra  income  from  his 
cars.  And  best  of  all,  Richmond  toda1, 
almost  20  times  as  big  and  100  timei 
profitable  as  it  was  when  Harbin  tooj 
over  from  his  former  employer. 

Not  bad  for  a  couple  of  castoffs.  ■ 
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,c  Eastman  Kodak  Company.  1980 


No  trumpets  with  Kodak  copiers.  No  rose 
petals,  either.  We  simply  deliver  the  copier,  set  it  up 
promptly,  and  tune  it  to  deliver  what  people  call 
the  best  copies  in  the  business.  Then  we  train  your 
people,  and  introduce  our  local  folks:  sales  experts, 
and  support  and  service  specialists. 

Nothing  unique  so  far,  perhaps.  The  dif- 
ference is  that  all  these  people  keep  coming  back. 
Because  we  regard  every  product  with  our  name 
on  it  as  a  commitment  to  a  customer. 

May  we  demonstrate? 

Write:  Eastman  Kodak  Company, 
CD0408,  Rochester,  N  Y.  14650. 

Kodak  copiers.  You'll  like  our  copy  quality. 

You'll  like  our  commitment,  too. 


1880  1980 
JK  100-y€ar  §tart  on  tomorrow^ 


Kodak  Ektaprint  100PS  copier-duplicator 


Everyone  knows  cyclicality  is  a  dirty  word. 
But  for  Amsted  it  has  its  advantages. 


How  to  ride 
a  roller  coaster 


For  30  years,  Amsted  Industries 
Ine.,  the  leading  manufacturer  of 
railroad  freight  car  wheels,  has 
been  steadily  diversifying  to  try  to  buffer 
the  swings  of  its  main  business,  which 
are  as  inevitable  as  night  and  day.  Right 
now  Amsted  is  sitting  on  top  of  the 
cycle,  with  an  estimated  $920  million  in 
sales  this  year  and  around  $74  million  in 
earnings,  or  nearly  $7  a  share — roughly 
doubled  from  1977.  But  over  the  next  18 
months  or  so,  new  orders  are  expected  to 
drop  as  much  as  40%  as  railroad-car 
building  tapers  off,  and  analysts'  esti- 
mates for  earnings  next  year  are  as  low  as 
$6 — down  about  15%.  "It's  a  cyclical 
business,  pure  and  simple,"  admits 
Chairman  Goff  Smith,  63,  the  lanky, 
soft-spoken  Tennesseean  who  has  been 
CEO  since  1974.  "I'd  like  to  say  we'll 
keep  running  like  the  last  few  years,  but 
we  won't." 

Smith  has  his  reasons  for  not  being  too 
concerned  about  it  all.  Take  a  look  at 
what  happened  the  last  time  the  cycle 
peaked.  That  was  in  1975,  when  Amsted 
netted  $38  milljon  on  $499  million.  The 
next  two  years  were  all  downhill,  but 
Smith  put  them  to  good  advantage.  He 
spent  $64  million  on  capital  expansion, 
including  a  40%  increase  in  wheel  capac- 
ity. When  orders  again  started  climbing, 
Amsted  emerged  with  45%  of  the  1.4 
million  railroad-car  wheels  annually  pro- 
duced in  the  U.S.  The  result  was  that 
phenomenal  spurt  of  profitability.  Since 
1975,  Amsted's  20.5%  return  on  total 
capital  ranks  second  on  the  Forbes  list  of 
66  manufacturers  of  industrial  equip- 
ment. And  the  company  has  financed  it 
all  internally;  there  hasn't  been  any  long- 
term  debt  in  seven  years. 

This  time  around  Smith  is  doing  it 
again.  By  1982  he  will  have  completed  an 
estimated  $60  million  wheel  plant  in  Co- 
lumbus, Ohio,  increasing  capacity  by  an- 
other 30%.  Amsted's  competition  isn't 
sitting  still  either:  Abek,  a  subsidiary  of 
IC  Industries,  is  putting  in  a  290,000- 
wheel-capacity  factory,  which  will  be  the 


biggest  in  the  business,  and  Midland- 
Ross  is  enlarging  its  railcar  frame-build- 
ing operation.  But  despite  this,  if  Amsted 
performs  as  well  as  it  did  on  the  last 
uptick,  its  profits  could  double,  to  $150 
million  or  so,  by  1985,  according  to  ana- 
lyst J.  Kenneth  Greenburg  of  Oppenhei- 
mer  &  Co. 

Smith  is  not  counting  on  the  new  rail- 


<  ,<  iff  Smith  of  Amsted  Industries 


When  business  slows,  expand. 

car  market  alone.  More  than  60%  of 
Amsted's  wheel  sales  are  repair-related, 
and  that  business  is  growing  at  a  quick 
pace.  "We  used  to  consider  ourselves 
pretty  good  forecasters,"  says  Smith, 
"but  back  in  the  Seventies  we  didn't 
think  we'd  hit  this  kind  of  repair  volume 
'til  1983  or  1984."  It  happened  sooner 
partly  because  of  the  increase  in  coal 
traffic  from  the  western  strip  mines. 
While  the  average  freight  car  travels 
25,000  miles  or  so  a  year,  coal  hoppers  in 
the  western  unit  trains  put  on  at  least 
three  times  that.  Too,  the  rough  terrain 
over  which  this  coal  is  transported  wears 


down  other  rail  equipment  quicker 
there  will  be  plenty  more  replacerr 
volume  for  such  Amsted  products 
yokes  and  couplers. 

Goff  Smith's  efforts  to  diver 
haven't  been  much  of  a  buffer  in 
downturns.  Amsted  now  has  eight  rj 
wheel  divisions  in  everything  from  fil 
tion  equipment  to  the  precoating  of  rj 
als.  Those  diversifications  now  cont 
ute  half  of  sales.  But  even  in  the  wors 
times  for  railcar  wheels — like  1977, 
low  point  of  the  last  cycle — they  rj 
never  produced  half  of  the  compai 
income.  And  in  a  good  year  for  the  w| 
business,  like  last  year,  they  accoui 
for  only  31%.  Even  though  Smitl 
proud  of  these  diversifications  (he 
been  at  Amsted  since  1946)  he'll 
concede  that  the  most  recent,  valve 
ducer  Henry  Pratt  Co.,  has  been  a  mj 
disaster  since  it  was  bought  for  $57  i 
lion  in  1978.  "The  bottom  fell  out  oi 
market  the  day  after  we  got  it,"  he  & 
"and  it  still  hasn't  come  back." 

In  fact,  the  question  might  well 
why  bother  with  diversification  at! 
cyclicality  or  no?  Simple,  says  Sm 
growth.  Cyclicality  may  not  be  a  p 
lem,  but  if  Amsted  is  ever  to  be  a  mj 
billion-dollar  company,  it  must  H 
greater  growth.  "We  have  a  lot  of  b 
ness  with  no  growth,"  he  says,  "and 
need  some." 

Amsted  is  currently  sitting  on  an 
$40  million  in  cash,  and  Smith  says  1 
going  to  take  his  time  on  the  next  ac) 
sition.  It  will  have  to  have  a  returr 
assets  somewhere  around  that  20% 
minimum  growth  of  5%  above  the  G 
Smith  also  would  like  it  to  have 
income  of  around  $15  million  anq 
somewhere  in  the  field  of  mdustnal 
plies.  "We're  very  choosy  as  to  how) 
spend  our  money,"  he  says.  But  Sri 
has  been  looking  for  three  years,  svf 
may  not  find  what  he  wants  befon 
retires  in  January  1982. 

In  the  meantime,  despite  all  that  c 
that  superb  return  on  capital,  and 
prospect  of  some  nice  earnings  gains 
ginning  in  1982,  Smith  hardly  woi 
about  a  takeover — even  though  thert 
no  maior  shareholders  among  owne; 
Amsted's  10.8  million  common  sh 
outstanding.  Insiders  have  a  mere  II 
of  it.  At  47  recently,  7  times  1980 
mated  earnings,  Amsted  is  slightly  n 
than  50%  above  book;  a  raider  m 
think  twice  about  buying  a  cyclical  c 
pany  at,  say,  twice  book  value.  "The 
time  anyone  looked  at  us  was  in  the  I 
Sixties,"  says  Smith,  referring  to  a  I 
posed  $200  million  stock  swap  with  I 
Gypsum  in  1968  that  fell  apart  wher  I 
railroad  business  declined  and  Amsi  I 
earnings  along  with  it.  "If  we're  I 
damned  attractive,  why  hasn't  anyt; 
happened  since  then?" 

Quite  obviously,  it's  that  dirty  \  I 
cyclicality.  It  has  its  uses.  ■ 
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PROPERTY  CASUALTY  INSURANCE 
POLICY 


Two  of  the few  things 
you  can  count  on. 

In  an  age  when  there's  so  little  to  be  sure 
of  Chubb  stands  out  as  a  rare  exception. 
°f '^nce  ?882,  we've  earned  our  place  as - 
of  America's  most  respected  insurance 
organizations.  orotection 
J^™w«oTpl^  Because 

of  oroDerty  valuation?  Or  because  ui 

"understand  our  customers'  personal  and  com- 

av^bk  from  Chubb.  You'll  see  how  it  all 
adds  up 


CHUBB 


r.rouo  of  Insurance  Companies 

I0?WamStreet,New  York,  N.Y.  10038 


tt, „  nirU  ravett  Show.  Watch  for  it  on 
Chubb  is  proud  to  Play  a  par, .  bring.ug  youThe  D,ck  Cave 


Want  to  buy  common  stock  at  a  discount  and 
avoid  paying  commissions?  More  than  1,000 
U.S.  companies  would  like  to  help  you. 


Off  The  Street 


Beating  the  broker 

All  110  companies  listed  below  and  on  page  151  will  give  you  a  5%  discount 
when  you  reinvest  your  dividends  in  their  common  stock.  Most  of  them  will 
also  sell  you  additional  shares  through  their  cash  option  plans.  As  an  extra- 
extra  bonus,  20  companies  now  offer  3%  to  5%  cash  option  discounts. 

Amount  of 

additional  Discount 


stock  on 


that  can  be 

additional 

Recent 

Indicated 

purchased; 

stock 

Company 

price 

Yield 

dividend 

frequency1 

purchased1 

ACF 

38 

6.6% 

$2.50 

$5,000  m 

— 

•\  1  <i ba in j  B jncorp 

O.H 

1  3") 
1  .jZ 

c  nnrvn 

3,Um>q 

Allied  Chemical 

52% 

4.2 

2.20 

5,00Qq 

AM  AX 

50% 

4.7 

2.40 

5,000/q 

American  Electric  Power 

17% 

12.6 

2.22 

5,000/q 

American  Security  Corp 

32% 

6.7 

2.20 

l,50Oq 

5  % 

American  Telephone  &  Telegraph 

o  ^ 

J.UU 

1  fWWn 

o,uuu,q 

Ball  Corp 

26  % 

6.0 

1.60 

3,000/q 

Baltimore  Gas  &  Electric 

22% 

10.8 

2.44 

3|00Oq 

Bancorp  Hawaii 

15'/4 

6.1 

0.96 

3,000/q 

Bankers  Trust 

56 'A 

5.8 

3.30 

5,00Om 

5 

Ft  «>  1 1  C^ariiiHa 

JLVCll  V  dlluUiI 

ID/8 

0.*T 

1  41 

i,ovAJ»q 

Black  Hills  Power  &  Light 

24% 

8.0 

1.96 

5,000/q 

Boston  Edison 

21% 

12.4 

2.72 

5,000/q 

Carter  Hawley  Hale  Stores 

20 

5.8 

1.16 

3,00Oq 

Central  Illinois  Light 

13% 

12.4 

1.70 

5,000q 

Central  Illinois  Public  Service 

1  1  % 

11.9 

1.40 

5,000/q 

Colorado  National  Bankshares 

24  Vz 

4.9 

1.20 

l,00Om 

Commonwealth  Edison 

20'/» 

12.9 

2.60 

3,000/q 

Continental  Telephone 

14% 

9.1 

1.36 

3,000q 

5 

Crocker  National  Corp 

34 '/4 

6.4 

2.20 

5,000q 

5 

Detroit  Edison 

12'/2 

12.8 

1.60 

5,000m 

Dominion  Bankshares 

15 

6.7 

1.00 

3,00Oq 

Empire  District  Electric 

12'/4 

11.8 

1.44 

3,00Oq 

Equunark 

9% 

98 

0.96 

5,000q 

5 

First  Amtenn 

10% 

7.7 

0.80 

2,00Oy 

5 

First  &  Merchants 

19% 

8.1 

1.60 

5,000/q 

5  . 

First  Maryland 

20  Vi 

5.9 

1.20 

5,00Oq 

First  National  State  Bancorp 

23  Vs 

9.5 

2.20 

6,00Oq 

First  Security 

20 

4.3 

0.86 

5,000'm 

First  Tennessee  National 

13% 

6.1 

0.84 

5,000/q 

First  Union 

15% 

6.6 

1.04 

3,ooaq 

5 

Fleming  Companies 
Florida  Power  &  Light 

21'/4 

5.3 

1.12 

5,00Oq 

26% 

10.2 

2.72 

5,000/q 

Harnischfeger 

16 

2.5 

0.40 

5,000  q 

Hartford  National 

17% 

7.9 

1.40 

5,000  q 

5 

Hawaiian  Electric 

23 

10.6 

2.44 

3,00Oq 

Illinois  Power 

19% 

12.1 

2.38 

5,000/q 

Inco2 

22% 

3.2 

0.72 

5,200/q 

Integon 

29'/2 

1.6 

0.48 

l,00Oq 

5 

Inter  lake 

28 'A 

7.7 

2.20 

5,000  q 

Interpace 

23 

6.1 

1.40 

3,000/q 

5 

Iowa  Electric  Light  &  Power 

13'/4 

12.1 

1.60 

5,000  m 

Iowa-Illinois  Gas  &  Electric 

16Vi 

12.7 

2.10 

5,00Oq 

Iowa  Resources 

22 

11.5 

2.52 

5,000  m 

Statistical  Spotlight 


Allegheny  Power  came  up  wi 
novel  idea  in  1969:  Give  sh 
holders  the  option  of  taking  t 
dividends  in  additional  stock  insteal 
cash.  That  was  the  first  dividend  i 
vestment  plan.  Now  there  are  over  1 
plans  through  which  about  25  mi] 
shareholders  have  bought  equity  dire 
from  U.S.  corporations. 

Dividend  reinvestment  has  corn 
long  way  from  that  first  plan  in  1961 
fact,  some  plans  are  "reinvestment: 
little  more  than  name;  they're  sin 
ways  for  companies  to  sell  their  sj 
directly.  Allegheny  Power  bought  u 
shares  on  the  open  market  in  orde 
satisfy  the  needs  of  its  reinvestors 
1972  Long  Island  Lighting  took  the  Q 
ous  next  step  in  its  dividend  reini 
ment  plan — issuing  new  shares.  In  1 
ATtxT  started  offering  a  5%  price 
count  from  market  when  sharehoD 
used  dividends  to  purchase  additit 
shares. 

Cash  option  plans  began  to  appei 
the  same  time.  These  allow  sharehoj 
not  only  to  take  their  dividends  in  si 
but  to  make  cash  purchases  as  well,  f) 
of  these  cash  option  plans  have  a  cej: 
on  cash  purchases^ — somewhere  betv 
$12,000  and  $60,000  a  year,  but  at  1 
one,  Public  Service  Company  of  Indi 
has  a  limit  of  $100,000. 

The  latest  wrinkle  is  cash  options! 
discounts  on  the  stock.  And,  as  the  c 
petition  heats  up,  the  plans  become  i 
more  attractive  and  it  gets  easier  to  q) 
fy.  You  don't  even  have  to  be  a  shareh 
er  of  Control  Data  to  qualify  for  its  '" 
option"  plan;  the  company  will  sell 
your  first  $3,000  directly  and  the: 
much  as  $3,000  more  a  month.  Virj 
Electric  &  Power  has  started  se: 
shares  directly  to  its  electric  customi 

Benefits  are  obvious:  Investors 
getting  additional   equity  at  bai 
prices   and   without   paying  brol 
commissions  and  service  fees  to 
chase     shares.     Companies  be: 
through  lower  cash  dividend  payc 
besides,  it's  a  nifty  way  of  raising 
equity  capital.  The  brokerage  hoi 
Farsighted    ones    should    not  ob 
claims  Robert  Salomon  Jr.  of  Salo 
Brothers:  "Brokers  who  can  see  the 
picture  know  that  dividend  rein1 
ment  helps  companies  that  have  • 
culty  raising  capital;  the  improved  t 
ty-to-debt    balances  ultimately 
strengthen  these  companies  and 
vide  more  funds  for  investment." 

Well,  maybe.  But  as  our  tables  sho 
can  be  a  nice  deal  for  the  invest 
assuming  the  stock  would  be  attra« 
anyway.  Dividend  reinvestment  ha: 
come  a  competitive  field  where  the  j 
ers  keep  trying  to  make  their  offei 
better  all  the  time.— steiv  Kichen 
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3ne  of  a  series. 


Upland  industrial  sites  in  Washington. 

Seattle 


Upland's  new  South  Center  Corporate  Park 

in  Kent  is  just  12%  miles  from  downtown  Seattle.  All  Upland 
developments  in  this  Green  River  Valley  industrial  area  are 
close  to  Pacific  gateway  ports,  Seattle-Tacoma  International 
Airport  and  three  major  highways.  Each  site  is  served  by  the 
dependable  Union  Pacific  Railroad. 


You're  in  good  company! 

Your  Upland  neighbors  in  the  Green  River  Valley  include 
Amway  Corp.,  Kilsby  Tubesupply,  Hitachi  Sales  Corp.  of 
America,  Western  Paper  Company,  Weyerhaeuser  Co.,  Kraft 
Foods,  Tektronix,  Inc.,  Sears  Roebuck  &  Co.,  Seaport  Steel, 
Reynolds  Metals  Co.  and  many  other  major  companies. 


These  are  the  Upland  States  of  America. 

Upland  industrial  and  commercial  sites  are  also  available  in 
or  near  growth  markets  in  California,  Colorado,  Idaho,  Iowa, 
Kansas,  Missouri,  Montana,  Nebraska,  Nevada,  Oregon, 
Utah  and  Wyoming. 


For  specific  South  Center  Corporate  Park  or  other  Upland  industrial  site  information,  write  to  Howard  F.  Hansen,  Executive  Vice 
President,  Upland  Industries  Corporation,  110  North  14th  Street,  Dept.  F-9-80,  Omaha,  Nebraska  68102. 

Upland  Industries  Is  a  wholly-owned  subsidiary  of  Union  Pacific  Corporation 


The  4D"Story  Chicago  Marriott  stands  just  about  where  it  ought  to  be -right  in  the  middle  of  things. 


The  right  hotel  is 

The  Marriott  Hotel  people  have  built  their 
reputation  on  doing  things  right. 

And  one  of  the  things  they  do  most  consistently 
right  is  to  be;  somehow,  in  just  the  right  location  for 
the  business  you  want  to  conduct,  in  any  given  city 

In  New  York,  for  instance,  Marriott's  Essex  House 
is  right  on  Central  Park.  In  Chicago?  Right  on  Michi- 
gan Avenue  (photo) -and  aiso  at  O'Hare  International 
Airport.  In  Kansas  City  Cleveland,  Miami.  LA  and 
Rochester,  also  conveniently  right  near  the  airport. 
In  Philadelphia?  Right  at  the  edge  of  the  Main  Line. 

Some  cities  already  have  several  Marriotts. 


never 


hard  to  find 


Atlanta,  four.  Houston,- three.  Five  in  Washington,  D.C 
And  new  Marriotts  are  blooming  worldwide.  Marriott 
can  now  do  it  right  for  you  in  Saudi  Arabia.  Kuwait, 
Holland.  Even  right  on  the  beach  in  resorts  like 
Acapulco.  Barbados.  Santa  Barbara,  and  Marco  Island 

To  reserve  at  a  Marriott  where  you're  headed, 
call  a  professional,  your  travel  agent.  Or  dial  toll-free 
800-228-9290. 

WHEN  MARRIOTT  DOES  IT 
THEY  DO  IT  RIGHT"    ^        ,  t~ 

Harriott  Hotels. 


Beating  the  broker 

Amount  of 

additional  Discount 
stock  on 


that  can  be 

additional 

Recent 

Indicated 

purchased/ 

stock 

Company 

price 

Yield 

dividend 

frequency 1 

uuivilasiu 

Iowa  Southern  Utilities 

2V/s 

10.4% 

$2.38 

$  5,000/m 

— 

Kansas  City  Power  &  Light 

21% 

12.3 

2.66 

1,000/q 

— 

■Kansas  vrds  oi,  electric 

1  J  72 

1  9  ^ 

1  z.o 

1  QA 

Kansas-Nebraska  Natural  Gas 

24 

6.2 

1.48 

3,000/q 

Kansas  Power  &  Light 

17V2 

11.7 

2.04 

3,000/q 

Kemper  Corp 

30  Vs 

4.6 

1.40 

5,000/q 

5  % 

Lincoln  First  Banks 

23  Vi 

8.5 

2.00 

1,000/m 

■  — 

I  m i 1 1 vi 1 1  tf*  (w'jc  Us   F 1  t^ft Tt r 
LiUUlSVlllC  VJtl>  ok  CIlLlIlL 

1  RVo 

1  o  /8 

1 1  l 
ii.i 

9  Oft 

D ,  uuu  q 

RH  Macy 

46  V8 

3.3 

1.50 

3,000/q 

Madison  Gas  &  Electric 

14% 

11.4 

1.64 

3,000/q 

The  Marine  Corporation 

25 

7.2 

1.80 

3,000/q 

— 

Mercantile  Texas 

287s 

4.6 

1.32 

5,000/q 

— 

1T11UU1C  >3UUin  LJllllllt-S 

1  9  Vo 
I L  /8 

1 9  ^ 

1  ^8 

1  .JO 

c  nnn/n 

Montana  Dakota  Utilities 

20% 

8.8 

1.80 

5,000/q 

Montana  Power 

26% 

7.9 

2.12 

2,000/m 

National  Utilities  &  Industries 

19'/2 

9.2 

1.80 

1,000/m 

— 

NCNB  Corp 

15V4 

5.2 

0.80 

3,000/q 

Mpvarln  INIatinnal  Ranonrn 

.  1  V  V  tflUil    llullUllul    JLIUllL\/l  U 

9 

11.1 

1  00 

s  onn/n 

5 

Nevada  Power3 

22  Vi 

10^4 

2.32 

5,000/q 

New  England  Electric  System 

217s 

10.8 

2.36 

5,000/m 

New  York  State  Electric  &  Gas 

15'/2 

12.1 

1.88 

5,000/q 

— 

Nicor 

31V2 

8.5 

2.68 

5,000/m 

— 

NISI  Cnnv» 

tO  /8 

A  3 

9  nn 

^  nnn/n 

Northern  Indiana  Public  Service 

12 

12.5 

1.50 

5,000/q 

Northern  Telecom 

33  Vs 

2.6 

0.86 

4,300/q 

Northwest  Energy 

36  Vi 

2.9 

1.50 

3,000/q 

5 

Northwest  Natural  Gas 

127s 

8.7 

1.12 

5,000/q 

— 

Northwestern  Public  Service 

1^+  78 

1  9  3 
IZ.o 

i  sn 

o,uuu/q 

Ohio  Edison 

13% 

12.8 

1.76 

5,000/q 

3 

Oklahoma  Gas  &  Electric 

13 

12.3 

1.60 

5,000/q 

Oneida  Ltd 

20l/2 

2.9 

0.60 

5,000/q 

— 

Orange  &  Rockland  Utilities 

13 

12.3 

1.60 

5,000/q 

— 

PsnnsnHIp  1*?kGtt*Tn  Pinp  I  mp 
i  aliliu  1  IU1C  dtlslClll  ripe  l-zlllc 

O  1  /4 

O.KJ 

1  7  A 

^  nnn/n 

Pennsylvania  Power  &  Light 

19 

11.2 

2.12 

1 5,000/q 

Peoples  Energy 

50% 

5.9 

3.00 

3,000/q 

Pioneer  Corporation 

47% 

3.4 

1.60 

3,000/q 

— ■ 

Potomac  Electric  Power 

13'/2 

11.3 

1.52 

3,000/q 

I  lUlftllV    HUM  \fl  /IMICIlCtJ 

11/2 

9 

n  fid 

9  nnn/n 

Public  Service  Co  of  Indiana 

20% 

12.0 

2.48 

25,000/q 

Public  Service  Co  of  North  Carolina 

12'/2 

9.9 

1.24 

3,000/q 

Public  Service  Electric  &  Gas 

19'/2 

11.9 

2.32 

3,000/q 

— 

Puget  Sound  Power  &  Light 

13% 

11.9 

1.64 

5,000/q 

Pi i Tim  an 

OO  /8 

9  7 

i  nn 

s  nnn/n 

vJ ,CJCAJ'  ^ 

SEAFIRST  Corp 

26  vi 

4.9 

1.28 

3,000/q 

5 

South  Carolina  Electric  &  Gas 

15V2 

11.2 

1.74 

3,000/q 

Southern  California  Edison 

24% 

11.0 

2.72 

5,000/q 

— 

Southern  Co 

12'/8 

12.7 

1.54 

3,000/q 

^nntnprtl  ttiilu'lv; 
iwuuiciii  lYaiiway 

/  O  /8 

s  n 

3.68 

i  nnn/m 

1,UUW  111 

Southwestern  Public  Service 

11% 

10.9 

L28 

3,000/q 

Sperry  Corp 

53  Vi 

3.3 

1.76 

3,000/q 

Standard  Brands 

31% 

5.2 

1.64 

3,000/q 

— 

Suburban  Propane  Gas 

30% 

4.7 

1.44 

3,000/q 

5 

Tpvac  TTl"ilitif»w 
X  [Ads  wlllllIO 

1  /  /8 

in  n 

1  76 

3  nnn/n 

Texasgulf 

41'/2 

3.9 

L60 

5,000/m 

UGI 

27 

6.5 

1.76 

3,000/q 



Union  Carbide 

47 

6.8 

3.20 

5,000/q 

— 

United  Telecommunications 

18 

8.9 

1.60 

3,000/q 

— 

Universal  Foods 

1  9  3/„ 

7  fi 

u.yo 

Virginia  National  Bankshares 

14% 

8.2 

1.20 

5,000/q 

5 

Washington  Energy  Company 

15 

9.6 

1.44 

3,000/q 

Wells  Fargo  &  Company 

25% 

7.5 

1.92 

5,000/q 

5 

Western  Bancorp 

28  Vi 

6.5 

1.84 

5,000/q 

Wisconsin  Electric  Power 

23% 

10.8 

2.52 

3,000/m 

Wisconsin  Power  &  Light 

17% 

11.1 

1.92 

3,000/m 

Wisconsin  Public  Service 

17% 

10.3 

1.82 

5,000/q 

'Figures  from:  FORBES;  Georgeson  &  Co.;  Salomon  Brothers:  Standard  &  Poor's.  Technically 
program  is  known  as  an  optional  stock  program  rather  than  a  dividend  reinvestment  program:  The 
modified  format  provides  certain  tax  advantages.  'The  5%  discount  on  shares  bought  through  the 
dividend  reinvestment  plan  becomes  effective  on  Nov.  1,  1980.  "Company  has  agreed,  in  principle, 
to  be  acquired  by  Armco.  5On  Nov.  7,  1980  shareholders  will  vote  on  a  proposed  merger  with  the 
Norfolk  &  Western  Railroad,    m:  monthly,    q:  quarterly,    y:  yearly. 


At  Rolls-Royce  a  lot  of  clouds  aren 't  silver.  CEO 
David  Plastow  has  merged  his  company  with 
larger,  richer  Vickers  for  the  hard  times  ahead. 


Will  there  always 
be  a  Rolls? 


By  Barbara  Ellis 

Question:  What  do  Lenin,  L 
rence  of  Arabia,  James  Leaki 
Muskogee,  Okla.,  Leonid  Br» 
nev  and  Henry  Ford  II  have  in  comrfl 
Answer:  They  all  own  or  have  owj 
Rolls-Royce  cars. 

Henry  Ford  II?  "The  old  boy  keeps  i 
Europe,  of  course,"  remarks  an  obsen 
British  Rolls  enthusiast  drily.  "His  dr 
is  very  loyal  to  Ford  Motor  .  .  .  grinds 
gears  something  awful!" 

Maybe  it's  the  famous  handcraftec 
diator  grill — cost:  $2,134  apiece — 
sonally  monogrammed  by  1  of  13  i 
who  make  nothing  else.  Maybe  it's 
solid  gold  contacts  that  connect  the  1" 
wires  ("Because  they  don't  go  wn 
ever,"  explains  Rolls  CEO  David  Plas 
matter-of-factly).  Or  the  walnut  vei 
dashboard.  Or  the  high  resale  valuer 
certainly  isn't  the  British-made  Gen 
Motors  gearbox.)  Whatever  the  rea 
some  people  are  apparently  as  willin 
ever  to  shell  out  from  $86,000  (for  a 
ver  Shadow  E  1980)  to  $156,000  I 
Comiche  convertible). 

It  is  the  darkest  hour  yet  for  Brit* 
auto  industry.  The  Japanese  are  out 
ing  British  Leyland  on  its  home  groi 
Ford  and  GM  affiliates,  as  well  as  Ta 
(formerly  Chrysler),  are  all  on  sha 
curtailed  workweeks.  But  the  Rolls 
tory  at  Crewe,  Cheshire  (162  rr 
northwest  of  London)  is  working  flat 
and  hiring  new  apprentices. 

Rolls-Royce  is  even  about  to  introc 
its  first  new  model  in  15  years,  c 
named  SZ — S  for  shadow,  Z  meaning 
end — to  replace  the  Shadow  II  serie 
will  be  a  fairly  unreformed  gas  gu2 
that  gets  13  miles  to  the  gallon  in 
driving.  (At  higher  speeds  the  aer< 
namics  should  result  in  a  slight  impr 
ment  in  fuel  economy,  notes  Plast 
The  likely  price  tag?  Analysts  expe 
range  from  $120,000  to  $143,000— al 
medium  for  Rolls-Royce. 

Don't  be  fooled.  The  road  ahea 
rocky  for  Rolls,  as  it  was  before.  F 
1968  to  1971,  Rolls-Royce's  auto  divi 
was  systematically  starved  to  feed 
aero-engine  division's  rush  developn 
of  the  giant  RB-211  jet  engine  for  L 
heed.  In  1971,  costly  penalty  clause 
these  jet  contracts  forced  Rolls-Ri 
into  bankruptcy — an  event  the  Bn 
won't  easily  forget.  The  official  rece 
drafted  Rolls  car  sales  executive  D 
Plastow,  then  39,  to  head  the  car  • 
sion.  An  "old  boy"  of  Culford  Set 
Plastow  may  indulge  heavily  in  vin 
"public"  school  utterances  like  " 
you  rotter! "  but  knows  cars  from  the 
up  from  his  two  years  on  GM's  Vau> 
assembly  line  ("not  bright  enough  t 
to  university,"  he  explains  implausi 
After  two  years  of  state  ownership, 
auto  and  diesel  engine  divisions  \ 
handed  back  to  the  private  secto 
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Knowing  what  it's  worth 
can  be  worth  a  lot. 


We  weren't  around  to  help  introduce 
the  lightbulb.  But  we  did  help  with 
the  string-type  lawn  trimmer  and 
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Appraisal 


other  bright  ideas.  The  world's 
largest  appraisal  firm  can  help  you, 
too,  with  patents  and  much  more. 


WE  KNOW  VALUES. 


Ulanta  •  Baltimore  •  Bangkok  -  Boise  ■  Boston  ■  Buffalo  •  Charlotte  •  Chicago  ■  Cincinnati  •  Cleveland  •  Dallas  •  Denver  •  Detroit  ■  Hong  Kong  >  Honolulu  •  Houston  •  Jakarta 
Cans  as  City  ■  London  •  Los  Angeles  •  Madrid  •  Manila  •  Mexico,  D.F.  ■  Miami  •  Milan  •  Milwaukee  •  Minneapolis  •  Montreal  ■  New  Orleans  •  New  Tork  •  Pasadena  -  Philadelphia  •  Pittsburgh 
'ortiand  •  Princeton  •  Rolling  Meadows  ■  Rome  ■  St.  Louis  •  Salt  Lake  City  •  San  Francisco  •  Seattle  •  Singapore  •  Spokane  •  Stamford  •  Tampa  •  Toronto  •  Vancouver  •  Washington,  D.C. 


No,  No!  Not  big  and  conical  Big  in  chemicals. 

The  fact  is,  although  we  are  involved  with  some  other  things, 
chemistry  is  our  common  denominator. 

We  are  a  significant  developer  and  marketer  of  biochemicals 
and  agricultural  chemicals,  of  industrial  chemicals  and  petro- 
chemicals. And  chemistry  links  us  to  pharmaceuticals,  diagnostics, 
man-made  fibers,  thermoplastics  and  film. 

All  told,  chemistry  has  brought  us  to  an  awesome  array  of 
products  and  to  annual  product  sales  that  now  reach  well  beyond 
one  billion  dollars  a  year. 

In  company  with  our  colleagues  within  the  Hoechst  Group 
Worldwide,  we  have  ample  reason  to  think  chemistry  will  be  around 
for  a  long  time. 

Like  the  pyramids. 


American  Hoechst. 
Pronounced  success. 


Hoechst 


A  top  international  bank  must 
offer  an  extensive  global  network 
for  truly  comprehensive  service. 

'■  ':■<  Yv 


Continental  Bank  has  a  global 
network  of  over  100  offices  in 
31  countries,  including  all  major 
money  markets  in  the  world. 

Our  worldwide  network  serves  as  an 
essential  tool  to  the  Continental  banker, 
providing  the  capacity  tor  timely  response 
and  comprehensive  follow-through.  It's 
what  you  expect  from  a  top  international 
bank.  At  Continental  Bank,  it's  reality. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and 
Trust  Company  of  Chicago 


Argentina  Australia  •  Austria  •  Bahamas  ■  Bahrain  ■  Belgium  ■  Brazil  •  Canada  •  Colombia   France  Greece  •  Hong  Kong   Indonesia  Italy  Japan  Kenya  Kon: 
Lebanon  ;  Malaysia  •  Mexico  •  The  Netherlands  The  Philippines  Singapore  Spain  Switzerland  •  Taiwan  •  Thailand  •  United  Kingdom  Venezuela  WestGerma  | 
United  States  Chicago   New  York  •  Los  Angeles   Houston   Dallas  ■  Miami  ■  Cleveland   San  Francisco  Denver 


Is-Royce  Motor  Holdings  Ltd.  Rolls- 
Ice  Ltd.,  the  aircraft  engine  business, 
Sill  state-owned  (Forbes,  June 9). 
lacing  to  catch  up  after  years  of  ne- 
t,  Plastow  poured  $35  million  a  year 

plant  and  equipment,  getting  the 
ley  from  mainly  British  stockholders, 
ugh  rights  offerings  and  a  conversion, 
;from  bankers,  some  of  them  Ameri- 

by  borrowing  heavily.  (Rolls'  debt/ 
ty  ratio  is  about  1:1%  now.)  But  this 
)led  him  to  increase  production  from 
0  to  3,500  cars  a  year — an  unthink- 

high  volume  by  past  practice  but 
cely  a  tenth  of  what  Porsche  turns  out 

year.  Plastow  also  landed  a  $165 
ion  order  from  the  British  Ministry  of 
:nce  for  1,600  Chieftain  V-12  tank 
nes— for  the  Shah  of  Iran.  By  1978 
its  had  risen  to  $29  million,  up  from 
4  million  in  1973. 

it  Rolls'  steady  recovery  faltered  that 
s  year.  The  Shah's  fall  killed  the  tank 
ne  contract  with  only  270  pro- 
id — and  none  delivered.  RR's  con- 
:  protected  it  from  direct  loss,  but  its 
:1  division  needed  the  work  to  stay 
table.  Soaring  interest  rates  and 
lger  sterling  hurt  auto  sales,  forcing 
^in-slashing.  RR  reported  profits 
ed  for  1979,  to  $15.2  million,  and 
ysts  reckon  that  Plastow  would  have 
:ast  lower,  not  higher,  profits  this 
but  for  including  some  $2.4  million 
overnment  compensation.  By  this 


June,  U.S.  car  sales  were  off  26%,  as 
problems  mounted  in  the  civilian  diesel 
engine  business  (a  major  customer  went 
bankrupt,  for  example).  Though  RR  won 
the  contract  for  Britain's  new  MBT-80 
battle  tank — worth  around  $4.7  million  a 
year  in  the  mid-Eighties — the  benefits  of 
that  are  years  away.  Heavily  leveraged 
Rolls  faced  what  is  usually  a  troubled 
time  anyway — a  new  model  launch — 
dangerously  strapped. 

Before  anyone  could  start  wondering 
about  a  second  bankruptcy,  Plastow  ran 
for  cover:  to  Rolls'  historic  defense-con- 
tract partner,  Vickers  Ltd.,  an  $800  mil- 
lion (sales)  company  that  once  produced 
most  of  Britain's  warships,  tanks,  artil- 
lery and  aircraft.  Successive  nationaliza- 
tions had  stripped  off  Vickers'  aircraft, 
shipbuilding  and  steel  businesses. 

Like  Rolls,  Vickers  was  hit  when  the 
Shah  fell.  It  was  making  the  bodies  for 
those  tanks.  Vickers'  1979  profits  were 
$17.3  million  pretax  (down  nearly  40% 
from  1978)  on  sales  of  close  to  $848  mil- 
lion, compared  with  a  1976  record  of  $69 
million  on  sales  of  $766  million. 

What  drew  Rolls  to  Vickers  was  cash — 
the  prospect  of  it,  that  is,  a  cool  $150 
million  in  nationalization  compensation 
that  Vickers  has  been  negotiating  for  and 
promising  its  shareholders  was  due  any 
day  for  3Vi  years  now.  The  government 
has  handed  over  some  $55  million,  but 
there  is  no  word  on  the  rest.  The  silence 


is  ominous,  particularly  since  an  an- 
nouncement this  August  by  Industry 
Minister  Sir  Keith  Joseph  that  also 
rocked  Vickers.  Joseph  told  Parliament 
that  he  was  backing  down  on  a  Tory 
election  pledge  to  return  three  profitable 
shipyards,  including  Vickers'  Barrow-in- 
Furness  yard,  to  their  original  private- 
sector  owners.  (After  all,  they  were  the 
only  part  of  state-owned  British  Ship- 
builders making  any  money,  so  it  wasn't 
a  good  time  to  let  them  go.) 

Rolls'  David  Plastow,  who  admits  to 
"disappointment"  at  the  government's 
new  stand,  will  head  up  the  combined 
$1.3  billion  (sales)  company.  Vickers  had 
been  without  a  CEO  since  earlier  this 
year,  when  Dr.  Bernard  Willets  quit  sud- 
denly "for  health  reasons"  after  only  four 
months  in  office. 

Not  everyone  was  thrilled  by  the  deal, 
though  all  agreed  that  David  Plastow 
would  be  a  much-needed  acquisition  of 
management  talent.  Says  Plastow: 
"Then,  this  gentleman  of  the  City  [Lon- 
don's financial  district],  this  minor  bank- 
er, took  it  upon  himself  to  question,  in  a 
very  articulate  way,  the  logic  behind  the 
merger."  He  means  Walter  Salomon  of 
investment  bankers  Rea  Brothers  ("my 
favorite  middle- European,"  Plastow 
quips  to  his  executives).  Some  of  the 
main  complaints:  The  swap  undervalued 
Vickers'  assets — like  its  London  Mill- 
bank  Tower  headquarters — and  should 
never  have  been  done  while  the  compen- 
sation issue  was  unsettled.  As  for 
Vickers,  there  were  clearly  better  things 
to  do  with  that  government  check. 
"They  didn't  have  to  buy  another  busi- 
ness," says  a  Rea  Brothers  man.  "They 
could  even  have  paid  out  the  compensa- 
tion to  shareholders.  ..." 

As  Salomon  fought  his  losing  rearguard 
action,  there  was  a  call  from  Perth,  Aus- 
tralia, where  entrepreneur  Robert  a 
Court  boldly  offered  to  buy  Rolls-Royce  if 
the  Vickers  deal  fell  through.  The  sugges- 
tion was  not  appreciated.  "Just  what  we 
need!"  reacted  Plastow  with  a  derisive 
guffaw.  "Tell  him  to  fiddle  off!" 

So  this  month  Rolls-Royce  disappears 
as  an  independent  automaker  to  become  a 
division  of  Vickers  Ltd.  (not  Rolls-Royce/ 
Vickers  Ltd.,  as  originally  proposed).  What 
worries  Plastow  now  is  the  economic 
plight  of  Britain,  where  industry  is  ravaged 
by  the  twin  plagues  of  an  artificially  strong 
currency  and  a  rigidly  applied  monetar- 
ism. The  one  automaker  in  the  world 
without  direct  Japanese  competition,  he 
personally  also  sees  a  growing  need  for  car 
import  controls  in  the  West.  "Bill  Hayden 
of  Ford  of  Europe  is  reported  as  saying  that 
the  Japanese  are  now  investing  for  8  or  9 
million  units.  If  that's  true,  Jesus!  .  .  .then 
we  are  on  the  verge  of  serious  economic 
and  political  happenings  unless  some- 
thing is  done  quickly." 

Events,  he  implies,  that  even  Rolls- 
Royce  may  not  be  able  to  survive.  ■ 
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There's  no  shortage  of  excuses  for  what  happened  to  the  tire  industry 
OPEC,  noncompetitive  work  rules  and  wage  rates,  marketing  mistah 
But  aren 't  these  other  names  for  complacent  management? 

Harvey  Firestone 
must  be  spinning 
in  his  grave 
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By  Robert  J.  Flaherty 


^  eindustrialization  starts  here.  Tires  were  one  of 
W  the  great  industries  spawned  in  America  and  the  names 
n  Firestone  and  Goodyear  were  almost  as  familiar  in 
:yo,  Rio  and  Berlin  as  in  Chicago  and  Memphis.  No  more, 
hce's  Michelin  is  pressing  Goodyear  for  sales  leadership  of 
;  world  and  Japan's  Bridgestone  has  left  Uniroyal  far  behind, 
ng  its  dust. 

|  was  a  great  business  once,  almost  like  razor  blades.  Cars 
j lasted  tires  by  four  or  five  to  one;  for  every  car  that  hit  the 
;1  there  was  a  guaranteed  market  for  maybe  20  tires.  But  it 
j.  the  old  story.  Managements  grew  complacent,  unions 
:dy.  Suddenly  American  tire  technology  no  longer  set  stan- 
1s  for  the  world.  In  the  Sixties,  Goodrich  did  try  to  bring  out 
j  dial  tire  but  neither  Detroit  nor  the  American  consumer 
,ited  to  pay  for  it. 

Jet  Michelin  push  ahead  with  radials;  Americans  wouldn't 
|  the  higher  price  for  the  slight  saving  in  fuel,  economy  and 
j  ability.  While  Akron  fiddled,  OPEC  burned.  Gasoline  went 
a  39  cents  a  gallon  to  $1.30  and  the  day  of  the  small  car 
ned.  Radials  then  became  a  necessity, 
he  whole  game  had  changed.  In  1973  domestic  tire  manu- 
urers  shipped  238  million  units.  This  year  they  will  ship 
million.  Even  when — and  if — U.S.  auto  production  creeps 
fewer  replacement  tires  will  be  needed  for  the  more 
^ble  radials,  which  are  expected  to  grow  to  90%  of  the 
ket  in  a  little  over  a  decade.  Detroit  is  trying  to  do  away 
l  the  spare  tire;  if  it  succeeds,  original  equipment  demand 
»s  20%.  On  a  front-wheel-drive  small  car,  the  front  tires 
go  40,000  miles,  but  the  rear  tires  may  last  for  60,000.  At 
iph  speed  limits,  tires  wear  better.  At  $1.30  a  gallon  people 
e  less. 

much  for  market  shrinkage.  Then  there's  the  foreign 
sion.  The  foreigners  have  already  driven  Uniroyal  right  out 
uck  radials.  A  Bridgestone  executive  recently  said  that  his 
pany  would  build  a  radial  tire  plant  in  the  U.S.  when  its 
nese  customers  build  truck  plants  here.  Michelin,  with 
of  the  U.S.  market,  is  expanding  and  aiming  for  20%. 
ith  the  whole  U.S.  industry  running  at  maybe  65%  of 
city,  what  could  you  expect?  Price-cutting,  of  course, 
dyear  and  Michelin  underbid  Firestone  to  supply  original 
pment  for  Ford's  forthcoming  front-wheel-drive  subcom- 
s,  Goodyear  shaded  prices  for  its  new  all-weather  Arriva 
and  Michelin  supposedly  offered  steel-belted  radials  for 


the  price  of  glass  radials.  General  Motors,  always  a  tough 
buyer,  wanted  an  even  better  deal.  General  Tire  gave  in  and  got 
a  bigger  chunk  of  GM  business.  Meanwhile,  manufacturers  are 
dumping  excess  inventories  on  the  replacement  market  at  as 
much  as  50%  off  the  usual  price.  Michelin,  its  competitors  say, 
is  selling  perfectly  good  new  tires  as  "blems" — imperfects. 

It  is  a  depressing  tale — the  U.S.  sounds  more  and  more  like 
Britain.  But  wait.  There's  still  some  resilience  in  U.S.  industry. 
Under  adversity,  the  U.S.  tire  companies  have  shut  down  old 
plants  and  the  unions  have  begun  to  face  reality.  When  the 
business  starts  to  come  back  there  will  be  a  lot  less  capacity  in 
the  U.S.  and  lower  costs,  thanks  to  a  better  wage  structure  and 
more  modern  plants.  Better  products,  too.  Of  his  Arriva  tire, 
Goodyear  Chairman  Charles  J.  Pilliod  fr.  says:  "We've  got  an 
all-weather  tire.  Where's  Michelin's?" 

It  will  sadden  civic  boosters  and  sentimentalists — but  glad- 
den those  who  look  for  signs  that  U.S.  industry  can  adapt — to 
learn  that  passenger  tires  are  no  longer  made  in  Akron.  Impos- 
sible work  rules  and  obsolete  plants  doomed  production  there. 
But  the  newer,  Sunbelt  plants  provide  good  jobs,  too,  with 
better  quality  control,  more  livable  work  rules  and  generally 
lower  costs. 

Thus,  for  investors  who  like  to  buy  on  bad  news  and  for 
acquisitors  who  like  assets  cheap,  there  are  interesting  bar- 
gains in  the  tire  industry:  Goodyear  at  4  times  a  good  year's 
earnings,  Uniroyal  at  near-bankruptcy  prices,  General  Tire  for 
about  what  its  broadcasting  properties  alone  may  be  worth. 

The  table  below  suggests  that  tire  stocks  are  cheap  in  terms 
of  what  each  company  could  earn  in  a  strong  tire-sales  year. 
Harry  Millis,  veteran  tire  analyst  for  McDonald  &  Co.,  notes 
tire  stocks  probably  have  less  downside  risk  than  stocks  in 
general,  because  if  tires  fall  much  more  below  book  value  they 
will  attract  tender  and  merger  offers.  Northwest  Industries 
once  made  a  pass  at  Goodrich,  Borg-Wamer  went  after  Fire- 
stone and  Gulf  &  Western,  after  going  in  and  out  of  Uniroyal, 
now  holds  10%  of  General  and  wants  more. 

But  a  real  comeback  won't  be  easy.  Until  now  Michelin 
hasn't  received  any  General  Motors  contracts.  Michelin,  proud 
of  its  technology  and  its  position  as  a  family-run  company, 
won't  let  GM  executives  check  out  its  plants,  and  GM's  rule  is: 
No  see,  no  buy.  But  rumor  has  it  that  Michelin  may  be  about  to 
relax  the  rules  to  get  the  business. 

Academics  may  say:  It  doesn't  matter;  let  the  old  industries 
go  and  concentrate  on  the  new.  But  it's  not  that  simple.  As 
tires  go,  so  goes  industrial  America. 


Running  on  the  rims 


Stocks  of  the  ten  tire  companies  below  are  so  underin- 
Hated  that  in  most  cases  they  attained  their  historical 
high  over  ten  years  ago  and  are  selling  at  discounts  of 
up  to  76%  from  book  value.  With  many  old  plants 
recently  closed,  any  kind  of  auto  industry  resurgence 


could  cause  sharp  jumps  in  profits  toward  a  more 
"normal"  range.  That  would  make  tire  stocks  look 
very  cheap  indeed — but  only  if  the  tire  companies  can 
control  their  old  penchant  for  overexpanding  and  wag- 
ing price-cutting  wars  over  market  share. 


ipany 


1979 
sales 
(millions] 


EPS 
1979 


EPS 
1980 

(est)* 


Recent 
price 


P/E 
based  on 
1980 

(est) 


Estimated 
EPS  in 
strong 
year 


Hypothetical 
P/E 

(stock  price 
to  strong- 
year  EPS) 


Price 
range 

20 
years 


%  discount 
or 

premium 
from 
book 
value 


Book 
value 


Dividend 


Yield 


Strong 
dag 

Igestone 

>per 

stone 


394 
297 

2,645 
283 

5,284 


4.39 
1.99 
0.30 
2.60 
1.35 


D 

2.15 
0.34 
1.95 
D 


17V8 

19S/8 
2'/4 

11 14 

7% 


NM  $5-$6 

9  3.50-4 

7  0.35-0.40 

6  4-4.50 

NM  2.50-3 


10'/2-59 
n/i6-43 
u/i6-  3Vb 
4-33  Vz 
6'/8-33'/4 


-76% 

66 

25 
-57 
-70 


70.35 
11.79 
1.80 
26.10 

25.42 


$1.20 

0.70 
0.04 
0.80 
0.00 


7.0% 

3.6 

1.8 

7.2 

0.0 


leral 

2,292 

3.44 

1.25 

193/8 

15 

4.50-5 

4 

8%-30% 

-53 

41.40 

1.50 

7.7 

>drich 

2,988 

4.89 

3.50 

22  Vi 

6 

6-8 

3 

12'/2-66 

-65 

49.30 

1.56 

6.9 

)dyear 

8,238 

2.02 

2.25 

157/8 

7 

3.50-4 

4 

103/4^35y4 

-49 

31.18 

1.30 

8.2 

helin 

5,341 

42.82 

54.08 

199'/2 

4 

65-70 

3 

NA 

-64 

552.00 

7.45 

3.7 

royal 

2,575 

D 

0.00 

4% 

NM 

1.10 

4 

3'/8-33'/2 

-73 

16.89 

0.00 

0.0 

1  estimates  by  McDonald  &  Co.  except  those 

for  Michelin 

[provided  by  Merrill  Lynch) 

an 

d  Bridgestone  (provided  by  Daiwa  Securities). 

:  Not  Meaningful.  NA: 

Not  Available.  D: 

Deficit. 
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Goodyear 

No  retreat, 
no  surrender 


Goodyear  Chairman  and  CEO  Charles  J.  Pilliod  Jr. 

Can  big  spending  in  a  low-profit  business  pay  off? 


When  the  real  returns  are  in,  may- 
be five  years  from  now,  Good- 
year Chairman  Charles  J.  Pilliod 
Jr.  is  going  to  look  either  like  a  hero  or  a 
bum — nothing  in  between.  While  all  his 
rivals  are  either  cutting  back  or  cutting 
bait  on  the  tire  business,  he  is  expanding 
furiously.  Right  now  all  that  can  be  said 
is  that  Pilliod's  strategy  is  quite  different 
from  his  competitors'. 

Goodyear  is  a  giant  company.  Its  sales 
last  year  were  $8.2  billion  and  it  employs 
150,000  people,  but  its  profits,  like  those 
of  its  rivals,  have  been  worn  almost 
treadless.  Last  year  it  earned  less  than 


7%  on  its  stockholders'  equity,  well  un- 
der 2  cents  on  the  sales  dollar.  This  year 
will  be  not  much  better. 

This  in  spite  of  the  $1.7  billion  (nearly 
$30  a  share)  Pilliod  has  poured  into  plant 
and  equipment  since  he  took  over  in 
1974 — most  of  it  into  tires.  Since  profits 
and  cash  flow  were  inadequate  to  fund 
this  capital  spending,  he  had  no  choice 
but  to  increase  Goodyear 's  debt  ratio  to 
nearly  50%. 

Goodyear 's  situation  is  a  bit  like  Gen- 
eral Motors':  It  failed  to  see  how  far- 
reaching  the  energy  crisis  would  be.  In 
the  late  Sixties  rival  Goodrich  pioneered 


a  move  into  long-lasting,  fuel-saving 
dial  tires.  Goodyear 's  then  boss  decii 
on  a  different  strategy.  Radial  tires  w 
expensive  and  he  figured  that  neit 
motorists  nor  manufacturers  wanted 
extra  cost.  He  pushed  the  Polyglas  i 
instead,  which  was  cheaper  to  make  < 
required  no  costly  suspension  changes 
the  cars.  For  a  long  time  the  decis) 
paid  off  and  Goodyear  did  well.  After 
1973  oil  crisis,  however,  Detroit  swi 
over  to  radials.  This  gave  France's  1 
chelin  the  opening  it  needed;  Miche 
had  long  experience  in  radials  for  j 
rope's  smaller,  lighter  cars.  Miche 
built  plants  in  Nova  Scotia  in  1972  , 
Greenville,  S.C.  in  1975  and  grab! 
10%  of  the  U.S.  market. 

That's  why  Pilliod  spent  $2  billion) 
plant  and  equipment.  Once  Goodyj 
was  committed  to  radials,  he  decided 
take  it  all  the  way.  "I  sent  teams  aroi) 
the  world,"  he  says,  "to  make  sure 
had  the  latest  in  tire  technology." 

Goodyear,  like  the  other  U.S.  corn 
nies,  was  saddled  with  United  Rub 
Workers  union  rules  that  dated  back  to> 
Great  Depression;  they  were  designed 
spread  work.  The  union  had  successhi 
clung  to  the  rules,  giving  Goodyear  proB 
itively  high  labor  costs.  Pilliod  respon 
by  shutting  down  his  three  chief  plant) 
Akron,  Conshohocken,  Penna.  and 
Angeles — and  replacing  them  with  th 
shiny  new  radial-tire  plants  in  Alabai 
Tennessee  and  Oklahoma,  one  of  whic; 
nonunion. 

In  Lawton,  Okla.,  Pilliod  has  bui] 
highly  automated  $225  million  radial 
plant,  which  he  claims  will  beat  Mio 
lin  or  any  other  tire  company  in 
world  in  terms  of  quality  and  cost, 
marginal  competitors  get  out  of  busirj 
or  shrink,  Pilliod  claims  Lawton  can 
expanded  to  four  times  its  present  oj 
ating  level  and  Goodyear  will  gain  nl 
ket  share. 

"Lawton  is  the  ultimate  we  could; 
sign  in  new  concept,  machines  and  la 
practices,"  says  Pilliod.  "From  a  quai 
standpoint  Lawton's  tires  exceed  my 
pectations.  We  have  tried  to  take 
workers'  decision-making  out  of 
quality  of  the  tire  by  mechanization.' 

Pilliod,  a  40-year  veteran  of  Goody 
with  25  of  those  years  spent  with 
international  side,  thinks  globally  a 
time  when  Firestone  is  cutting  b 
abroad  and  Uniroyal  has  sold  its  Eurc 
an  operations.  He  regards  France's 
chelin  and  Japan's  Bridgestone  as 
companies  to  watch;  he  considers  F 
stone  much  less  of  a  threat. 

Michelin  and  Bridgestone,  besi 
penetrating  the  U.S.  passenger-tire  n 
ket,  are  way  ahead  of  Goodyear  in  rai 
truck  tires.  Goodyear  fell  on  its  face  ir 
first  effort  to  recoup  in  truck  tires.  "1 
my  aim  to  be  number  one  in  that  U 
ket,  too,"  says  Pilliod.  "Our  new  trl 
radials  now  test  out  as  well  as  Michel 
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1  Bridgestone's  and  will  retread  as 
11."  The  market  itself  will  decide  the 
come. 

'illiod  will  be  spending  $200  million 
[1400  million  annually  throughout  the 
t  of  the  Eighties.  He  is  planning  to 
ke  Goodyear  plants  all  over  the 
rid  as  modem  and  competitive  as 


|  fter  Michelin  triggered  the  U.S. 
V  conversion  to  radials,  now-retired 
•M  Firestone  President  Mario  Di  Fe- 
co  boasted  Firestone  would  have  the 
jest  comparative  capital  costs  because 
mid  turn  out  quality  radials  by  adapt- 
much  of  its  old  bias-belt  tire  equip- 
lt.  The  result  was  the  poor-quality 


the  new  facility  at  Lawton. 

Small  companies,  he  claims,  cannot 
compete  in  a  narrow-margined  business 
with  high  research  and  development 
costs.  "Our  research  and  development 
costs  worldwide  last  year  were  close  to 
$200  million,"  he  says.  "To  afford  that, 
you  have  to  have  big  volume." 


Firestone  500  steel-belted  radials. 

Top  management  under  Chairman 
Richard  Riley  compounded  this  with  a 
public-relations  mistake.  He  relied  too 
much  on  lawyers.  Earlier,  Firestone  had 
gone  to  court  and  blocked  a  request  by 
the  National  Highway  Traffic  Safety 
Administration  for  a  recall  of  the  ra- 


Will  Pilliod's  big  spending  in  a  low- 
profit  business  ever  pay  off?  Who  can 
say?  But  you  can't  help  admiring  a  man 
who  fights  to  keep  the  U.S.  flag  flying  in 
a  business  where  we  once  led  the  world. 
If  the  redeeming  of  industrial  America  is 
possible,  it  will  be  efforts  like  Goodyear's 
that  will  achieve  it. 


dials.  Firestone  again  tried  to  stonewall 
the  safety  agency  when  it  questioned 
the  500s,  but  this  time  was  socked 
with  the  largest  recall  in  history  and  in 
1978  the  company  plunged  $172  mil- 
lion in  the  red  before  taxes. 

In  1979  a  rescue  merger  of  Firestone 
collapsed.  Borg-Wamer  had  agreed  to 
take  over  Firestone  on  terms  whereby 
Firestone  holders  would  have  received 
about  $12  for  shares  with  a  book  value  of 
almost  $25.  When  asked  to  pay  slightly 
more,  Borg-Warner  walked  away.  The 
situation  was  that  bad. 

Into  this  setting'jnarched  lanky,  tough 
53-year-old  John  J.  Nevin,  ex-marketing 
vice  president  of  Ford  Motor  and  then 
chairman  of  Zenith.  His  friend,  Borg- 
Warner  Chairman  James  Bere,  briefed 
Nevin  on  Firestone's  weakness:  obsolete, 
inefficient  U.S.  plants;  European  oper- 
ations that  were  a  shambles;  a  once- 
profitable  replacement-tire  market  po- 
tentially cut  in  half  by  radialization;  a 
cash  dividend  (soon  to  be  omitted)  which 
was  shaky. 

It  was  even  worse  than  that.  Nevin, 
who  became  president  in  December  and 
chief  executive  officer  early  this  month, 
says:  "We  were  hemorrhaging  cash,  $400 
million  in  the  years  before  I  came  into 
the  company,  and  they  were  going  to 
bleed  another  $250  million  this  year.  I 
had  to  stop  it  or  we  were  going  to  die." 

He  says  he  found  the  company  swarm- 
ing with  what  he  calls  "smart-ass  young 
consultants"  who  were  paying  attention 
to  everything  except  the  fact  that  the 
company  was  fast  going  broke.  He  then 
decided  to  hire  A.T  Kearney,  the  man- 
agement consulting  firm,  which  has 
since  helped  turn  the  company's  volumi- 
nous inventory  into  cash.  Firestone  is 
now  in  the  process  of  wringing  $300 
million  out  of  inventory  and  receivables, 
more  than  enough  to  restore  corporate 
liquidity.  Of  the  management  that  pre- 
ceded him,  Nevin  says  scornfully:  "They 
were  flooding  the  world  with  their  new 
radials  for  fear  they  might  lose  market 
share." 

Chairman  Riley  backed  Nevin  early  on 
in  his  decision  to  close  five  old  plants, 
but  the  pair  had  a  hard  time  convincing 
the  Firestone  board.  "That  was  my  mo- 
ment of  truth,"  Nevin  says,  giving  the 
board  a  clear-cut  decision  between  his 
program  and  his  resignation. 

To  punctuate  his  insistence  on  ruth- 
lessness  and  save-the-company  cut- 
backs, Nevin  followed  the  plant  closings 


Firestone 


I'm  paid 
to  be  an  s.o.b." 
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with  an  announcement  last  month  of  a 
decision  to  close  the  large  Firestone  plant 
in  Wales  in  December. 

Nevin:"They  call  me  an  s.o.b.  I'm  paid 
to  be  an  s.o.b.  Firestone  has  been  run  by 
administrators,  not  decision-makers,  al- 
most a  culture  of  clones.  Some  guys  just 


have  to  go." 

He  sees  big  red  ink  in  1980,  with  fur- 
ther writeoffs  in  1981.  But  after  that  he 
believes  earnings  will  start  growing  and 
soon  stabilize  at  a  minimum  of  $3  a 
share.  Considering  Firestone  stock  is 
now  selling  under  $8  vs.  a  book  value  of 


over  $25,  such  an  accomplishm 
would  make  John  Nevin  as  a  chief  exe 
tive  officer  as  popular  with  Fires« 
stockholders  as  he  is  unpopular  with 
now-departed  workers  and  executnj 
After  all,  saving  a  fine  old  company  I 
mean  accomplishment. 


Goodrich 


The  industry 
pessimist 


Goodrich  Chairman  and  CEO  John  D.  (Jug 

"This  industry  will  never  again  enjoy  good  growth. 


Look  at  the  figures!"  says  Chairman 
John  D.  Ong.  "If  the  tire  industry 
has  been  well  run  for  a  long  time,  I 
don't  understand  economics." 

Prime  example?  His  own  company. 
Long  the  tire  industry  research  leader,  $3 
billion  (sales)  Goodrich  has  been  the  butt 
of  a  joke  repeated  in  Akron  for  four  de- 
cades: Goodrich  invents  it,  Firestone 
copies  it  and  Goodyear  sells  it.  Radial 
tires  are  the  perfect  example  of  Good- 
rich's research  pioneering  wasted  by  its 
marketing  and  management  ineptness. 


Goodrich  tried  to  sell  Detroit  automak- 
ers the  radial  as  original  equipment  in 
1965,  five  years  ahead  of  France's  Miche- 
lin.  Nevertheless,  Goodrich's  radials 
were  a  dismal  flop. 

In  1969,  attracted  by  its  assets  and  by 
the  chance  to  introduce  more  competent 
management,  Northwest  Industries 
launched  a  bitter  but  unsuccessful 
tender,  which  Ong  says  "had  a  sobering 
effect  on  Goodrich's  board."  In  1971 
Goodrich's  return  on  investment  was 
lower  and  debt  ratio  higher  than  even 


troubled  Uniroyal's.  That  year  the  ba 
decided  to  bring  in  a  capable  oil  compj 
executive,  O.  Pendleton  Thomas,  to  tj 
command.  Says  Ong:  "This  was  a  v 
poorly  managed  company,  behind 
state  of  the  art  in  terms  of  financial  c 
trols,  strategic  planning  and  mod 
management  systems." 

Known  as  the  "Silver  Fox"  becaus* 
his  sharpness  and  handsome  head  of 
ver  hair,  Thomas  sold  off  moneylos 
operations  with  $600  million  in  sa 
"Dogs,  barking  to  be  shot,"  says  Q 
Carefully,  Thomas  established  a  strata 
growth  plan  with  three  legs:  1)  a  dra( 
cally  reduced,  refocused  tire  business 
a  promising  chemical  and  plastics  bf 
ness,  which  is  98%  polyvinyl  chlor 
where  Goodrich  is  the  leader;  and  3) 
gineered  Products,  the  remaining  via 
operations.  In  came  new  controls 
new  management  recruiting,  traiii 
and  development. 

In  mid-1979  Ong,  a  Harvard  1 
School  graduate,  took  over  what  Th< 
as,  now  retired,  started.  Ong  cla 
Thomas  raised  a  poor  company  intj 
mediocre  one — no  small  achievemen 
a  $3  billion  corporation.'  Because 
slump  in  tires  coincides  with  a  slumi 
construction  that  hurts  PVC,  1980  ej 
ings  per  share  will  be  way  below  191 
record  $4.89.  But  with  a  strong  econc 
in  1982  Ong  thinks  Goodrich  has  a  s 
at  earnings  per  share  of  $6  to  $8.  Th 
only  about  a  third  of  the  22  at  wt 
Goodrich  shares  recently  sold,  a  6 
discount  from  book  value.  "Our  inte 
goal  is  to  get  our  return  on  equity  uj 
the  average  of  all  industrial  compar 
which  was  14%  last  year,  vs.  only  9% 
Goodrich,"  he  says. 

To  build  a  first-class  company  < 
needs  to  do  heavy  capital  spendir 
$200  million  to  $300  million  annualb 
five  years.  He  could  double  his  $1  bil 
polyvinyl    chloride    operation  w' 
growth  and  profits  can  be  great.  But 
lacks  sufficient  cash  flow  to  do  the 
Some  funds  will  come  from  selling 
profitable    but    incidental  operati 
which  will  bring  in  good  money  and 
duce  no  writeoffs.  Externally,  Ong 
leverage  Goodrich's  balance  sheet  f 
its  current  42%  debt  to  as  high  as  4 
He's  counting  on  a  profit  recoven 
1981  to  help. 

The  final  source  of  capital  will 
Goodrich's  $1  billion  (sales)  tire  b| 
ness,  which  Ong  plans  to  use  as  a  c 
cow  to  nourish  new,  profitable  busin 
es.  "We  like  to  think  the  two  fairly 
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e  acquisitions  of  1977  and  1978  were 
d  for  with  money  freed  up  from  run- 
g  our  tire  business  better,"  Ong 
iles. 

Jnder  Thomas,  Goodrich  closed  its 
er  plants  early  and  modernized  the 
t,  so  its  capacity  is  closer  to  output 
n  most  competitors'.  Aiming  for  prof- 
instead  of  market  share,  Goodrich  has 
back  on  the  types  of  tires  it  makes, 
ninating  losers  like  forklift  tires  and 
cializing  in  niches  like  high-perfor- 


mance replacement  tires.  Goodrich  also 
has  withdrawn  from  troubled  Europe 
and,  more  recently,  Brazil.  Now  it  oper- 
ates in  such  countries  as  Canada,  Mexi- 
co, the  Philippines,  Colombia  and  the 
U.S.,  where  governments  have  held 
down  gasoline  prices,  encouraging  more 
driving  and  thus  a  better  tire  business. 
Over  $150  million  in  working  capital  has 
been  shifted  out  of  tires  as  warehouses 
have  been  cut  from  33  to  3  and  most 
retail  stores  have  been  sold  off  to  dealers. 


Explaining  his  strategy  of  deemphasiz- 
ing  tires,  Ong  says:  "This  industry 
peaked  in  1973  and  will  never  again  en- 
joy good  growth  rates.  Returns  will  im- 
prove, but  I  am  skeptical  profits  will  ever 
be  satisfactory."  So  his  cash  will  go 
where  he  sees  growth  opportunities,  not 
into  tires.  By  1985  Goodrich  will  be 
much  larger,  with  different  sources  of 
earning  power.  Goodrich  was  a  great 
company  once  and  can  be  again.  A  tough 
goal  but  a  worthy  one. 


General  Tire 

A  strategy 
for  survival 


•  othing  seems  to  go  right  for  the 

■  U.S.   tire   industry  these  days. 

■  Take  General  Tire  &  Rubber  Co. 
me  way,  General  was  smarter  than  its 
npetitors:  It  diversified  years  ago. 
e  of  its  smartest  diversifications  was 
3  broadcasting.  Its  RKO  General  sub- 
tly owns  4  TV  stations,  12  radio  sta- 
rs   and    CATV    systems  serving 


215,000  subscribers.  The  RKO  broad- 
casting properties  are  conservatively 
worth  a  half-billion  dollars — more  than 
General  Tire's  whole  common  capital- 
ization at  recent  market  prices.  And  this 
is  without  crediting  a  penny  for  Gener- 
al's $1  billion-plus  tire  and  rubber  busi- 
ness; its  $600  million-plus-a-year  Aero- 
jet-General, a  leading  producer  of  rocket 


Tire  (  bdirmaii  llxtmas,  F  <  YNeil 
ntention  of  getting  out. 


propulsion  systems;  its  big  plastics  and 
industrial  plastics  divisions;  its  60% 
ownership  in  Frontier  Airlines;  or  its 
seven  soft-drink  bottling  companies. 

Trouble  is,  the  Feds  want  to  take  away 
General's  broadcasting  properties  and  so 
the  market  is  sour  on  General's  stock. 
The  parent  company  bribed  foreign  offi- 
cials and  made  payoffs  at  home.  Good- 
year, Firestone  and  Goodrich  also  made 
questionable  payments,  but  they  aren't 
in  broadcasting  and  broadcasters  are  re- 
quired, by  federal  law,  to  be  purer  than 
other  people.  General's  defense  is  that 
what  the  parent  does  doesn't  necessarily 
sully  the  child.  As  President  Carter 
claims  complete  separation  from  Brother 
Billy's  deals,  RKO  head  Tom  O'Neil 
claims  separation  from  Brother  ferry. 

In  a  large  sense,  General  Tire  means 
the  O'Neil  family.  M.G.  (ferry)  O'Neil  is 
president.  His  brother  Tom  is  chairman. 
His  late  father  founded  the  company. 
The  family  still  owns  7.5%  of  the  stock. 
Does  Jerry  O'Neil  feel  any  remorse  over 
his  alleged  misdeeds?  Resentment  more 
than  remorse.  Says  he:  "This  is  not  a 
matter  of  being  a  good  or  a  bad  person, 
it's  a  matter  of  whether  you  broke  the 
letter  of  the  law.  We  have  been  accused 
of  breaking  laws  outside  the  U.S.  but  that 
has  nothing  to  do  with  laws  in  this  coun- 
try. We're  just  caught  in  a  landmark  case 
where  the  FCC  is  trying  to  change  the 
old  rules." 

Rather  than  lose  the  broadcasting  li- 
censes, General  has  tried  a  number  of 
ploys.  It  found  a  buyer  for  its  Boston  TV 
station,  WNAC.  General  is  willing  to  sell 
the  station — worth  $100  million — for 
$54  million  to  New  England  Television 
Corp.  (NETV),  whose  organizer  started 
the  challenge  to  RKO.  However,  the 
FCC,  thirsting  for  blood,  blocked  RKO's 
decision  to  sell  the  station  to  NETV  earli- 
er. The  commission  is  now  considering 
whether  it  should  award  the  license  to  a 
new  applicant,  possibly  even  NETV — al- 
most free.  The  Feds  have  the  same  inten- 
tions for  the  New  York  and  Los  Angeles 
stations.  General  wants  to  spin  off  the 
radio  properties  and  Memphis  TV  to  its 
own  stockholders.  The  FCC  is  delaying 
that,  and  may  fight  the  spinoff,  too.  The 
FCC  actions  could  wipe  out  $500  million 
worth  of  General's  assets.  Talk  about 
cruel  and  unusual  punishment.  Jerry 
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O'Neil  has  announced  he  will  fight  the 
Feds  if  it  takes  ten  years,  but  a  settle- 
ment is  not  impossible  (seep  15).  Mean- 
while, he  has  arranged  to  sell  his  cable 
operations,  Capital  Cities  Communica- 
tions, Inc.,  for  $139  million. 

With  General's  well-publicized  woes, 
its  stock — book  value  $41 -plus,  liquidat- 
ing value  much  more — sold  as  low  as  12 
last  year.  That  brought  more  woes.  Gulf 
&  Western's  Charlie  Bluhdorn  started 
buying  the  stock.  He  now  owns  about 


10%  and  has  said  he  may  go  to  25% .  But 
lerry  O'Ncil's  a  tough  guy.  He  put  a  block 
to  any  Gulf  &  Western  takeover  by  mak- 
ing a  movie  deal  between  RKO  and  Hol- 
lywood's MCA;  that  put  RKO  into  direct 
competition  with  G&W's  Paramount. 

O'Neil,  although  he  has  only  10%  of 
the  U.S.  tire  market,  is  just  as  tough  and 
determined  about  tires.  He  has  no  inten 
tion  of  getting  out.  He  thinks  that  Uni- 
royal  probably  will  and,  in  the  end,  Good- 
rich. In  the  shrunken  field  he  sees  Gener- 


al surviving  and  prospering.  His  straj 
is  to  expand  into  original  equipment: 
private  brands,  thus  letting  someone! 
carry  the  marketing  and  inventory  col 
He's  resigned  to  getting  out  of  bn 
casting  but  with  his  investment  as  in 
as  possible.  With  the  proceeds,  he  si 
"It  makes  sense  to  make  an  acquisil 
so  the  parent  company  can  red 
RKO's  earning  power."  What  kind  oi 
acquisition?  One  that's  not  capital 
tensive  and,  ideally,  isn't  regulated. 


Uniroyal 

No  con  game 


Uniroyal  was  once  one  of  the  great 
American  multinationals,  spon- 
sored by  the  du  Pouts  and  closely 
tied  to  General  Motors.  Today  it  is  a 
corporate  hulk — eloquent  testimony  to 
the  continued  competitiveness  of  the 
U.S.  economy  and  to  the  vulnerability  of 
even  the  biggest  corporations. 
Over  the  decades,  Uniroyal  lost  its  im- 


portant cost-plus  business  for  private 
brands  like  Montgomery  Ward's.  Worse, 
it  gave  big  pension  benefits,  but  did  not 
fund  them  properly.  The  company  lost 
over  $121  million  after  taxes  last  year 
and  has  over  $500  million  in  unfunded 
pension  liabilities.  To  stay  afloat  Uniroy- 
al has  been  selling  off  some  of  its  best 
assets,  including  modern  tire  plants  in 


I  'niroyal  President  and  CEO  Joseph  P  Flannery 
"Operating  on  a  pretty  tight  string." 


Europe  and  a  once  highly  profitable  J 
wear  division  (Reds). 

Like  Firestone,  Uniroyal  has  a 
boss,  Joseph  P.  Flannery,  47,  a  cheil 
and  M.B.A.  whose  21 -year  company 
reer  has  been  in  nontire  operations, 
ing  over  in  February,  Flannery  achia 
the  near-impossible:  He  persuaded  II 
royal's  5,000  URW  employees  to  givj 
a  year  of  pension  rights  and  to  tal 
12.9%  pay  cut  for  the  second  half  of  1 
and  6.5%  for  1981.  His  persuasion 
helped  mightily  by  the  earlier  closin 
two  big  but  ancient  Uniroyal  tire  pli 
in  Chicopee  Falls,  Mass.  and  Deri 
"This  isn't  a  con  game,  pal,"  he  wai 
the  union.  After  those  closings  a  ui 
leader  confessed  on  TV:  "Last  falli 
negotiated  a  very  good  contract.  We 
viously  overdid  what  we  should  1 
done  less  of."  Obviously. 

But  the  crisis  continues.  "Our  banj 
have  us  operating  on  a  pretty 
string,"  says  Flannery.  "For  a  comp 
that  hasn't  performed,  the  name  of] 
game  is  the  performance."  Having 
$14.7  million  already  in  1980,  Uniri 
cannot  lose  another  $18  million  wit! 
violating  its  $150  million  revol 
bank  loan  covenant. 

Flannery  hopes  that  Uniro'l 
shrunken  tire  operations  will  revive  i 
the  U.S.  auto  market,  and  he  has  1 
hopes  for  his  specialty  chemical  fc 
ness,  where  he  hopes  to  invest  mos 
his  limited  cash  flow.  With  some  luc 
can  see  a  breakeven — give  or  take 
million — for  1980  and  a  nice  profi 
1981.  With  luck.  With  even  more  It 
he  hopes  someday  Uniroyal  can  earn 
million  after  taxes.  Flannery  tells 
story,  a  version  of  the  old  "how's-y 
wi'fe"  joke: 

"The  president  of  one  of  our  len> 
banks  listened  to  my  presentatio 
asked  him  how  he  felt  about  it. 

"He  replied:  'Better.' 

"I  asked:  'Better  than  what?' 

"He  said:  'Better  than  when  you 
walked  in.'  ' 

Uniroyal's  stockholders  have  pa 
big  price  for  the  incompetence  of 
vious  managements.  As  have  its  won 
for  what  they  must  have  thought 
smart  bargaining  on  the  part  of  H 
labor  leaders. 
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$t*  Louis 

-The  Spirit  of 

Growth  and 
Progress 


THE  HEART  OF 
ST.  LOUIS 

To  its  roots,  St.  Louis  possesses  a  fasci- 
nating character  that  manages  comfort- 
ably to  blend  mnovativeness  and  con- 
aervatism.  Perhaps  that  character  stems 
from  St.  Louis'  past  as  a  wide  open  frontier 
town,  and  its  geographical  setting  in  the 
heart  of  America.  The  heritage  says  go 
forward:  the  heartiand  values  say  pre- 
serve what  is  worthwhile  as  you  go 

The  spirit  of  forward  movement,  sym- 
bolized so  eloquently  by  the  Gateway 
Arch  on  the  riverfront,  has.  over  time, 
meshed  with  the  tradition  of  family  life  and 
home  and  civic  pride.  Together  those 
traits  are  making  more  and  more  St. 
Louisans  realize  that  the  area  is  truly  a 
haven  for  solid  development. 

Pride  and  love  build  the  majestic  Arch, 
the  heroic  Busch  Memorial  Stadium,  the 
gregarious  Convention  Center.  But  that 
pride  and  love  stemmed  from  a  faith  in  St. 
Louis  that  was  nurtured  in  its  families  and 
neighborhoods.  Neighborhood  schools, 
parks,  churches,  sporting  events  and 
street  festivals  created  a  strong  belief  in 
the  local  community. 


Major  home-grown  industries  like  Mon- 
santo, Ralston  Purina.  McDonnell- 
Douglas,  Anheuser-Busch,  Pet,  Mallmck- 
rodt.  and  other  corporate  citizens,  con- 
tinuously help  individual  citizens  see  even 
a  larger  picture  of  community  Fund- 
raising  drives  for  civic  buildings,  neigh- 
borhood restoration,  sports  teams  and 
charitable  causes  of  all  sorts,  usually  be- 
gin at  industry's  door.  Whether  they  are 
native  sons  or  adopted  St.  Louisans.  in- 
dustry leaders  have  captured  the  spirit  of 
community. 

This  spirit  was  an  attractive  force  for 
corporations  that  used  to  be  headquar- 
tered elsewhere.  Seven-Up,  Kellwood 
and  General  Dynamics  are  just  some  of 
the  corporations  that  have  moved  their 
main  offices  to  the  St.  Louis  area. 

Altogether,  the  area  is  headquarters  for 
14  of  the  "Forbes"  Top  100  Industries 
Only  four  other  cities  rank  higher  on  the 
corporate  headquartes  roster.  In  addition, 
more  than  400  of  the  1 ,000  largest  indus- 
tries have  facilities  in  the  St  Louis  area, 
including  General  Motors.  Ford.  ACF  In- 
dustries. Shell  Oil  Company,  and  several 
foreign-based  companies. 

The  executives  and  employees  of  the 
area's  manufacturing  and  service  indus- 


tries have  discovered  how  the  size  anc 
spread  of  St.  Louis  permits  them  to  pro' 
duce  more  at  work  and  enjoy  more  parti 
cipation  at  home  and  in  their  neighbor 

hoods. 

Industrial  parks  and  offices  are  locatec 
m  a  number  of  pockets  of  activity  through 
out  the  area,  making  it  possible  for  people 
to  work  within  minutes  of  their  homes  Feu 
people  have  to  commute  more  than  30 
minutes  to  work.  The  airport  is  within  20  o 
30  minutes  of  every  business  location. 

Several  executives  who  have  moved  t« 
St.  Louis  from  other  areas  have  noted  thi 
increased  productivity  of  employees  whi 
can  get  to  work  easily  by  8  a.m..  can  sta 
until  6pm.  and  still  have  time  to  spen< 
with  their  families  at  a  little  league  baseba 
game,  or  enjoy  a  night  on  the  town  wit 
friends 

Another  pleasant  surprise  for  incomira 
executives  is  the  variety  of  neighboi 
hoods,  the  quality  of  housing  and  its  relc 
tively  low  cost  Large  airy  suburba 
homes,  lovely  two-story  brick  homes  in  tlr 
older  communities,  renovated  town 
houses,  modern  garden  apartments.  Iu> 
ury  condominiums  and  even  rural  home 
in  outlying  areas  are  among  the  man 
comfortable  living  spaces. 


"Whose  idea  was  it 
to  pick  St.  Louis 
for  a  meeting!" 


"I  don't  know,  but 
I  bet  they  elect  him 
to  the  Board." 


Stlouis 
IheNeetin 


Missouri  Concert  Ballet  Production  of  Cinderella 


Some  cities  roll  up  their  sidewalks,  but  St.  Louis  rolls  out  the  red 
carpet  and  opens  its  doors  to  a  night  of  food  and  fun.  All  you  have  to  know 
is  where  to  find  it,  and  that's  where  we  come  in. 

We'll  be  happy  to  head  you  in  the  right  direction,  to  the  restaurants 
and  nightspots  that  bridge  the  gap  between  the  last  meeting  session  of  the  day 
and  the  first  one  the  next  morning. 

For  more  information  on  the  hotels  and  nightlife  that  will  make  your 
meeting  a  success,  call  or  write  John  G.  Walsh,  7900  Forsyth,  St.  Louis,  Mo. 
63105;  031^)889-2813. 

Copyright  St  Louis  County  Government  1977 


GEOGRAPHY  IS  DESTINY 

The  St.  Louis  area,  in  the  heart  of  the 
United  States,  at  the  midpoint  of  the 
largest  river  system  in  the  country,  and  at 


the  crossroads  of  four  interstate  high- 
ways, possesses  an  unrivaled  inland  posi- 
tion for  the  shipment  of  manufactured 
goods  and  raw  materials. 
Within  a  500-mile  radius,  are  1 03  metro- 


The  St  Louis 
Connection. 


Business  and  industry  in  St.  Louis  can  rely  on  their  con- 
nection with  a  dependable  source  of  electric  energy  from 
Union  Electric.  Abundant,  relatively  inexpensive  coal  and 
water  produce  99%  of  our  electricity.  With  coal,  our  fuel 
costs  are  about  half  of  those  utilities  depending  on  oil. 
A  nuclear  plant,  scheduled  for  operation  in  late  1982,  will 
diversify  our  fuel  mix  and  make  it  less  subject  to  the  effects 
of  price  escalation  (since  uranium  is  a  much  smaller  per- 
centage of  total  fuel  costs  than  coal).  Our  centra!  location 
and  ready  access  to  other  utilities  through  our  extensive 
interconnections  adds  a  measure  of  reliability  to  our  service 
that  is  invaluable.  To  learn  more  about  the  St.  Louis  con- 
nection, contact  Dick  Stevens.  Union  Electric,  P.O.  Box  149, 
St.  Louis,  MO  63166  or  call  314/241-1318. 


UNION  ELECTRIC 


pohtan  areas,  containing  51  3  million  resi 
dents  with  an  income  of  $330  billion  J 
year.  Within  this  radius.  36  percent  of  ai 
jobs  are  held  and  31  percent  of  all  th 
nation's  business  occurs 

Freight  from  St.  Louis  can  reach  all  thj 
major  population  centers  in  the  contmen 
tal  U.S.  by  rail,  motor  carrier  or  airline  with 
out  once  changing  carriers.  The  area  j 
the  largest  inland  river  port  in  the  U  S  .  win 
71  miles  of  established  and  potential  poi 
sites  on  the  Mississippi's  east  and  wes 
banks  It's  the  second  largest  rail  centel 
with  14  trunk  lines,  and  the  eighth  largea 
trucking  center,  served  by  150  commol 
carriers 

Lambert-St  Louis  International  Airporl 
now  undergoing  a  $224  million,  five-yea 
expansion  and  renovation,  is  served  by  11 
domestic  airlines,  which  make  295  schecl 
uled  departures  daily.  Business  traveler] 
can  fly  direct  to  all  the  major  population 
centers  in  the  U.S..  with  British  Caledonia) 
Airways  now  taking  them  non-stop  to  Lon 
don,  as  well 

This  midwestern  region  is  abundant! 
blessed  too.  with  all  the  natural  resource! 
industry  requires.  More  than  100  billid 
gallons  of  water  flow  through  the  regiq 
daily  m  the  Mississippi.  Missouri  an 
Meramec  Rivers  From  the  Mississip| 
alone,  every  U  S  city  could  meet  its  wat< 
demand 

Energy  in  the  form  of  electricity,  natur 
gas,  oil  and  coal  are  also  more  tha 
adequate  to  meet  demand.  Electricity 
the  nine-county  area  is  provided  by  s 
electric  companies  None  have  expei 
enced  brown-outs  or  black-outs.  In  faQ 
they  are  able  to  share  their  excess  elet 
tricity  with  other  areas,  through  an  intej 
pool  network 

Area  gas  companies  have  access 
arge  wells  and  storage  facilities 
Louisiana.  Texas  and  Oklahoma  Thre 
major  oil  companies  operate  petroleu 
refineries  in  the  area,  one  of  which 
among  the  largest  in  the  country.  And  tr 
vast  coal  deposits  of  southern  Illinois  for 
one  of  the  greatest  energy  reserves  in  tH 
country 

Other  raw  materials  came  with  L 
clede's  territory,  too  The  area  has  tr 
world  s  largest  reserves  of  lead,  plus  tr 
minerals  needed  for  the  manufacture 
iron  and  steel,  cement  and  limestone. 

Beyond  the  manufacturing  economy 
St.  Louis,  the  ninth  largest  in  the  countrj 
the  area  is  solidly  established  in  oth 
fields. 

Wholesale  trade,  grew  by  $6  2  bilhc 


They're  breathing  in  the  beauty  of  nature. ..and 
CLEANER  AIR... Thanks  to  LEAD 


At  the  Missouri  Botanical  Garden  in  St.  Louis,  trams 
powered  by  lead-acid  batteries  give  visitors  a  quiet, 
fumeless  ride  that  enhances  their  enjoyment  of  the 
beautiful  setting. 

The  trams  are  equipped  with  trailers  to  carry  up  to 
14  passengers  on  a  20  minute  narrated  tour  of  the 
garden.  Driven  by  two,  2-horsepower  electric 
traction  motors  operated  by  twelve  6-volt  batteries, 
the  trams  can  achieve  speeds  up  to  14  mph. 

Lead-acid  batteries  are  providing  quiet  pollution-free 


power  in  an  increasing  number  of  personnel 
carriers,  golf  carts,  industrial  lift  trucks,  delivery  vans 
and  trucks.  They  also  supply  starting  energy  for  all 
types  of  gasoline  and  diesel  engines.  Emergency 
lighting  systems  rely  on  lead-acid  batteries  and  large 
battery  banks  are  currently  being  studied  in  our 
nation's  energy  program  as  a  means  of  load-leveling 
for  electrical  utilities. 

Lead  is  a  vital  material.  It  is  making  a  growing 
contribution  to  civilized  progress. 


LEAD  COMPANY 

Division  of  St  Joe  Minerals  Corporation 


If  you  would  like  to  know  more  about  lead's 
essential  contribution  to  our  lives  today  and  in 
the  future,  write  for  our  free  booklets. 


7733  Forsyth  Blvd.,  Clayton,  Mo.  63105 


Tel.  (314)  726-9500 


from  1972  to  1979.  The  dominant  forces 
are  groceries,  motor  vehicles  and  parts, 
machinery  equipment  and  supplies,  met- 
als and  minerals. 

The  area  is  ranked  12th  in  retail  sales 
volume  among  300  metropolitan  areas. 
Retail  sales  are  expected  to  grow  from 
1978'srate  of  $8.9  billion  to  $12.9  billion  in 
1983. 

THE  WORKERS  AND  BUILDERS 

St.  Louis'  workers  are.  statistically, 
some  of  the  stablest  and  most  productive 
in  the  nation.  Turnover  is  only  1  2  quits  per 
100  employees.  The  area  is  in  the  upper 
third  of  major  metropolitan  areas  in  both 
value  added  per  production  employee 
and  value  added  per  production  man- 
hour. 

Conscious  cooperative  efforts  have 
been  made  among  labor  and  manage- 
ment to  keep  productivity  high  and  work- 
ing conditions  good  In  the  construction 
industry,  PRIDE  (Productivity  and  Re- 
sponsibility to  Increase  Development  and 
Employment)  was  formed  in  1972.  Since 
then,  lost  manhours  due  to  disputes  have 
been  almost  completely  eliminated. 
IMAGE  (Involvement  and  Management 
Advance  Growth  and  Employment)  was 
formed  on  the  Illinois  side  to  formalize  the 
excellent  labor-management  relations  in 
construction  trades  that  had  existed  there 
since  1966 

Construction  projects  in  the  area,  more 
often  than  not.  are  completed  on  or  ahead 
of  schedule  and  within  budget 

Spirit,  short  for  Spirit  of  St.  Louis  Labor- 
Management  Council,  was  formed  in  1 979 
to  help  improve  labor-management  rela- 
tions in  the  industrial  and  service  sectors 
of  the  region 

St.  Louis'  pool  of  trained  labor  is  excel- 
lent. The  traditional  educational  sources 
are  supplemented  by  an  industrial  training 
program  administered  by  the  Missouri  De- 
partment of  Elementary  and  Secondary 
Education  This  department  will  tailor  a 
curriculum  to  meet  a  specific  employer's 
need  if  that  need  is  not  already  being  met 
by  an  existing  program.  The  state  pro- 
vides the  instructors,  facilities,  equipment 
and  machinery  at  little  or  no  cost. 

The  private  and  public  sectors  also 
cooperate  in  a  regional  training  program 
to  help  the  long-term  unemployed  and 
economically  disadvantaged  to  get  jobs. 


The  skilled  labor  pool  of  St.  Louis  is  among  the  most  productive  and  stable  in  the  nation. 


BUSINESS  IS  BOOMING 

Despite  the  industrial  and  commercial 
growth  of  the  Bi-State  St  Louis  region, 
developers  are  still  able  to  find  reasonably 
priced,  large  and  small  tracts  of  land 
throughout  the  area,  some  near  rail  lines 
and  others  on  river  sites. 

A  billion-dollar  building  boom  going  on 
now  m  St.  Louis  County  gives  witness  to 
the  availability  of  land.  Even  more  so.  the 
boom  gives  witness  to  the  confidence 
business  has  in  the  St.  Louis  economy. 

While  other  parts  of  the  nation  are  lag- 
ging in  construction,  and  while  Florida  is 
bragging  about  a  half  billion  dollars  in  new 
construction  underway  in  the  entire  state, 
St.  Louis  County  is  watching  $1.2  billion 
worth  of  non-residential  projects  develop 
before  its  eyes. 

Industrial  and  commercial  businesses 
are  investing  half  that  billion  in  new  and 
expanded  facilities.  Airport  expansion  is 
claiming  $172.6  million  of  the  construc- 
tion. Hospitals  are  building  at  a  $154.8 
million  pace,  and  hotel  developers  are 
putting  in  $146.3  million  worth  of  new  faci- 
lities. 

That  hotel  space  will  play  an  important 
part  in  St.  Louis  vital  drive  to  make  the 
area  the  country's  meting  place.  Tour- 


ism, conventions  and  .business  meeting 
are  aggressively  being  sought  by  govern 
ment  and  business  leaders  And.  so  faj 
their  efforts  have  been  fruitful. 

In  1979  corporate  meeting  busmesi 
was  up  by  28  percent  It  wasn't  by  chance 
but  by  deliberate  planning,  and  with  th 
help  of  funds  from  the  St.  Louis  Count! 
Hotel  and  Motel  Lodging  Tax. 

The  "Meeting  Place'  campaign  derive 
its  strength  from  some  of  the  same  factor 
that  have  promoted  business  relocate 
here.  The  central  location  makes  it  easy  t 
reach  by  plane,  tram  or  car.  It  has  almos 
400  meeting  rooms  that  can  accommc 
date  up  to  100  people  each  It  has  a  cor) 
stantly  growing  supply  of  lodging  space 
And  it  has  three  convention-sized  meetirl 
areas  in  Cervantes  Convention  Centei 
Kiel  Auditorium  and  the  Checkerdome. 

As  a  headquarters  center,  the  area 
certain  to  be  able  to  provide  all  the  busi 
ness  services  and  amenities  that  an1 
group  might  need 

CULTURE  MEANS  THE  ARTS- 
AND  MORE 

The  feeling  of  being  at  the  center  <\ 
things  extends  beyond  industry  and  corr 
merce  St.  Louis'  location  at  the  core  c 
America  makes  it  the  center  of  culture  be 


Tom  Bindley,  Treasurer,  McGraw-Edison  Company, 
Rolling  Meadows,  Illinois.  Bom:  Terre  Haute,  Indiana,  1943. 
Education:  B.S.,  Georgetown  University,  1965.  M.B.A.,  Harvard 
University,  1969.  Favorite  recreation:  spring  skiing  in  Colorado. 

Recent  accomplishment:  coordinated  and  supervised 
financing  of  McGraw-Edison 's  acquisition  of  Studebaker- 
Worthington.  Needs  a  regional  bank  that  "can  be  an  integral  part 
of  our  worldwide  banking  network ."  Like  First  National  Bank 
in  St.  Louis. 

"They're  big  enough  and  smart  enough  to  interface  with  our 
other  major  banks  and  still  provide  full  banking  services  to  our 
Bussmann  and  Wagner  Electric  Divisions  in  St.  Louis." 

First  National  Bank  in  St.  Louis.  Where  Firstperson 
performance  pays  off  for  corporate  treasurers  all  over  America. 

Firstperson. 


510  Locust  Street,  St.  Louis,  Missouri  63101  (314)  342-6547 


A 


St.  Louis'  location  at  the  core  of  America  makes  it  the  center  of  culture  between  two  coa; 


tween  two  coasts.  St.  Louis  culture  shines 
because  it  isn't  afraid  to  be  what  it  wants  to 
be,  when  it  wants  to  be — sophisticated 
lady,  adventurous  youth,  mischievous 
youngster.  Residents  want  a  taste  of  it  all 
and  they  get  it. 

The  Saint  Louis  Symphony  Orchestra, 
the  country's  second  oldest,  fills  ornate 
Powell  Hall  with  the  lush  instrumentation  of 
a  Beethoven  composition,  dances  lightly 
over  a  Baroque  piece  by  Hayden,  or 
blends  its  strings,  winds,  brass  and  per- 
cussion with  the  human  instruments  of  the 
Saint  Louis  Symphony  Chorus  or  the  Cos- 
mopolitan Singers 

The  same  orchestra  lets  loose  in  the 
summertime  and  plays  under  the  stars  to 
some  of  the  same  audience  and  then 
some,  offering  pops  concerts  in  the  coun- 
ty parks.  The  seats  this  time  are  lawn 
chairs  and  blankets — and  they're  free. 

Summertime  does  bring  out  the  stars  in 
St.  Louis,  to  the  St.  Louis  Municipal  Opera, 
with  the  world's  largest  outdoor  stage.  The 
Muny's  brought  Broadway  and  its  stars  to 
Forest  Park  for  61  years.  And  its  brought 
the  romance,  comedy  and  singable  tunes 
of  the  American  musical  to  thousands  of 
St.  Louisans  and  visitors. 

Professional  theater  also  has  a  place — 
or  rather  several  places — indoors.  The 
American  Theatre  presents  on-  and  off- 
Broadway  productions,  during  the  theater 
season,  in  downtown  St.  Louis.  And  in  one 
of  the  area's  oldest  communities.  Webster 
Groves,  the  Loretto-Hilton  Repertory  com- 
pany offers  a  full  and  a  varied  season  of 
drama.  The  company  presents  estab- 
lished plays  on  the  main  stage  and  a 
series  of  new  or  experimental  plays  in  its 
intimate  studio  theater. 

Newer  to  the  St.  Louis  performing  arts  is 
the  St.  Louis  Opera  Theatre,  which 
already  has  gained  international  stature 
with  its  televised  performance  of  Benjamin 
Britten's  "Albert  Herring."  Also  relatively 
new  is  the  Missouri  Concert  Ballet,  which 
provides  gifted  local  talent  an  opportunity 
to  perform  for  the  public. 

The  cultural  climate  of  St.  Louis  is  well- 
known  among  national  and  international 
artists  who  frequently  tour  here  in  dance 
troupes  and  repertory  companies. 

The  performing  arts  make  up  only  a 
fraction  of  the  culture  that  fills  St.  Louis. 
Culture,  in  its  broadest  sense,  is  the  ideas, 
customs,  skills  and  arts  of  a  people.  St. 
Louis,  over  two  centuries,  has  accumu- 


lated samples  of  all  these  elements  and 
displayed  them  beautifully 

The  fine  arts  are  present  in  abundance. 
In  the  recently  restored  St.  Louis  Art 
Museum,  constructed  for  the  1904 
World  s  Fair,  is  housed  a  collection  of 
7,000  world  famous  paintings,  sculptures 
and  decorative  arts  The  museum  is  open 
free  for  the  public  six  days  a  week 

St.  Louis  takes  its  art  outdoors  in  the 
Laumeier  International  Sculpture  Park  in 
St.  Louis  County.  Large  sculptures,  cur- 
rently featuring  "The  Way.'  the  work  of 
Alexander  Liberman.  are  displayed  in  a 
garden-like  setting.  Other  famous  sculp- 
tures, such  as  the  Milles  Fountain  in  front 
of  Union  Station,  and  the  Genesis  Foun- 
tain at  Northwest  Plaza,  can  be  disco- 
vered in  numerous  spots  around  the  area 

Beyond  the  fine  arts.  St.  Louis  recog- 
nizes the  culture  that  gives  an  area  and  its 
people  character  and  personality.  Culture 
is  historical  artifacts  lovingly  preserved:  it 
is  architecture  respectfully  restored;  and  it 
is  natural  beauty  reverently  cultivated 

The  past  is  preserved  in  numerous 
museums  and  public  collections  Among 
the  larger  ones  are  the  National  Museum 
of  Transport  in  Kirkwood.  the  Museum  of 
Science  and  Natural  History  in  Clayton, 
the  Museum  of  Westward  Expansion  be- 
neath the  Arch  and  Jefferson  Memorial  in 


Forest  Park. 

Architectural  preservation  is  one  of 
Louis'  glories.  A  variety  of  old  homes 
Federal.  Victorian.  Antebellum,  ai 
rowhouses — are  preserved  as  landmai 
for  the  public  to  visit  But  there  is  al 
vibrant  residential  restoration  going  on 
several  neighborhoods  —  LafayetJ 
Square.  Soulard.  and  the  Central  W< 
End.  to  name  only  a  few 

The  restoration  of  single-family  horn 
by  individuals  who  want  to  return  to  I 
core  of  St.  Louis  is  one  of  many  encours 
ing  signals  St.  Louisans  are  sending  abo 
grassroots  confidence  in  the  area  s  futu 

The  natural  beauty  of  this  midweste 
metropolis  can  be  viewed  anywhere  in  I 
nine-county  area.  But  the  ultimate  in  ha 
culture  is  the  Missouri  Botanical  Garde 
a  National  Historic  Landmark,  foundec 
1 859  by  Henry  Shaw.  Shaw's  Garden,  a 
is  often  called,  is  more  than  79  acres 
flowers,  shrubs,  displays  and  histc 
buildings.  One  of  the  most  recent  ac 
tions  is  the  Japanese  Garden,  contain 
a  four-acre  lake,  islands,  footbridges  a 
waterfalls  and  a  teahouse.  It's  the  largj 
traditional  Japanese  garden  in  Na 
America. 

Cities  and  counties  in  the  area  pia 
high  priority  on  parks — taking  the  1.4i 
acre  Forest  Park  as  a  model 


TWA  flics  the  L-1011 
he  worlds  most  advanced  widebody. 

Here's  why. 


From  the  moment  you  step 
aboard  TWA's  L-1011,  you'll 
have  the  feeling  you're  in  a  very 
special  plane. 

You'll  be  particularly 
impressed  by  the  spaciousness  of 
the  passenger  cabin  — 19'  wide 
and  8'  high  —  with  two  aisles, 
indirect  lighting,  and  comfortable 
seats.  But  the  real  beauty  of  the 
L-1011  lies  in  the  things  you 
don't  see. 

Offspring  of  the  SST 

When  America  embarked  on 
the  SuperSonic  Transport 
program,  considerable  resources 
were  put  behind  the  development 
of  new  technology.  Much  of  this 
has  been  incorporated  into  the 
L-1011.  making  it  the  most 
advanced  widebody  in  the  world. 


L-1011  has  a  4-part  autoland 
system,  making  it  more 
sophisticated  than  other  aircraft. 

In  addition,  the  L-1011  has 
instrumentation  so  advanced  it 
was  granted  a  special  Category 
IIIA  clearance  —  the  ability  to 
land  in  all  weather. 

Passenger  comfort 

Inside  TWA's  L-1011. 
everything  has  been  designed  to 
make  a  long  flight  seem  shorter. 


TheL-1011's  advanced  flight  control 
system  derives  from  the  SST  program. 


"TWA  s  L-1011  fleet  is  another  reason 
why  you're  going  to  like  us. " 

-J.  E.  Frankum,  TWA  Chief  Pilot 

The  smoothest  plane  in  the  air 

The  L-1011  is  the  only 
widebody  with  a  flying  horizontal 
stabilizer,  for  smoother  takeoffs. 

In  the  air,  the  L-1011's 
computerized  autopilot  — the 
most  advanced  of  any  aircraft  — 
works  to  provide  the  smoothest 
flight. 

And  because  the  L-1011  is 
the  only  widebody  with  direct  lift 
control  (automatic  adjustment  of 
lift  and  pitch),  it's  smoother  on 
landing,  too. 

An  all-weather  aircraft 

Most  widebodies  have  a 
2-part  autoland  system.  Only  the 


The  L-101 1  is  equipped 
with  three  Rolls-Royce 
high-bypass  engines — the  quietest  of  their  kind. 

At  your  fingertips  are  controls 
for  reading  lights,  air  outlets,  and 
entertainment.  Drinks,  stereo 
music,  and  full-length  movies 
help  the  time  fly  by. 

So  if  you're  planning  a  trip 
coast  to  coast,  plan  to  fly  on 
TWA's  L-1011,  today's 
most  advanced 
widebody. 


Youre  going  to  like  us 


1  his  is  one  of  our  hometowns:  or.  Louis,  Mo 


ns  business. 


The  French  fur  trading  businessmen  who 
started  it  all  in  1764  had  a  keen  eye  for  trade  and  a 
trust  in  tradition.  So  they  picked  a  great  spot  for 
doing  business  and  named  it,  out  of  their  own 
traditions,  for  an  enterprising  saint-on- 
horseback  who  was  also  willing  to  adventure. 
Modern  St.  Louis  still  means  business. 
It  is  our  nation's  busiest  inland  port,  second 
largest  rail  center  and,  though  it  ranks 
just  12th  in  population,  stands  4th 
among  our  cities  as  the  hometown  of 
America's  top  companies. 

And  modern  St.  Louisans  still  treasure  their 
old  and  newer  traditions.  Ragtime  and  riverboats, 
gaslight  and  cobblestones,  a  Farmers  Market 
bulging  with  fruits  and  vegetables  and  a  jewel-like 
floral  conservatory  lavish  with  flowers  and  plants 
testify  to  a  native  love  of  the  good  things  of  life,  old 
and  new.  The  faith  that  inspired  the  first  settlers  now 
glows  from  a  hundred  million  pieces  of  mosaic,  each 
lovingly  placed  by  hand,  the  largest  display  in  the 
Western  Hemisphere,  in  the  New  Cathedral.  And 
over  it  all  soars  the  gleaming  Gateway  Arch,  the 
tallest  man-made  monument  in  America,  and 
a  magnet  to  visitors  from  across  the  country  and 
around  the  world. 

If  you  go  —  for  business  or  just  for  fun — we 
hope  you'll  toast  the  town  with  a  glass  of  our  7UP 
because  St.  Louis  is  also  the  hometown  of  that 
famous  brand  of  ours,  a  drink  we  like  to  think  of 
as  part  of  the  modern  "Spirit  of  St.  Louis." 

Philip  Morris  Incorporated 

Good  people  make  good  things. 

Makers  of  Marlboro.  Benson  &  Hedges  100's.  Merit,  Parliament  Lights.  Virginia  Slims  and  Cambridge; 
Miller  High  Life  Beer.  Lite  Beer  and  Lowenbrau  Special  and  Dark  Special  Beer; 
„|iM  7  UP  and  Diet  7  UP 
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We've  been  proudly  pouring 
money  into  the  Mississippi 
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Into  the  Ohio,  the 
Illinois,  the  Missouri, 
and  America's  other 
great  inland  waterways, 
as  well. 

.  Not  just  because  the 
port  of  St.  Louis  is  right 
at  our  doorstep.  Or  that 
it's  the  largest  inland  «!  . 

river  port.  But  because 
we  recognize  the  eco- 
nomic contributions 
and  welt-being  river 
commerce  has  brought 
to  America.  Mercantile  has  long 
understood  the  obvious  value  of 
Our  strong  relationship  with  the 
men  of  the  river. 

Mercantile  has  been  one  of 
the  chief  providers  of  equipment 


Member  FD  I  C 


for  40  years. 


financing  to  the  industry.  As  well 
as  the  source  of  sophisticated 
cash  management  services.  ' 
Including  account  reconciliation 
and  lock  box  services. 

Mercantile  Trust  Company  is 
the  lead  bank  of  the  $4.3  billion 
Mercantile  Bancorporation,  with 


28  other  affiliate  banks 
^^^l    throughout  Missouri. 

And  we've  been  servic 
ing  all  types  of  commer 
cial  banking  needs 
throughout  the  Midwes 
and  the  country  for  ove 
125  years, 
r'  \         If  you  do  business  in 
the  Midwest,  do  it  with 
the  experts.  Call  or 
write:  Mr.  Lansden 
McCandless  Jr.,  Vice 
President,  National 
Banking  Department,  Mercantili 
Trust  Co.,  P.O.  Box  524,  St.  Louis 
MO  63166  314/425-2454 


We're  with  you, 

ERCnilTILE 


Vithin  Forest  Park  is  the  world  famous- 
X  a  home  for  2,000  animals  living  in 
uralistic  exhibits  that  cover  83  acres, 
ler  man-made  attractions  in  the  park 
the  Jewel  Box,  a  floral  conservatory. 
i  the  McDonnell  Planetarium,  with  ex- 
its of  historical  and  astronomical  sig- 
zance  and  featuring  celestial  shows 

iy. 

/lost  of  Forest  Park  s  acreage,  like  that 
Dther  area  parks  is  given  over  to  the 
iple  beauty  of  grass,  shrubs,  trees,  la- 
ws and  flowers  There  are  miles  of  bik- 
and  hiking  trails  that  unobtrusively 
d  through  this  beauty, 
hroughout  the  area,  residents  can  en- 
the  use  of  42  public  golf  courses,  in- 
ding  one  in  Forest  Park,  more  than  550 
is.  Many  of  these  sports  facilities  are 
nis  courts.  65  racquetball  courts.  60 
Dlic  pools  and  20  ice  and  roller  skating 
cs.  Many  of  these  sports  facilities  are 
3  offered  at  a  number  of  private  and 
ni-private  clubs. 

A  GOOD  SPORT 

Jothing  unites  a  community  more  than 
ifessional  sports  teams — teams  that 
l  cement  allegiances  among  millions  of 
)ple  even  though  they  live  in  different 
nicipal ities.  different  counties  and 
;n  different  states. 

'he  big  league  teams  of  St.  Louis  have 
ie  this  for  the  St.  Louis  area.  Win  or 
e.  these  first  class  teams  stir  civic 
je,  loyalty  and  plenty  of  conversation 
t  crosses  all  geographic,  class  and 
;upational  lines. 

"he  epic  history  of  the  Baseball  Cardm- 
,  from  Sportsman's  Park  to  the  col- 
um-like  Busch  Memorial  Stadium,  the 
art-stopping  last-minute  touchdown 
/es  of  the  "Cardiac"  Cardinals,  the 
iud  comeback  of  the  St.  Louis  Blues 
ckey  Team  are  part  of  the  common 
mory  that  makes  the  community  feel  as 
3.  And  now  there's  newfound  enchant- 
nt  with  the  exciting  Steamers  Indoor 
xer  Team  and  The  Streak,  St.  Louis' 
men's  professional  basketball  team 
"he  bounty  of  excellence  in  sports 
3sn't  stop  at  the  major  league  level.  The 
ia  is  blessed  with  four  top  universities 
J  a  variety  of  area  colleges  and  private 
j  public  high  schools  that  create  thrill- 
competition  in  basketball,  football, 
xer  and  baseball. 


79  acre  Missouri  Botanical  Garden  contains  the  largest  traditional  Japanese  Garden  in 
North  America. 


OBJECTIVITY 


Use  ours  when  considering  St.  Louis. 

There  are  distinct  advantages  to  being  located  in  the 
center  of  the  nation  ...  St.  Louis  could  be  the  right 
place  for  your  new  facility.  It  could  be,  but  you'll  need 
an  objective  evaluation  to  know  for  sure. 

Sverdrup  is  a  professional  services  firm  with  a  staff  of 
5,000  in  principal  cities  doing  master  planning,  site 
selection,  design,  and  design/build  for  many  of  the 
nation's  leading  companies.  Our  engineers,  architects 
and  planners  can  help  you  with  the  facts  on  St.  Louis 
because  we  call  it  home  .  .  .  but,  we  also  can  weigh  it 
against  competing  sites. 

Take  advantage  of  our  professional  objectivity  to  help 
you  evaluate  St.  Louis.  Call  our  Business  Development 
Department  at  (314)  436-7600  or  write  us  at  801  North 
Eleventh,  St.  Louis,  Missouri  63101. 


Sverdrup 


AN  EDUCATIONAL  CENTER 

With  four  universities — St.  Louis  Uni- 
versity, Washington  University,  Southern 
Illinois  University  in  Edwardsville  and  the 
University  of  Missouri  at  St.  Louis — the 
area  makes  an  excellent  higher  education 
accessible  to  local  men  and  women. 
Further,  the  universities  draw  talented 
youths  from  other  areas,  many  of  whom 
are  happy  to  work  and  settle  in  St.  Louis 
after  graduation 

These  universities  offer  programs  in 
liberal  arts,  communications,  business, 
physical  sciences,  engineering, 
architecture,  computer  science,  foreign 
languages,  law  and  dentistry 

Both  St.  Louis  U.  and  Washington  U. 
have  nationally  known  medical  schools 
and  teaching  hospitals.  St.  Louis  Universi- 
ty Hospital's  work  in  cardiovascular  re- 
search and  Barnes  Hospital's  excellence 
in  heart  surgery  and  burn  treatments  have 
contributed  to  the  area's  reputation  as  an 
important  health  care  center. 

The  area's  24  private,  four-year  col- 
leges and  two-year  community  colleges 
also  play  a  large  role  in  filling  the  the  labor 
pool  for  St.  Louis.  The  two-year  colleges, 
the  largest  of  which  is  the  three-campus 
St  Louis  Community  College,  furnish  ex- 
cellent programs  in  a  number  of  vocation- 
al and  career  fields  As  tax  supported  in- 
stitutions, they  are  always  eager  to  learn 
from  local  industry  what  vocational  and 
technical  skills  are  needed. 

LIVING  IN  ST.  LOUIS 

People  tend  to  take  a  real  liking  to  St. 
Louis  as  they  experience  its  friendly, 
generous  and  gentle  spirit.  It  doesn't  have 
mountains  or  an  ocean,  but  it  does  have 
just  about  everything  else 

The  area's  distinct  seasons  afford  such 
charming  variety  to  landscapes  and  acti- 
vities that  many  people  find  themselves 
eager  for  a  new  season  to  begin. 

It's  October.  The  first  cnspness  in  the  air 
says  it's  time  for  a  pullover  sweater.  The 
high  October  sky  is  the  purest,  deepest 
blue  imaginable.  Look  up  and.  pushed  up 
against  the  blue,  you'll  see  the  oranges, 
reds,  yellows  and  purples  of  leaves  that 
wave  goodbye  with  breathtaking  beauty. 

October  is  probably  the  finest  time  to  go 
canoeing  on  one  of  Missouri's  37  float 


Busch  Memorial  Stadium  home  of  the  Car- 
dinals. 

streams  You  can  choose  from  slow  and 
gentle  currents  to  challenging  white  water 
rapids.  Most  of  the  streams  are  within  as 
three-hour  drive  and  many  are  much 
closer. 

To  see  the  foliage  closer  to  home,  just 
take  a  ride  on  the  bike  path  in  Forest  Park 
that  borders  Lindell  Blvd 

By  December  the  chilly  weather  begins 
Snow  isn't  a  season-long  phenomenon, 
thus  many  people  seem  to  enjoy  when  it 
lands  and  stays  a  day  or  two.  You  would 
be  surprised  at  the  number  of  business 
and  professional  people  who  make  their 
way  to  Art  Hill  in  Forest  Park  or  any  one  of 
dozens  of  other  parks,  to  go  sledding — 
with  or  without  the  kids.  If  you  have  cross 
country  skis,  the  nearest  snow-covered 
flat  land  can  be  your  Colorado 

It  doesn't  seem  to  take  much  to  con- 
vince St.  Louisans  that  spring  has  arrived. 
The  fist  60  degree  day  in  March  will  find 
car  windows  rolled  down  and  sports  car 
roofs  rolled  back  Watch  spring  come  any- 
where that  trees  and  bushes  grow  You'll 
drive  home  each  April  day.  seeing  timid 
green  buds  trying  to  sprout  out  of  the 
branches,  and  you'll  think  they'll  never  get 


Production  of  Falstaff  at  Kiel  Opera  Hous 


up  the  strength  to  achieve  last  July's  luq 
green.  Then,  overnight,  there  will  be  j 
gentle  shower,  and  voila!  The  buds  will  □ 
blossoms  and  there  will  be  no  turnirj 
back  from  summer  . 

Summer  is  truly  one  of  the  most  enjol 
able  seasons  in  the  St.  Louis  area  It 
when  everything  seems  to  open  up  wij 
twice  the  friendliness.  Walk  down  by  trj 
Arch:  buy  an  ice  cream  cone  from  Sweij 


How  to  get  an  entire 
railroacfinto  your  office. 


With  the  Frisco  freight  salesman  come  our  rate, 

engineering,  operations,  industrial  development,  market  Ship  IT  on  the  Frisco 

development  and  research  departments.  Just  a  phone  call  the  direct  line  to  and  through 

away.  Their  job  is  to  serve  you  through  him... the     ^      a^fe     ^fc  Sunbelt  Central 
front-line  man.  Your  man  on  the  Frisco.  Give 
him  a  try.  See  what  happens. 


FRISCO 


St  Louis  San  Francisco  Railway  Co. 


Call  jour  man  on 
the  Frisco. 


son's  in  Laclede's  Landing  Browse 
through  the  Central  West  End  shops.  Take 
in  a  Cardinal  Baseball  game,  especialy 
when  the  Cubs  are  in  town  Watch  the 
fireworks  on  the  Fourth  of  July  at  one  of  a 
dozen  American  birthday  parties.  Sense 
the  feeling  of  the  fun  and  good  fellowship. 
It's  St.  Louis  the  youngster  at  play 

The  variety  of  ways  to  play  and  enjoy  life 
in  the  St.  Louis  area  illustrates  again  the 
advantages  of  its  geography,  its  seasonal 
climate,  its  mixture  of  big  city  sophistica- 
tion and  small  town  enthusiasm.  The 
area's  people  know  to  create  good  times 
as  well  as  they  know  how  to  work. 

For  many,  an  evening  of  entertainment 
means  dining  out  and  hitting  the  night- 
spots. Many  of  the  area's  restaurants  can 
hold  their  own  against  the  best  in  the 
country  You  can  take  your  pick  from  ele- 
gant French  and  Continental  cuisine,  to 
hospitable  Italian  meals  on  "The  Hill,"  to 
steak  and  seafood,  to  German.  Mexican. 
Greek  and  Oriental  And  yes.  barbecued 
ribs  that  are  out  of  this  world. 

If  you  are  in  an  outgoing  mood,  try  the 
Goldenrod  Showboat,  docked  on  the  river 
at  the  foot  of  the  Arch  The  price  of  admis- 
sion gives  you  a  buffet  dinner  and  the  right 
to  boo.  hiss  and  cheer  the  villains  and 
heroes  of  old  time  melodramas. 

If  you  eat  downtown,  or  on  the  river- 
front, you'll  probably  eventually  wend  your 
way  to  Laclede's  Landing  The  city's  first 
warehouses  have  been  restored  and 
turned  into  restaurants,  bars  and  bistros  If 
you're  willing  to  walk  the  width  and 
breadth  of  the  nine-block  area,  you  can 
hear  Dixieland,  jazz,  country,  ragtime, 
pop  and  folk  music  all  in  one  night. 

The  Central  West  End  of  the  city  and 
West  Port  Plaza  in  West  County,  offer  two 
more  good  spots  to  wine  and  dine,  and  be 
entertained  all  in  one  location 

Families  in  the  metro  area  find  daytime 
fun  in  hundreds  of  places  Probably  every 
family  has  its  own  special  haunt  and  activ- 
ity, but  some  places  seem  to  be  special  to 
lots  of  people. 

Six  Flags  Over  Mid-America  is  one 
place,  about  20  miles  from  the  city.  It's  the 
largest  theme  park  in  the  Midwest  and  it 
can  take  your  k'ds  a  whole  day  or  more  to 
explore  its  rides  shows  and  funhouses 

Grant's  Farm,  the  home  of  August 
Busch  Jr..  is  a  wildlife  preserve  open  free 
to  the  public.  Visitors  see  a  wide  variety  of 
hooved  animals — including  the  Anheus- 


Fall  brings  tailgating  and  the  exhilaration  of  cheering  for  winning  teams. 


er-Busch  Clydesdales  of  beer  wagon 
fame. 

Farther  out.  families  spend  time  at 
Meramec  Caverns  and  Onondaga  Cave, 
two  public  examples  of  Missouri's  under- 
ground castles. 

And  then,  there  are  the  fabulous 
Ozarks — the  lush,  hilly  country  to  the 
south  and  west  of  the  area.  The  Ozarks 
offer  sailing,  boating,  water  skiing  and 
fishing  on  its  lakes,  plus  all  the  other  activi- 
ties you  expect  at  a  resort  area  from  the 
most  luxurious  to  the  most  rustic. 

You  would  have  to  live  in  the  St.  Louis 
area  a  long  time  to  discover  and  explore 
all  the  outdoor  possibilities.  Then  again, 
you  might  become  like  many  other  St. 
Louis  area  residents  who  find  their  favorite 
places  and  return  to  them  again  and 
again,  refreshing  themselves  at  familiar 
fountains  of  relaxation. 

ST.  LOUIS  IS  FOR  REAL 

Twenty  or  so  years  ago.  "important' 
shopping  was  done  at  downtown  depart- 
ment stores.  The  area's  rapid  growth  over 
the  past  years,  though  has  been  strong  on 
the  retail  as  well  as  the  manufacturing 
side. 


The  burgeoning  residential  develop 
ment  to  the  west,  north  and  south.  call| 
for  full-fledged  shopping  centers  til 
offered  everything  one  might  need  1 
want. 

Northwest  Plaza,  fourth  largest  in  fj 
country,  offers  125  stores  m  a  125-aci 
park-like  setting,  with  fountains  ai 


Summer  is  truly  one  of  the  most  en/oyati 
seasons  in  the  St.  Louis  area. 


Mother  Nature  is  lucky 

her  products  don't  need  labels. 


All  foods,  even  natural  ones,  are  made  up  of  chemicals. 
But  natural  foods  don't  have  to  list  their  ingredients.  So  it's 
often  assumed  they're  chemical-free.  In  fact,  the  ordinary  orange 
is  a  miniature  chemical  factory.  And  the  good  old  potato  contains 


arsenic  among  its  more  than  150  ingredients. 


This  doesn't  mean  natural  foods  are  dangerous.  If  they  were,  they 
fe?    wouldn't  be  on  the  market.  The  same  is  true  of  man-made  foods. 
All  man-made  foods  are  tested  for  safety.  And  they  often  provide  more 
nutrition,  at  a  lower  cost,  than  natural  foods.  They  even  use  many  of  the 
p    same  chemical  ingredients. 

So  you  see,  there  really  isn't  much  difference  between  foods  made  by 
Mother  Nature  and  those  made  by  man.  What's  artificial  is  the  line  drawn 
>etween  them. 


Monsanto  Company  1980 


'or  a  free  booklet  explaining  the  risks  and  benefits  of  chemicals,  mail  to: 
lonsanto,  800  Lindbergh  Blvd.,  St.  Louis,  Mo.  63166.  Dept.  A3NA-F  1 
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'ity  &  state 


.Zip 


Monsanto 


Without  chemicals, 
life  itself  would  be  impossible. 


Lasting  Impressions  from  St.  Louis 


...  St.  Louis  Gateway  Arch 


...St.  Louis  Zoological  Park 


St.  Louis' Own 


Stan  (The  Man)  Musial 


Ralston  Purina      . .  .Another  Lasting  Impression  Since  1894 

Company 


Checkerboard  Square,  St.  Louis,  Missouri 


shrubs  and  sculptures.  Plaza  Frontenac. 
in  West  County  brings  together  Neiman- 
Marcus  and  Saks  Fifth  Avenue  and 


Genesis  Fountain  at  Northwest  Plaza. 

dozens  of  other  sophisticated  shops,  plus 
good  eating  spots 

West  Port  Plaza  is  an  Austrian  flavored 
shopping,  dining  and  entertainment  cen- 
:er  on  42  acres. 

Closer  into  the  city  are  the  shopping 
areas  of  Webster  Groves  "Old  Town". 
Clayton  and.  of  course,  downtown. 

Downtown  and  Clayton,  with  the  two 
Heaviest  concentrations  of  business  in  the 
area,  show  a  continuing  strength  and  re- 
siliency. Pet  Plaza,  Ralston  Purina,  Gen- 
sral  American  Life  Insurance,  Busch 
Memorial  Stadium,  Stouffer's  and  Holiday 
nn  Hotels,  the  Equitable  Building,  Mer- 
;antile  Tower,  the  Radio  and  Television 
Mfices  all  say  to  westward  travelers 
and  to  St.  Louis  area  residents  that  down- 
own  is  as  much  a  part  of  the  spirit  of 
growth  today  as  it  was  200  years  ago 

Clayton,  St.  Louis  County's  seat  of  gov- 
srnment.  has  grown  over  20  years  into  a 
:orporate  and  professional  center 

Even  as  new  industrial  and  office  dis- 
ncts  emerge:  West  Port  Plaza's  office  and 
notel  area;  Creve  Coeur's  Executive  Park; 
Fenton's  Maritz,  Communico  and  United 
i/an  Lines  concentration;  Earth  City's 
commercial-industrial  area — downtown 
pnd  Clayton  remain  young  and  strong. 

Perhaps  that's  the  most  convincing 
broof  of  all  that  the  area's  growth  is  au- 
hentic  and  solid — a  result  of  cooperative 
effort  that  transcends  every  boundary  line. 


MO 


_ —ire, 
financial 

assistance 

Show  me  how  Missouri  can  tailor  a  financial 
package  for  my  specific  business  needs. 


Missouri  Division  of  Community  and 
Economic  Development,  Marketing  Section 
P.O.  Box  118 

Jefterson  City,  MO  65102 


Tel.  314751-4539 


Name. 


.Title. 


Company 
Address 
State  _ 


.City. 


Zip 


Phone 


Product  line 


MC-1A 


Our  financing  programs  can  be  combined  to 
give  you  the  best  rates  and  options  for  financ- 
ing your  next  business  facility. 
INDUSTRIAL  DEVELOPMENT  BONDS: 

Tax  exempt  bonds  are  available,  with  repay- 
ment schedules  tailored  to  fit  your  needs. 
The  bonds  may  also  be  used  to  finance  cer- 
tain commercial  and  agricultural  develop- 
ments. 

SPECIAL  INCENTIVES  IN  URBAN  AREAS: 

Through  special  Planned  Industrial  Expan- 
sion Authorities,  urban  areas  can  acguire 


property  and  issue  revenue  bonds  for  con- 
structing industrial  facilities,  shopping  cen- 
ters, hotels,  warehouses  and  many  com- 
mercial projects.  A  25  year  property  tax  re- 
duction is  possible  in  redevelopment  areas. 

NEW  TAX  CREDITS: 

New  and  expanding  businesses  are  now  al- 
lowed special  state  income  tax  credits  for 
new  employees  and  new  capital  investments 
intheirfacilities.  And  in  Missouri,  you'll  have 
one  of  the  lowest  corporate  tax  rates  in  the 
nation. 


Bud, 

John 

& 

MaryAnn 

have  a  secret 
they'd  like  to  share 

with  you. 


The  pleasure  of  living  and  working  in 
St  Louis  is  one  of  the  nation's  best-kept  secrets 

St.  Louisans,  given  more  to  understatement 
than  to  exaggeration,  cheerfully  take  their  way 
of  life  for  granted.  Newcomers  are  first  surprised, 
then  delighted,  to  find  a  community  that  blends 
progress  and  tradition,  vitality  and  tranquilitv. 
diversity  and  stability. 

The  St  Louis  Partnership  is  a  unique  public- 
private  venture  supported  by  the  City  of  St. 
Louis,  St.  Louis  County  and  the  St  Louis 
Regional  Commerce  and  Growth  Association 


The  RCGA  is  an  organization  of  business,  labo 
and  service  institutions  from  the  nine-counts 
bi-state  region  which  comprises  the  St.  Loui: 
metro  area 

The  Partnership's  project  managers,  Mar' 
Ann  Waldo,  John  Pollard  and  Bud  Lang,  are 
ready  to  meet  with  you  in  your  office  to  discus 
the  advantages  and  resources  of  the  region 
as  well  as  the  marketing  opportunities  it  offer 
your  company. 

Call  them  at  .314-231-5555.  And  discove 
the  secret  of  St.  Louis. 


The 
St.  Louis 
Partnership 

10  Broadway,  St.  Louis.  Mo.  63102 


>ou  want  to  get  into  the  oil  game  and  buy  some  oil  and  gas  leases 
n  a  broker,  just  remember  that  its  a  risky  business,  and . . . 


Beware  the 
Johnny  come  latelies 


By  Toni  Mack 

our  years  ago  Mark  Lee  Wheeler 
□f  Tulsa  left  college  because  of  pan- 
creatitis. Three  years  ago  he  began 
;  mineral  leases — that  is,  the  right 
1  for  oil  and  gas — from  landowners 
ount  for  oil  companies.  It's  not  a 
icated  business,  he  says:  "To  learn 
idamentals  takes  you  only  a  week. 

good  at  it,  probably  two  or  three 
is."  In  the  next  three  years  Whee- 

good  enough  at  it  to  expand  his 
from  a  three-brother  operation  to  a 
son  office. 

is  is  the  only  way  for  a  small  inves- 
get  into  the  oil  and  gas  business," 
}iro  G.  Vassilopoulos,  a  founder  of 
ram  Services  in  Albuquerque, 
Vassilopoulos,  27,  is  glad  to  be  of 
:.  For  a  fee  he  advises  investors 
and  how  to  file  a  $10  application 


for  leases  on  federal  land.  Under  the  Bu- 
reau of  Land  Management's  lottery  pro- 
gram, the  winning  application  is  chosen 
at  random.  "You  have  to  spend  $15,000 
to  $20,000  to  have  a  viable  chance  of 
coming  up  with  a  lease,"  says  Vassilo- 
poulos, "but  you'll  at  least  break  even, 
and  90%  of  our  clients  wind  up  making 
their  money  many  times  over.  It's  the 
best  run  for  your  money  you'll  get." 

Is  that  true?  Counters  David  Tutor,  a 
veteran  Oklahoma  City  lease  broker: 
"There  are  no  guarantees  in  the  lease 
business.  You  could  take  $1  million  to 
Las  Vegas  and  put  it  on  the  roulette 
wheel  on  red,  and  it  would  be  the  same 
sort  of  deal." 

There  are  two  ways  for  an  investor  to 
exploit  a  lease.  First,  he  can  try  to  drill 
the  acreage  himself,  at  a  cost  of  around 
$400,000  for  an  average  6,000-foot  on- 
shore well.  But  only  about  one  in  six  U.S. 


exploratory  wells  actually  strikes  oil. 
Even  if  it  does,  the  flow  may  taper  off  or 
quit  entirely  after  a  few  years  or  even  a 
few  months. 

The  second  way  that  a  growing  num- 
ber of  buyers  are  choosing  is  to  hold  the 
leases  until  another  investor  or  an  oil 
company  wants  them.  Leases  are  bought 
from  landowners  for  an  up-front  "bonus" 
of  $2  to  $1,000  an  acre,  depending  on 
demand,  plus  a  rental  payment  each  year, 
at  a  per-acre  rate  of  $1  up  to  the  bonus 
amount,  for  the  term  of  the  lease.  The 
buyer  also  agrees  to  pay  the  landowner  a 
royalty,  usually  one-eighth  to  one-quar- 
ter of  production,  if  oil  is  found.  Leases 
generally  expire  within  three  to  five 
years,  so  the  man  who  acquires  one  is 
betting  that  someone  will  want  it  before 
then,  and  that  the  buyer  will  pay  him 
more  than  his  total  cost. 

The  traditional  purveyors  of  lease 
packages,  back  when  oil  was  an  insider's 
game,  were  lease  brokers — known  as 
"land  men"  in  the  business — who  knew 
their  way  around  the  oil  patch.  But  the 
1958-71  depression  in  oil  drilling  thinned 
the  brokers'  ranks  until  today  there 
aren't  enough  to  satisfy  everyone  who 
wants  a  piece  of  the  oil  action.  Hence  the 
newcomers.  "We're  not  a  degreed  profes- 
sion yet,  so  that's  the  one  everybody 
tries  to  flock  to,"  sighs  Hellen  Reasoner, 
an  established  Wichita  Falls,  Tex.  broker. 

Who's  flocking?  First  are  the  real  es- 
tate brokers,  who  know  something  about 
land  titles  and  whose  sales  have  lately 
been  gutted  by  high  interest  rates.  Then, 
says  a  Houston  oil  operator,  "I  see  a  lot  of 
oil  attorneys  who  suddenly  want  to  be 
lease  brokers  and  put  together  deals. 
There  are  also  a  number  of  stockbrokers, 
who  have  the  ability  to  sell  to  investors. 
They're  not  total  novices,  but  they're 
certainly  not  well-seasoned."  Adds 
broker  Tutor,  "You  also  get  used-car 
salesmen,  furniture  salesmen — anyone 
who's  ever  been  in  selling." 

There's  G.W.  (Chip)  Speegle,  age  28,  of 
Ft.  Worth,  Tex.  He  made  two  runs  at  a 
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college  degree  before  giving  up  in  1974  to 
work  for  Minnesota  Mining  &  Manufac- 
turing as  a  chemist  and  later  as  a  sales- 
man. In  1976  he  quit  and  moved  to  Hous- 
ton to  sell  boats.  Six  months  ago  he  quit 
that  to  learn  how  to  broker  leases.  "The 
oil  business  is  really  thriving/'  he  says, 
"so  I  decided  to  give  it  a  try.  All  the  lease- 
brokering  business  involves,  as  I  see  it,  is 
some  title  work  and  a  great  deal  of  travel 
and  talking  to  landowners." 

Harry  Sprinkle  of  the  American  Asso- 
ciation of  Petroleum  Land  Men  declares: 
"We  have  a  lot  of  people  in  our 
field  right  now  who  quite  frank- 
ly shouldn't  be  in  the  business, 
but  we  have  no  way  of  keeping 
them  out.  They  go  out  and 
make  a  bunch  of  rash  state- 
ments and  deals  and  give  our 
industry  a  bad  name.  They  just 
don't  know  what  the  hell 
they're  doing." 

How  do  these  Johnny-come- 
latelies  operate?  Most  spend  a 
brief  aprenticeship  with  an  oil 
company  or  another  lease 
broker,  then  strike  out  on  their 
own.  "A  lot  of  them  will  buy 
leases  on  30-day  drafts  from  the 
bank,  maybe  not  having  the 
money  behind  them,"  explains 
a  Houston  broker.  "While 
they've  still  got  30  days  to  pay 
for  them,  they'll  hit  the  streets 
hot  and  heavy  and  sell  that 
lease  block  to  somebody.  Then 
they'll  pay  off  the  draft.  Say 
they  bought  the  leases  for  $10 
an  acre.  If  they're  lucky,  they'll 
sell  them  for  $50  an  acre  and 
get  $40.  If  they  have  10,000 
acres — well,  multiply  it  out." 

Such  wheeling  and  dealing 
soon  calls  forth  wheel-greasers 
like  George  Hicks  and  Jack 
Thompson  of  Oklahoma,  who 
publish  a  list  of  Oklahoma  acre- 
age available  for  lease,  much 
like  the  Multiple  Listing  Ser- 
vice that  realtors  use.  They  list 
the  landowner's  acreage  and  ad-  Standard 


People  who  make  money  in  one  end  of 
the  advisory  business  are  often  quick  to 
warn  of  the  ripoffs  rampant  in  another. 
Says  Vassilopoulos:  "Most  of  the  compa- 
nies just  buy  information  from  other 
places  and  then  redistribute  it.  They  may 
say  they  use  a  geologist,  but  they'll  just 
put  some  unethical  consulting  geologist 
on  retainer,  and  use  his  name  for  $500  to 
$1,000  a  year."  In  many  cases  the  client 
is  charged  a  $15  to  $40  "entry  fee"  per 
application,  in  addition  to  the  $10  gov- 
ernment filing  fee.  In  return  the  adviser 


OIL  AND  GAS  LEASE 


i 


oil  and  gas  lease  jbnn 


vise  him  on  the  norm  in  his  area  for 
royalties  and  bonuses.  If  the  acreage  is 
leased,  the  buyer  pays  their  firm,  Okla- 
homa City-based  O.I.L.  Brokers,  Inc., 
$10  an  acre  or  6%  of  the  bonus,  whichev- 
er is  greater.  "It's  purely  a  marketing 
concept,"  says  Hicks.  After  ten  weeks, 
they  had  175,000  acres  listed,  with  1,000 
to  3,000  more  coming  in  per  week. 

A  variation  on  this  theme  are  advisory 
services  like  Vassilopoulos'  two-year-old 
Petrogram  Services.  The  Bureau  of  Land 
Management  periodically  publishes  a  list 
of  federal  land  parcels  available  for  lease 
at  $1  an  acre  per  year.  For  $15  per  list 
Vassilopoulos  and  partner  William  M. 
Turner,  both  geologists,  will  tell  the  in- 
vestor which  10%  to  15%  they  believe 
have  the  most  promise. 


will  file  his  application  and,  if  he  wins  a 
lease,  try  to  broker  it  for  him.  That  puts 
the  investor  in  double  jeopardy.  Unless 
he  says  in  advance  that  he's  not  the  "sole 
party  and  interest"  in  the  lease,  he  won't 
get  it.  If  the  adviser  has  put  his  own 
address  on  the  application,  oil  companies 
may  not  be  able  to  reach  the  investor  to 
negotiate  for  his  lease.  "The  adviser  will 
say,  'We'll  pay  you  $10,000  for  the  lease,' 
and  then  sell  it  to  an  oil  company  for 
$100,000,"  says  Vassilopoulos.  "So  don't 
letanyone  file  your  applications  for  you." 

Buying  leases  is  risky  even  with  the 
most  legitimate  lease  brokers,  especially 
if  they  use  the  terms  "trend  play"  or 
"lease  play."  The  first  reflects  the  oil- 
man's belief  that  since  a  geological  for- 
mation, or  "trend,"  produces  oil  in  one 


area,  the  same  formation  is  likely  tc 
duce  oil  in  another  but  unproven 
For  example,  the  Austin  Chalk  tren 
been  a  good  oil  producer  in  southern 
as.  The  trend  extends  into  central  1 
and  even  though  the  land  there  has  i 
produced  much  oil,  leases  are  tradinj 
phone  numbers  in  a  singles'  bar  ju: 
fore  the  lights  go  on.  "Sometimes," 
Houston  broker  Vic  Marsico,  "you 
even  get  in  the  county  clerk's  off i 
find  out  who  owns  the  land  becau'- 
so  packed  with  brokers." 

That  practice  at  least 
some  geological  basis.  In 
plays,  brokers  merely  hear 
an  oil  company  is  leasing 
certain  area.  So  they  rus 
masse  to  buy  leases  nearb) 
uring  that  if  the  oil  com 
hits  it  big,  the  fringe  ac 
will  be  valuable,  too. 
chances  of  that  land  beinj! 
ductive,  without  any  geolc 
information,  are  highly,  h 
speculative — l-in-20,  may 
little  as  l-in-50,"  says  Vir 
Scoper  Jr.,  a  Laurel,  Miss,  g 
gist  and  lease  broker  o 
years'  standing. 

Some  investors  have  be 
leases  on  geologically  pre 
ing  land,  paid  a  fair  price- 
still  discovered  they'd  been 
Why?  Because  an  inex 
enced  or  lazy  broker  ma> 
know  the  land  is  unexplo 
because  of  local  drilling  re: 
tions,  or  he  may  never 
gotten  the  right  signature 
the  lease.  One  young  bi 
bought  $40,000  worth  of  \ 
ern  Oklahoma  leases  for  hi 
ent  before  discovering  the 
was  "held  by  production" 
major  oil  company.  Tha 
leases  signed  long  ago  were 
in  force  because  the  com 
was  still  pumping  a  trick 
oil.  The  client  is  now  tryii 
get  his  money  back. 

There  are  ways  of  protei 


oneself  in  buying  leases.  A  good  con 
ing  geologist  should  evaluate  the  acr< 
it  will  take  one  to  five  days  at  about 
a  day.  The  leases  should  come  wi 
formal  title  opinion  by  a  lawyer  or 
accuracy  of  the  land's  purported  mil 
ownership.  If  the  broker  has  represe 
that  there  is  oil  production  nearby, 
possible  to  get  a  legal  description  o 
well's  whereabouts,  and,  for  $20,  a  1 
logging  service  will  report  what  and 
much  the  well  produces. 

But  perhaps  the  best  characterize 
of  lease  buying  was  made  by  an  Okl 
ma  City  lease  broker  of  30  years'  ex 
ence:  "If  you  have  enough  money  t<| 
up  on  top  of  a  skyscraper  and  thro 
into  the  breeze,  then  you  have  en« 
money  to  invest  in  this  business."  I 
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First  the  bad  news... 


..then  the  good  news.  General  Re 


America's  Largest  Reinsurer 


General  Reinsurance  Corporation  and  its  subsidiaries  reinsure 
property,  casualty  and  life  insurance  in  the  United  States  and  27  foreign  countries. 


Genera)  Reinsurance  Corporation,  Greenwich,  Connecticut 


Beech,with  its  colorful  past  and  bright  future,  is  now  part  of  Ravthe 


These  two  airplanes— one  old.  one  new— 
characterize  better  than  anything  else  a  company 
that  holds  a  unique  position  in  American  avia- 
tion . . .  Beech  Aircraft  Corporation. 

The  classic  Beechcraft  Staggerwing  biplane, 
initially  produced  in  1932,  was  the  company's  first 
aircraft.  It  remained  in  production  for  14  years, 
winning  a  reputation  for  speed,  dependability, 
and  a  touch  of  elegance— qualities  that  have 
characterized  Beech  aircraft  ever  since.  More 
than  200  Staggervvings  are  still  in  existence  — 
handsome  and  durable  reminders  of  a  proud  past. 


Today,  Beech  produces  23  aircraft  mod 
serving  the  entire  general  a\  iation  market, 
ranging  from  light,  single-engine  trainers  to 
King  Air  series  of  business  aircraft. 

The  Beechcraft  Super  King  Air  200 1  sh 
in  the  background  above),  with  its  fuel-savir 
turboprop  engines,  is  truly  an  airplane  for  tl 
times.  It  has.  in  fact,  outsold  all  other  compJ 
tive  turbine-powered  aircraft  for  the  fourth 
straight  year. 

Current  production  of  the  Super  King  / 
continues  at  a  record  rate. 


As  the  cost  of  fuel  increases,  and  com- 
"cial  airlines  continue  to  reduce  service  to  all 
the  major  cities,  efficient  business  and  com- 
ter  aircraft  will  play  an  ever-increasing  role 
ir  travel.  Beech  is  in  a  strong  position  to 
/e  this  growing  market,  not  only  with  the 
g  Air  series  but  with  the  Commuter  99,  soon 
nter  production,  and  the  new  Model  1900, 
passenger,  pressurized  commuter  currently 
ull-scale  development. 

Now  Beech  is  part  of  Raytheon,  adding 
mportant  new  dimension  to  our  size, 


diversity,  and  potential  for  growth. 

Raytheon... a  company  with  expected  1980 
sales  of  S4.9  billion  in  electronics,  aviation,  appli- 
ances, energy,  construction,  and  publishing.  For 
copies  of  our  latest  financial  reports,  please  write 
Raytheon  Company,  Public  Relations,  141  Spring 
Street,  Lexington,  Massachusetts  02173. 


Faces 

BehindThe  Figures 


Kdited  by  Jef  ferson  ( irijisby 


Kentucky,  Inc. 

What  do  you  do  with  the  rest  of  your  life 
when  you've  made  an  estimated  $35  mil- 
lion at  the  age  of  37?  A  nice  challenge 
might  be  to  turn  around  not  a  mere  com- 
pany but  a  whole  state. 

Clearly,  that  is  the  objective  of  Ken- 
tucky Governor  John  Y.  Brown  Jr.,  46, 
the  promotional  impresario  of  Ken- 
tucky Fried  Chicken  in  the  Sixties. 
"Under  the  administration  of  John 
Brown,"  says  William  B.  Sturgill,  secre- 
tary of  energy  in  Kentucky — one  of  the 
few  states  to  have  one — "we  are  going 
to  put  in  motion  between  $10  billion 
and  $15  billion  worth  of  synfuel  proj- 
ects, all  using  coal." 

Kentucky  has  clearly  gotten  off  to  a 
flying  start  in  the  synfuels  sweepstakes. 
Out  of  the  initial  $22  billion  federal  gov- 
ernment program,  Brown's  state  at  this 
point  appears  to  be  in  a  position  to  get 
more  than  half,  based  on  its  current  and 
soon-to-be-approved  design  and  con- 
struction programs. 

Kentucky  is  the  biggest  coal  state  in 
the  U.S.,  mining  nearly  1  out  of  every  5 
tons  the  nation  produces.  But  Brown  and 
Sturgill  believe  the  state  will  never  be 
able  to  escape  its  Appalachian  boom- 
and-bust  cycles  until  coal  gets  out  from 
under  the  cyclically  of  heavy  industry 


and  into  synfuels  and  export  markets. 

Sturgill,  himself  a  self-made  coal  mil- 
lionaire, hardly  endeared  himself  to  the 
industry  back  in  the  1970s,  when  he  was 
instrumental  in  getting  an  unpopular 
state  severance  tax  put  on  coal.  But  the 
$150  million  the  tax  will  raise  mis  year  is 
paying  for  a  lot  of  development.  Those 
tax  dollars  helped  set  up  an  energy  trust 
fund  in  1974  and  an  ongoing  research 
program  on  synthetic  fuels. 

So  when  the  U.S.  government  passed 
its  massive  synfuels  bill  earlier  this  year, 
Brown  and  Sturgill  were  ready  to  go  with 
technologically  advanced  projects.  Says 
Brown:  "We've  put  close  to  $80  million 
into  developing  synfuel  in  Kentucky 
since  we  started.  We're  by  far  the  biggest 
synfuel  state  in  the  nation,  and  the  finest 
in  research.  At  the  same  time  we  know 
how  to  talk  directly  with  top  executives 
and  big  companies."  In  fact,  he  says  en- 
thusiastically, by  the  late  1980s  Ken- 
tucky has  a  good  chance  to  be  to  synfuel 
"what  Texas  is  to  oil."— Howard Rudnitsk] 


Bnllheaded 

In  1949,  a  young  chemist  named  Willard 
Bull  started  tinkering  with  systems  to 
make  oil  from  coal.  It  took  30  years,  but 
now  Bull's  processes — instead  of  the  bet- 
ter-known German  Lurgi  system — will  be 
used  in  two  billion-dollar-plus  synfuels 
plants  to  be  built  in  West  Virginia  and 
Kentucky,  the  former  funded  largely  by 
the  U.S.,  Japan  and  West  Germany. 

A  retired  Gulf  vice  president,  Bull,  65, 
labored  in  a  wilderness  of  indifference  for 
years.  He  started  his  research  at  Kansas 
City-based  Spencer  Chemicals  because 
its  late  president,  Kenneth  Spencer,  was 
interested  in  the  problem.  Hardly  anyone 
else  was,  but  by  1954,  Spencer  began  a 


Kentucky  Governor  John  Y  Brown 

Trying  to  make  Kentucky  the  Texas  of  the  synfuels  age. 


Inventor  Bull 
Somebody  had  to  do  it. 

major  coal  gasification  and  liquefa 
project.  Within  a  few  years,  Bull 
modest  grant  from  the  federal  Offi 
Coal  Research  to  explore  a  proce! 
thought  might  work.  It  eventually 
in  ways  Bull  had  not  expected, 
found  out  that,  like  it  or  not,  60%  to 
of  the  sulfur  came  out,  too,"  he  sa. 
major  environmental  problem  had 
solved,  but,  says  Bull,  "in  1962,  nc 
cared  whether  you  burned  sulfur 
your  coal  or  not." 

Bull  pressed  on,  even  after  Gulf  acq 
Spencer  in  1964.  In  1966  he  got  G 
government  contract  to  design  a  $2C 
lion  pilot  plant  in  Ft.  Lewis,  Wash.,  vi 
finally  went  into  operation  in  1974.  C 
it  came  the  processes  that  will  be  us< 
sulfurless  coal  in  Kentucky  and  synt 
oil  in  West  Virginia. 

Why  did  he  stay  with  it?  Certainl 
for  the  money.  The  government  i 
the  process;  Bull  has  gotten  only 
per  patent  and  some  consultant's  fee 
of  it.  "It  just  seemed  like  it  ought 
done,"  he  says. — AfyssaA  Lappen 

Think  big 

Wheelabrator-Frye  Inc.  Chairman 
CEO  Michael  D.  Dingman  was  wa 
on  air.  "Outstanding!"  he  said.  "On 
a  lifetime!" 

.Wheelabrator's  $43-a-share  frit 
tender  offer  for  Pullman  Inc.,  the  s 
engineering,  construction  and  u 
company,  had  just  been  accepted  by 
man's  directors.  The  move  seeme 
finesse — for  the  moment  at  least — ai 
friendly  $28-a-share  offer  by  J.  Ray  Mc 
mott  &  Co.;  and  Dingman  had  visio 
the  kind  of  big-league  company  he  c 
build  by  grafting  $3.2  billion  (sales) 
man  onto  $947  million  Wheelabrator 
fit  is  there:  Pullman's  freight-car 
chemical-industry-related  construi 
businesses  dovetail  nicely  with  Wh 
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ST.  JOE  GOLD. 


High  in  the  Chilean  Andes, 
St  Joe  is  developing  El  Indio,  a 
major  gold  discovery.  A  discovery 
that  includes  large  amounts  of 
silver.  While  regular  production 
is  scheduled  for  1981,  gold  ore 
shipments  have  already  begun. 

In  California,  St.  Joe  has  siz- 
able interests  in  the  San  Juan  and 
Yuba  gold  properties.  San  Juan 
has  one  of  the  nations  larger  un- 


developed gold  reserves. 

Gold  and  other  precious 
metals  are  just  a  part  of  St.  Joes 
exciting  future.  In  the  early 
1970s,  St.  Joe  embarked  on  a 
bold,  but  well-planned  course  of 
diversifying  into  rapidly  growing 
markets  for  precious  metals,  en- 
ergy and  natural  resources. 

This  ten-year  capital  expan- 
sion program  should  total  over 


two  billion  dollars  by  1984.  And  it 
is  already  beginning  to  pay  off 
Properties  such  as  El  Indio  and 
those  in  California  will  add  to 
St.  Joes  earnings  and  growth. 

With  all  this  happening,  isn't 
it  time  you  discovered  St.  Joe? 

DISCOVER  US. 

ST  fOE  MINERALS  CORPORATION 

Energy &METALS 


For  a  copy  of  our  Annual  Report,  write  to  our  Chairman,  John  C  Duncan.  Box  1  C.St  Joe  Minerals  Corporation,  250  Park  Avenue.  N  Y  ,  N  Y  lOOl^. 
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W/rheelabrator-Frye  Chairman  Dingman 
A  white  knight—for  now. 

bra  tor's  pollution  control,  industrial  ma- 
chinery and  engineering  businesses. 
Dingman,  a  former  investment  banker 
with  the  Wall  Street  firm  of  Drexel  Burn- 
ham  Lambert,  took  over  Wheelabrator 
about  a  decade  ago  when  it  had  $87  million 
in  sales:  Turning  it  into  a  $4  billion  com- 
pany would  be  no  mean  achievement. 

L'affaire  Pullman  is  one  of  those  acqui- 
sition dramas  that  periodically  get  the 
adrenaline — and  the  arbitrage  money — 
flowing  on  Wall  Street.  Shortly  after 
Forbes  (July  7)  pointed  out  that  Pullman 
was  ripe  for  takeover  and  that  McDer- 
mott  seemed  to  be  behind  the  mid-June 
volume  surge  in  its  stock,  the  New  Or- 
leans oilfield  service  company  acknowl- 
edged that  it  had  accumulated  500,000  of 
Pullman's  1 1  million  shares  outstanding 
and  was  planning  to  offer  $28  for  up  to 
22.7%.  But  that  did  not  come  anywhere 
near  Pullman's  stated  $39.75  book  value. 
While  arbitragers  drove  the  stock  into 
the  low  30s  on  the  likelihood  the  pot 
would  be  sweetened,  Pullman  tried — and 
failed — to  obtain  an  injunction  against 
the  McDermott  offer,  and  then  went 
looking  for  a  white  knight.  "They  ap- 
proached us  early  in  the  week  of  Aug. 
11,"  says  Dingman;  the  deal  was  cut 
within  ten  days. 

As  the  arbitragers  suspected,  though, 
McDermott  was  laying  back  in  the 
bushes.  Late  in  the  month,  it  extended 


its  offer,  keeping  the  door  open  for  an- 
other bid.  So  Mike  Dingman  was  cover- 
ing his  bets:  As  part  of  the  package  ap- 
proved by  the  Pullman  and  Wheelabrator 
boards,  Dingman  got  an  option — exercis- 
able if  Pullman  withdraws  .from  the 
merger  agreement — to  buy  its  engineer- 
ing and  construction  businesses  for  $200 
million.  At  $1.7  billion  in  revenues  last 
year,  engineering  and  construction  is 
half  of  Pullman — the  half  Mike  Dingman 
really  wants. — Stanley  Ginsberg 

The  view 
from  the  ninth  green 

Among  those  watching  the  bids  mount 
for  Pullman  Inc.  (see preceding  story)  with 
more  than  average  interest  last  month 
was  Walter  V.  Berry,  79,  Pullman's  larg- 
est stockholder,  who  has  been  trying  to 
oust  Pullman's  management  for  the  past 
two  years.  When  he  sold  out  his  Berry 
Metals  Co.  in  1968,  Berry  got  152,000 
shares  of  Pullman  stock,  then — but  never 
since — worth  $7  million.  By  1978  it  was 
down  to  about  $3.6  million  when  Berry 
and  fellow-stockholder  George  Green, 
former  president  of  the  Pullman  Stan- 
dard division,  led  an  unsuccessful  proxy 
fight  charging  management  incompe- 
tence was  driving  Pullman  into  the 
ground.  The  last  straw,  says  Berry,  was 
when  Pullman  cut  its  dividend  last  May 
from  $1.80  to  $1. 

For  three  years  Berry  has  plowed  his 
Pullman  dividends  into  wildcat  oil  wells. 
His  score:  four  successes  out  of  seven 
wells.  Berry  figures  the  latest,  in  south- 
eastern Colorado,  will  bring  in  $7,000 
per  day.  "I  started  drilling  wells  so  I 
could  afford  to  keep  fighting  Pullman's 
management,"  says  Berry,  whose  home 
is  behind  the  ninth  green  of  the  Lake 
San  Marcos,  Calif,  golf  course.  "After 
the  first  one  came  in,  I  didn't  give  a 
damn." — Lisa  Gross 
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Investor  Berry 

Four  out  of  seven  isnt  so  bad. 


Burnham  of  Bunker-Ramo 
He  didnt  say  friendly. 

Don't  fall  off  the  sleig 

In  contrast  to  his  feisty  predec 
George  L.  Trimble,  Bunker-' 
Corp.'s  new  president  and  CEO,  E 
L.  Burnham,  is  something  of  a  t 
room  diplomat.  He'll  have  to  be,  ovl 
next  15  months. 

Stalking  $426  million  (sales)  Bu 
Ramo  like  a  wolf  following  a  sleigh  is 
million  Fairchild  Industries,  Inc.,  \ 
has  tried  and  failed  to  take  over  the  el 
cal  and  electronics  conglomerate 
during  the  past  year.  Now  Fairch 
temporarily  at  bay.  It  has  agreed  r 
increase  its  20.6%  holdings  of  Bu 
Ramo  common  until  January  1982. 1 
the  meantime,  it  has  put  two  of  its  J 
hitters  on  the  Bunker-Ramo  board: 
child  CEO  Edward  Uhl  and  Dij 
Thomas  H.  Moorer,  former  chairm 
the  Joint  Chiefs  of  Staff. 

Why  does  Fairchild  want  Bu 
Ramo  so  badly?  To  get  into  the  con 
cial  electronics  business,  and  thus 
vide  a  needed  balance  to  its  depenc 
(64%  of  1979  sales)  on  govemmer 
fense  contracts.  Bunker-Ramo  ha 
come  something  of  a  plum  unde 
guidance  of  Trimble  and  Burnham, 
joined  the  Oak  Brook,  111. -based 
pany  just  five  years  ago  as  chief  fina 
officer  at  the  ripe  old  age  of  33.  Lasl 
earnings  zoomed  to  $23  million — a 
turnaround  from  1975's  $14  million 
It  was  the  result  of  ruthless  prunin, 
some  promising  new  products  lik 
computer  brains  for  bank  teller  mac 
and  broker  terminals,  which  nov 
count  for  20%  of  growth. 

But  what  happens  in  1982? 
Burnham  worry  that  his  tenure  ( 
be  short-lived?  "There's  been  no 
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Coronation  Egg.  Imperial  Easier  Ff>%  presented  bx  Czar  Nicholas  II  to  his  wife,  Alexandra  Feodorovna ,  1 897.  Egg  is  enamelled  translucent  yellow  on 
ngraved  gold  starhurst  field  trelliscd  with  gold  hands  of  laurel.  Surprise  from  inside  the  egg  is  an  exquisite  gold,  platinum,  diamond  and  etched  rock 
kil  miniature  of  the  coronation  couch.  Bx  Peter  Carl  Faberge,  Jeweler  to  the  Czars  of  all  the  Russias.  From  the  Forbes  Magazine  Collection. 


Peter  Carl  Faberge  knew  his  business. 
Forbes  Magazine  knows  its  business. 
Which  is  your  business. 


Today  over  690, 000  executives 
subscribe  to  Forbes.  An  additional 
million  read  every  issue. 


Forbes  Magazine  readers  don't 
just  own  American  business. 
They  run  it. 


Forbes:  Capitalist  Tool 
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cussion  of  that,"  he  says.  "The  rela- 
tionship between  the  two  companies 
is  more  straightforward  and  business- 
like these  days."  Notice  he  didn't  say 
friendly.— Lisa  <  Iross 

Making  marriage  cheaper 

Representative  Millicent  Fenwick 
(R-N.J.)  has  at  least  three  claims  to  dis- 
tinction: She  smokes  a  pipe,  she  is  reput- 
edly the  prototype  iorDoonesbury's  Lacey 
Davenport  and,  ever  since  she  was  elect- 
ed to  Congress  six  years  ago,  she  has 
been  trying  to  repeal  the  "marriage 
tax" — the  legal  quirk  that  increases  in- 
come taxes  for  two  working  people  if 
they  happen  to  be  married. 

Now  Fenwick,  a  70-year-old  divor- 
cee, appears  close  to  success.  She  has 
lined  up  235  cosponsors — more  than 
enough  for  outright  passage  in  the 
House — for  her  bill  to  allow  married 
couples  to  file  their  taxes  as  if  still 
single.  In  a  parallel  action,  the  Senate 
Finance  Committee  late  last  month 
voted  to  provide  a  special  tax  deduc- 
tion of  up  to  $1,500  initially  ($3,000  in 
1982  and  thereafter)  for  married  cou- 
ples with  two  incomes. 

Last  year  16  million  working  couples 
paid  $8.3  billion  in  extra  taxes  simply 
because  they  were  married,  says  Repre- 
sentative Fenwick. 

Feminists  support  her  bill  because, 
they  argue,  the  tax  code  discourages 


women  from  working:  If  a  husband  is 
already  making  $60,000,  the  joint  return 
effectively  puts  his  wife  in  the  50% 
bracket  even  for  a  low-paying  job.  The 
alternative,  of  course,  is  to  live  in  what 
used  to  be  called  "sin,"  as  some  1.3  mil- 
lion U.S.  couples  are  already  doing.  "It's 
socially  decadent,"  says  Fenwick,  who 
calls  her  reform  bill  "a  supply-side  tax 
cut."—  Wtlliam  Baldwin 

Miss  Enid  stays  put 

Back  in  1925,  the  three  sons  of  pioneer 
Texas  bootmaker  H.J.  Justin  moved  the 
business  from  the  tiny  town  of  Nocona, 
Tex.  to  Ft.  Worth.  But  their  sister  Enid 
decided  to  stay  put.  The  original  H.J. 
Justin  Co.  is  now  a  $184  million  con- 
glomerate, while  Miss  Enid's  privately 
held  The  Nocona  Boot  Co.,  started  on  a 
borrowed  $5,000,  still  makes  only  cow- 
boy boots. 

Some  boots,  though:  Ordinary  No- 
conas  run  up  to  $500  per  pair,  and 
custom-made  ones  can  cost  as  much  as 
$2,500.  Now  that  western  clothes  are  a 
fad  with  the  trend  setters,  Nocona  is 
turning  out  boots  at  the  rate  of  1,500 
pairs  a  day  and  its  1979  sales  of 
$18  million  were  up  20%  over  the  pre- 
vious year.  Miss  Enid's  nephew,  Joe, 
56,  who  runs  day-to-day  operations, 
says  "this  recession  thing"  is  nonexist- 
ent at  Nocona. 

You  can  buy  some  70  styles  of  Nocona 
boots  right  off  the  shelf,  but  Miss  Enid, 
now  86,  has  470  expert  craftsmen  who 
will  make  you  whatever  your  heart  de- 
sires— anaconda,  ostrich  or  anteater,  and 
other  unusual  skins — as  long  as  you're 
willing  to  pay  the  price.  What  makes  a 
pair  of  boots  cost  $2,500?  "Nothing," 
says  Joe  Justin.  "In  our  influential  soci- 
ety, people  have  just  got  this  thing  about 


Miss  Enid  and  Joe 
Whatever  you're  willing  to  pay  fa 

having  something  distinctive,  dii 
from  anybody  else's.  I  guess  ther 
limit  to  what  people  will  spend  for 
like  this."— Betty  Franklin 

The  final  victim? 

It  had  a  certain  irony  about  it 
month,  Edward  J.  Williams,  58, 
man  and  CEO  of  $2.3  billion  Mc 
Edison  Co.,  assumed  the  duties  oi 
dent,  a  position  left  vacant  by  the 
resignation  of  O.E.  (Odey)  Powers 
ers  came  to  McGraw-Edison  a  yeai 
half  ago,  a  few  months  before  it  ac 


Kepresentalire  Millicent  Fenwick 

A  supply-side  tax  cut  to  discourage  the  "socially  decadent. 


Williams  of  McGrau  -Edison 
The  legacy  lingers  on. 

his  former  employer,  Studebaker-\ 
ington,  doubling  McGraw-Edison 
enues,  but  increasing  its  long-terr 
from  $53  million  to  $865  million- 
time  for  interest  rates  to  go  throu, 
roof.  Now  Odey  Powers  is  gone  b 
legacy  remains,  and  that  is  Ed  Wil 
principal  headache. 

That  debt  will  be  cut  by  $300  mill 
the  end  of  the  year,  Williams  says,  th 
selling  off  McGraw's  consumer 
(Toastmaster  ovens,  for  one);  and  a: 
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Report  from  Number  One  Wall  Street 


Why  the  bank  at  Number  One  Wall 
does  more  for  Wall  Street. 

It's  simple.  No  bank  offers  more  services  for  the  Wall  Street  community 
than  Irving  Trust: 

•  Were  a  major  clearing  bank  for  U.S.  Government  securities.  Irving  Trust 
was  the  first  bank  on  the  Street  to  establish  a  direct  computer-to-computer 
link  with  the  Federal  Reserve  Bank  of  New  York.  More  than  two-thirds  of 
the  dealers  reporting  to  the  Federal  Reserve  use  our  clearance  or  other 
securities  services. 

•  Were  a  "back  office"  for  securities  processing.  Everyday,  over  800  highly 
trained  people  in  our  Securities  Processing  Division  handle,  quickly  and 
accurately,  thousands  of  transactions  amounting  to  billions  of  dollars. 

•  Were  a  funding  bank  for  brokers  and  dealers.  As  a  member  of  securities 
depositories  in  New  York,  Philadelphia,  Chicago  and  Los  Angeles,  we 
lend  to  brokers  nationwide. 


if 

Finally,  were  a  bank  committed  to  the  securities  industry'.  In  1908, 
Irving  Trust  arranged  the  first  broker  loan  for  a  young  securities  firm.  That 
firm  is  now  among  the  top  five  in  the  industry  and  one  of  our  principal 
customers. 

Call  the  bank  that's  first  on  the  Street.  Irving  Trust  Company, 
One  Wall  Street,  New  York,  New  York  10015. 


Irving  Trust 

Unique.  Worldwide. 


Faces 

Behind  The  Figures 


operating  earnings  of  $109  million  in  the 
first  half  may  be  the  year's  low  point. 

How  did  Powers  lose  out?  In  a  sense 
he  was  the  victim  of  his  own  success. 
Part  of  his  job  was  to  make  the  merger 
work  during  a  recession  by  cutting 
costs.  He  did  it  with  a  vengeance,  elimi- 
nating 14%  of  the  work  force,  or  more 
than  4,400  people.  But  the  heavy-hand- 
ed cutting  hurt  morale  and  Powers  took 
the  rap.  For  the  moment,  about  all  he's 
doing  is  supervising  the  construction  of 
a  new  house.— Larry  Marion 

"Where  did  all  that  time  go?" 

Last  month  Edward  H.  Little  called  the 
Memphis  Country  Club  to  reserve  space 
on  Apr.  10,  for  a  birthday  party — his 
100th.  The  onetime  Colgate-Palmolive 
boss  (1938  to  1960)  was  born  near  Char- 
lotte, N.C.  in  1881,  one  of  a  cotton  farm- 
er's 12  children.  After  high  school  he 
worked  for  a  local  cotton  weigher  and 
then  for  a  grocery  company  before  join- 
ing Colgate  in  1902,  peddling  Octagon 
soap  over  North  and  South  Carolina  by 
horse  and  buggy.  He  was  soon  trans- 
ferred to  Memphis,  where  he  met  his 
future  wife,  the  daughter  of  a  prominent 
judge,*Dut  also  caught  tuberculosis  that 
forced  him  to  quit  Colgate.  Recovered, 
he  joined  Palmolive  in  Los  Angeles,  re- 
turning to  Colgate  when  the  companies 
merged  in  1928.  When  he  became  presi- 
dent in  1938,  Colgate's  sales  were  $100 


Former  Colgate  CEO  Little  at  age  96 
Soon,  a  nice  round  figure. 


million;  when  he  retired  in  1961,  they 
were  $600  million.  A  wealthy  man,  he 
gave  a  $2  million  gift  to  North  Carolina's 
Davidson  College  and  $1  million  in  1976 
to  help  found  Trezevant  Manor  in  Mem- 
phis, an  Episcopal  retirement  home 
named  for  his  wife,  in  which  he  lives. 

His  current  projects?  "I'm  going  to 
learn  to  walk  a  little  better,"  he  says, 
slightly  ashamed  of  his  cane.  Among 
those  celebrating  next  April  will  be  his 
friend  of  50  years'  standing  and  fellow 
Memphis  philanthropist  Abe  Plough, 
founder  of  the  Plough  part  of  Schering- 
Plough  and  himself  approaching  89. 
Plough  says  Little  is  "tough  as  a  nickel 
beefsteak."— Dero  A  Saunders 


losses  for  1980  greater  than  last 
$2.21  a  share  say  the  only  way  ou 
be  a  merger.  "We  obviously  woulc 
merger,"  concedes  Lawrence,  even 
Braniff  name  doesn't  survive  it 
where  can  he  go?  Lawrence  says 
routes  in  the  western  U.S.  would 
Braniff  stronger,  but  the  most  likel 
didates — Western,  Continental 
Northwest — are  themselves  all  in  I 
cial  trouble,  and  Western  and  Com 
tal  are  attempting  a  survival  mer, 
their  own. 

Lawrence  bristles  when  asked 
his  15-year  record  at  Braniff.  "Wha 
takes?"  he  says.  "Fuel  prices  used  t 
resent  6%  of  the  total  breakeven 
factor.  Now  it's  about  18%.  Fuel  i 


Branijfs  Harding  Laurence 

OPEC  hurts,  but  so  does  hubris. 


"What  mistakes?" 

Is  Braniff  International's  debonair  chair- 
man and  chief  executive,  Harding  L. 
Lawrence,  ready  to  bail  out  after  losses 
totaling  $130  million  over  the  last  four 
quarters?  Or  is  he  about  to  be  pushed? 
His  answer  is  Delphic:  "I  would  expect 
that  within  the  next  two  to  three  years 
the  role  I  play  will  be  dramatically  differ- 
ent from  today." 

Lawrence  has  already  given  Braniff 
plenty  of  dramatics.  In  an  overzealous 
response  to  deregulation,  the  nation's 
seventh-largest  air  carrier  (1979  rev- 
enues, $1.3  billion)  filed  applications  for 
230  routes;  while  prudently  managed 
lines  like  Delta  (see p.  81 J  were  expanding 
cautiously,  Lawrence  flew  his  fleet  into 
just  about  every  city  where  he  could  get 
landing  rights.  Then  came  skyrocketing 
fuel  costs,  and  Braniff  had  to  cut  back  on 
its  capacity  12%  this  year  alone  and  bor- 
row money  from  suppliers  like  United 
Technologies  to  keep  going. 

Analysts  who  are  predicting  fiscal 


33%  of  my  total  cost,  60%  of  my 
operating  costs."  But  is  OPEC  real 
villain?  Or  hubris ? — Tedd  A  Cohen 


The  second  time  a  roar 

At  57,  computer  wizard  Gene  M. 
dahl  is  out  to  recreate  his  own  k 
but  this  time  with  an  ending  more 
liking.  Barely  ten  years  ago,  the  f( 
IBM  executive  founded  the  Calif 
based  mainframe  company  that  bea 
name,  setting  the  computer  world 
ear.  While  giants  like  RCA,  General 
trie  and  Xerox  dropped  out  of  the 
frame  race,  Amdahl  in  the  Seventi 
veloped  a  line  of  "plug  compatible" 
puters  that  ran  on  IBM  softwan 
undercut  IBM  prices  so  effectively 
Amdahl  Corp.'s  revenues  skyroc 
from  nothing  in  1974  to  $321  mill: 
1978.  Operating  margins  soared 
30%,  and  return  on  equity  hit  40°/ 
the  American  Stock  Exchange,  Am 
share  price  kept  pace,  soaring  fror: 
than  20  in  1976  to  71  in  1978. 
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Socialism 

101. 


The  socialist  notion  of  "taking  from 
each  according  to  his  ability  and  giving 
to  each  according  to  his  need"  is  readily 
accepted  by  most  high  school  students. 

So,  to  point  out  its  inherent 
fallacies,  a  New  York  economics  teacher 
uses  the  following  example.  He  suggests 
that  when  a  good  student  scores  a  95 
on  a  test  the  student  should  give  20  of 
his  points  to  another  student  who  only 
scored  55. 

After  similarly  adjusting  all  of  the 
scores,  the  class  usually  ends  up  with  a 
common  minimum  passing  grade  of  75 
or  80. 

The  teacher  then  asks  the  good 
students  if  they  would  study  as  hard 
knowing  part  of  their  reward  will  be 
taken  away.  And  would  the  poor  stu- 
dents study  at  all,  knowing  they  will  be 
taken  care  of? 

The  teacher  points  out  that  soon 
all  the  students  would  be  scoring  well 
below  the  passing  grade.  And,  com- 
pulsory assignments  and  severe 
punishments  would  be  needed  to  raise 
the  grades  of  even  the  most  capable  to 
the  passing  level. 

By  this  time  the  inherent  fallacy  is 
clearly  seen  and  most  of  the  students 
have  gained  a  new  perspective  on 
socialism.  It  is  a  perspective  lacked  by 
too  many  of  our  citizens  and  politicians. 


The  VFR  vertical  turning  machine  is  the 
newest  development  of  Warner  &  Swasey's 
G.A.  Gray  Company  subsidiary.  Designed  for 
machining  medium-sized  parts,  the  VFR 
features  superior  machine  rigidity  through  its 
unitized,  stress-relieved  steel  monostructure. 
The  highly  accurate  VFR  can  deliver  up  to  100 
HP  cutting  capability. 


WARNER  &  SWASEY 

Productivity  equipment  and  systems  in  machine  tools,  textile  and  construction  machinery 


1980  THE  WARMER  &  SWASEY  COMPANY       Executive  Offices:  1 1  OOOCedar  Avenue,  Cleveland.  Ohio44 106 


Faces 

Behind  The  Figures 


Alas,  it  was  too  good  to  last.  When 
IBM  shook  the  computer  world  last  year 
with  a  new  product  line  and  hints  of 
others,  hundreds  of  potential  mainframe 
buyers  turned  to  leasing.  Amdahl's  earn- 
ings, which  peaked  in  1978  at  $2.85  per 
share,  were  only  3  cents  in  this  year's 
first-quarter.  In  August  1979  Gene  Am- 
dahl was  relegated  to  the  position  of 
"chairman  emeritus"  and  consultant. 
Unfortunately,  back  when  Amdahl 
founded  the  company,  he  says,  "I  didn't 
end  up  with  very  much  stock,  while  a 
pair  of  large  investors  [Heizer  Corp.,  a 
venture  capital  group,  and  Japan's  Fujitsu 
Ltd.]  did."  Today  they  own  about  54%  of 
Amdahl  while  Gene  Amdahl  himself,  he 
says,  owns  less  than  3.5% — how  much 
less,  he  won't  say. 

Now,  Gene  is  founding  a  new  computer 
company,  yet  unnamed,  again  aimed  at 
IBM,  this  time  with  new  "high-perfor- 
mance" mainframes  due  out  in  1984. 
Instead  of  giving  up  big  chunks  of  equity  to 
backers  as  he  did  last  time,  Amdahl  says, 
this  time  he  hopes  to  raise  startup  money 
by  selling  R&D  tax-shelter  deals  to  inves- 
tors, and  he  vows  to  preserve  much  of  the 
equity  for  himself  —John  Merwin 


Sassoon  of  Vidal  Sassoon,  Inc. 
Once  again,  it  cant  hurt. 


Entrepreneur  Amdahl 

This  time  things  will  be  different. 


The  name  game 

Back  in  1976,  when  Sasson  jeans  were 
introduced,  it  didn't  hurt  that  the  name 
was  spelled  almost  like,  and  pronounced 
exactly  like,  that  of  Vidal  Sassoon,  the 
country's  most  famous  hairdresser.  Since 
then,  Sasson  jeans  have  become  a  best- 
seller in  this  skin-tight  market  (estimat- 
ed at  about  $1  billion) — despite  a  trade 
infringement  suit  brought  by  Sassoon 
that  was  settled  in  April  with  Sasson's 
manufacturer  promising  among  other 
things  to  pronounce  the  name  "Sass- 
abn"  in  its  TV  commercials. 

So  why  is  Sassoon  himself  getting  into 
the  jeans  business  at  this  late  date?  "Peo- 
ple will  always  buy  quality, "  says  the  Brit- 
ish-born Sassoon,  52,  whose  product  is 
priced  below  the  usual  $38-to-$50  level  of 
designer  jeans.  Sassoon  also  plans  to  get 
into  women's  sportswear.  He's  already 
producing  a  skin-care  line  through  his  pri- 
vately owned,  Los  Angeles-based  Vidal 
Sassoon,  Inc.,  which  he  says  will  do  over 
$100  million  in  revenues  this  year. 

Whether  any  of  these  products  will  do 
as  well  as  Sassoon's  shampoos  and  hair 
conditioners  remains  to  be  seen;  Sas- 
soon has  an  estimated  5%  of  the  frag- 
mented U.S.  shampoo  market  and  per- 
haps 12%  of  conditioners.  But  of  course 
Sasson  jeans  are  now  a  well-known  label, 
perhaps  as  well  known  as  Sassoon 
shampoos.  Just  as  in  1976 — but  in  re- 
verse— that  won't  hurt.— Ellen  Paris 

The  time  is  now 

The  home-handyman  business  is  sup- 
posed to  be  countercyclical:  If  you  lose 
your  job,  the  theory  goes,  you  have  more 
time  to  putter  around  the  house.  But  not 
this  time.  Soaring  interest  rates  have 
drilled  holes  in  that  theory  as  efficiently 
as  one  of  Black  &  Decker's  $9  power 


drills.  In  fact,  with  both  housing  and 
sumer  credit  knocked  for  a  loop,  th 
tion's  largest  manufacturer  of  home 
er  tools  will  probably  lose  its  grip  c 
four-year  record  of  20%  annual  av* 
earnings  growth;  CEO  Francis  li 
says  its  earnings  may  be  flat  or  down 
year — Forbes  estimates  revenues  ol 
billions.  1979's  $1.2  billion. 

Last  month,  Lucier,  52,  a  17-year 
veteran  who  worked  his  way  up  thr 
the  marketing  ranks,  unveiled  a  new 
of  electronically  controlled  power 
with  lower-cost  motors.  He  claims 
will  help  B&D  retain  an  estimated 
share  of  the  U.S.  market  against  inc 
ingly  stiff  competition  from  Eurc 
giants  like  Robert  Bosch  and  Jap: 
companies  like  Makita  Electric  W 
B&D  also  is  expanding  its  Towson, 
headquarters  and  technical  center  ta 
support  a  drive  to  automate  its  pre 
tion  lines  with  computers  and  robot 
sense  waiting  around  for  the  foreij 
to  clobber  you.— Larry  Marion 


■ 


Black  &  Decker's  Lucier 
Dont  wait  til  they  come  and  get  y 
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orbes  Travel 


special  advertising  section  for  Travel  advertisers 
Dpearing  in  the  December  8, 1980  issue, 
losing  date:  October  7 


rT^rtV^  Guide 


Actual  size  of  ad 


n  easy,  low  cost  way  to  reach  upscale  readers 

orbes'  new  Travel  &  Resort  advertising  section  is  the 
leal  place  to  advertise  your  travel-oriented  sales 
lessage  before  one  of  America's  most  affluent 
larkets.  Forbes  Magazine's  690,000  subscribers  have 
n  average  household  income  of  more  than  $93,000 
id  average  net  worth  exceeding  $700,000.  And  one 
ut  of  seven  subscribers  is  a  millionaire— an  upscale 
adience  by  any  measure  of  affluence. 

ravel-minded  audience 

orbes'  subscribers  are  prime  travel  prospects.  They 
ave  the  means  and  the  desire  to  travel:  61  %  have 
did  passports;  72%  have  taken  at  least  one  domestic 
ir  trip  for  pleasure  in  the  past  year;  71  %  regularly 
se  travelers  checks;  70%  have  taken  at  least  one  trip 
utside  the  U.S.  in  the  past  year;  16%  have  taken  at 
ast  one  cruise  over  the  past  three  years.  Travel- 
linded  indeed. 

ost-efficient  national  exposure 

ere's  an  opportunity  to  give  your  travel  advertising 
ational  exposure  to  a  large,  affluent  market.  At  the 
>w  cost  of  only  $6,000  for  a  four-color,  one-quarter 
age,  Forbes'  new  Travel  Guide  represents  what  is 
Jtentially  your  most  productive  and  efficient  promo- 
on  investment  during  1980.  Reach  Forbes'  690,000 
lbscribers  at  a  cost-per-thousand  of  only  $7.97. 


Your  headline  will  appear  here 


This  space  will  carry  the  text  (maximum  75  words] 
for  your  four-color,  travel-oriented  advertisement. 
The  area  above  would  carry  the  illustration  of  your 
promotional  literature  or  a  four-color  photo  from 
your  current  advertising  campaign.  Forbes  will  set 
type  and  prepare  color  separations  without  charge. 
A  postage-paid  reply  card  included  in  the  section 
will  enable  you  to  generate  leads  from  Forbes' 
responsive  readers.  Forbes  will  process  all 
inquiries  and  forward  them  to  you. 


Forbes  handles  all  the  detail  work 

Just  send  us  the  necessary  material  (75  words  or  less 
of  descriptive  copy  along  with  a  four-color  trans- 
parency or  original  art ),  and  Forbes  will  handle  all 
the  detail  work.  In  addition,  Forbes  will  process  all 
requests  generated  from  the  reader  reply  card  and 
forward  them  to  you.  It's  that  simple. 

To  reserve  space  in  the  Forbes  Travel  Guide,  contact 

your  local  Forbes  Representative  or  call: 

Stephen  G.  Nicoll,  Director  of  Advertising, 

(212)  620-2228.  FOlbeS: 

Capitalistic^ 


This  announcement  constitutes  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these 
securities.  The  offering  is  made  only  by  the  Prospectus,  copies  of  which  may  be  obtained  in  any 
State  from  such  of  .the  undersigned  and  others  as  may  lawfully  offer  these  securities  in  such  State. 


Not  a  New  Issue 


1,920,000  Shares 


Rowan  Companies,  Inc. 


$2.4375  Cumulative  Convertible  Preferred  Stock,  Series  A 


Convertible  into  Common  Stock  at  the  rate  of  1 .4285712  shares  of  Common  Stock 
for  each  share  of  Preferred  Stock 


Price  $49  per  Share 


Smith  Barney,  Harris  Upham  &  Co.  Lehman  Brothers  Kuhn  Loeb 

Incorporated  Incorporated 

Bache  Halsey  Stuart  Shields  The  First  Boston  Corporation  Bear,  Stearns  &  Co. 

Incorporated 

Blyth  Eastman  Paine  Webber         Dillon,  Read  &  Co.  Inc.  Donaldson,  Lufkin  &  Jenrette 

Incorporated  Securities  Corporation 

Drexel  Burnham  Lambert  Goldman,  Sachs  &  Co.  E.  F.  Hutton  &  Company  Inc. 

Incorporated 

Kidder,  Peabody  &  Co.     Lazard  Freres  &  Co.    Merrill  Lynch  White  Weld  Capital  Markets  Group 

Incorporated  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

L.  F.  Rothschild,  Unterberg,  Towbin  Salomon  Brothers  Shearson  Loeb  Rhoades  Inc. 


Warburg  Paribas  Becker  Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc. 

A.  G.  Becker 
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ok  commodity  prices  will  keep  falling? 
\n  get  into  the  Japanese  stock  market,  says 
\ert  Boyd  of  G.T.  Capital  Management  Inc. 

I    "The  world's 
most  highly 
leveraged  play" 


The  Money  Men 


poyd  of  G.T.  Capital  Management  Inc. 

'.an  capitalism  is  alive  and  well  and  living  in  Japan. 


:eing  that  most  people  think 
ligh  inflation  is  here  to  stay,  a 
:ontrarian  might  want  to  bet  on 
pn.  Short  of  shorting  commod- 
iow  can  you  do  that?  You  might 
•in  Japanese  growth  stocks,  says 
-born  Robert  Boyd,  president  of 
apital  Management  Inc.,  the  U.S. 
^ary  of  $900  million  (assets)  G.T. 
ement  Ltd.  of  London,  a  firm  that 
izes  in  international  securities, 
vho  studied  the  classics  at  Oxford, 
;uperb  record  in  picking  Japanese 
I  Now,  he  says:  "The  Japanese 
narket  is  the  world's  most  highly 
,ed  play  on  any  abatement  in 

jj/ide  commodity  prices." 

Il'  the  last  18  months,  Boyd  ex- 
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plains,  the  Japanese  economy  has  been 
caught  between  soaring  commodity 
prices  and  a  falling  yen.  Japanese  inves- 
tors figured  that  sharply  higher  raw  ma- 
terials costs  would  clobber  corporate 
earnings.  Hence  the  large  number  of  Jap- 
anese high-technology,  industrial  and 
service  stocks  with  superb  records  of 
20%-to-30%-a-year  earnings  growth  sell- 
ing at  about  half  the  average  Japanese 
price/earnings  multiple. 

But  now  the  Japanese  economy  is 
slowing  down  somewhat,  Boyd  goes  on. 
Commodity  prices  have  been  falling  and 
the  yen  has  been  rebounding.  Japan's  bal- 
ance of  payments,  which  is  expected  to 
be  $9  billion  in  the  red  in  fiscal  1980 
(through  March  1981),  will  be  in  the 


black  next  year  if  this  continues.  Japan's 
inflation  will  hold  at  4%,  Boyd  predicts, 
and  the  real  gross  national  product  will 
grow  by  as  much  as  4.5%.  That  should 
trigger  a  move  by  investors  out  of  specu- 
lative stocks  and  result  in  a  stampede 
into  quality  manufacturing  and  service 
stocks. 

What  is  Boyd  buying  now  on  the 
Japanese  market?  It's  the  industrial, 
technological  and  service  stocks  that  he 
finds  attractive  today.  For  example,  he 
regards  Hitachi,  Ltd.  (Forbes,  July  23, 
1979)  as  an  interesting  play.  Currently 
trading  at  just  6  times  earnings,  this 
$12  billion  (sales)  "General  Electric  of 
Japan"  should  show  earnings  gains  of 
between  15%  and  20%  this  year.  Boyd 
thinks  the  stock  might  do  twice  as  well 
as  that.  Other  leading  Boyd  favorites  are 
almost  as  well  known  in  the  U.S.:  Can- 
on Inc.,  despite  the  saturated  domestic 
market  and  a  weakening  U.S.  consumer 
market;  Pioneer  Electronic  (stereo 
equipment  and  videodiscs),  a  leader  in 
applying  technology  to  new  products; 
and  TDK,  the  leading  manufacturer  of 
ferrite  coating  for  magnetic  tapes,  still  a 
fast-growing  business.  In  the  intensely 
competitive  inexpensive  copier  busi- 
ness, Boyd  is  betting  on  Ricoh,  whose 
profits  have  grown  sixfold  since  1976. 
He  also  likes  Kyoto  Ceramic,  the 
world's  leading  producer  of  ceramic  cas- 
ings for  semiconductors. 

He's  carefully  avoiding  the  automotive 
sector  for  the  moment,  still  smarting 
from  the  beating  he  took  in  Central 
Automotive  Parts  earlier  this  year.  He 
likes:  Japan  Security  Patrols,  which  pro- 
vides computerized  surveillance  for  of- 
fice buildings;  Sun  Telephone;  and  Maru- 
fuji  Sheet  Piling,  which  leases  steel  shut- 
tering used  in  pipeline  trenches,  a  huge 
generator  of  cash. 

But  isn't  Japan's  Nikkei  Dow  at 
Y6876,  close  to  its  alltime  high  after  a 
44%  rise  since  1975?  And  a  stock  like 
Nippon  Oil,  whose  shares  have  soared 
from  Y620  to  Y1240  over  the  past  year 
and  a  half  (falling  from  a  high  of  Y2480), 
is  selling  at  40  times  earnings.  So  is  Tei- 
koku  Oil,  which  has  gone  from  Y150  to 
Y987,  a  P/E  of  53.  And  neither  Nippon 
nor  Teikoku  even  owns  their  own  re- 
serves of  oil.  In  contrast  to  Nippon  and 
Teikoku,  the  stocks  Boyd  is  recommend- 
ing today  sell  at  an  average  P/E  multiple 
of  14,  down  sharply  since  1978. 

"The  Japanese  market  has  been  a  very 
speculative  game  for  the  last  18 
months,"  Boyd  explains,  but  only  for  a 
thin  group  of  highflyers.  "A  lot  of  inves- 
tors have  already  gotten  burned."  That's 
just  the  time  to  buy  into  those  low-mul- 
tiple stocks,  Boyd  feels. 

"There's  nothing  wrong  with  Ameri- 
can capitalism,"  concludes  the  35-year- 
old  Boyd  with  an  impish  grin.  "You 
just  have  to  go  to  Japan  to  find 
it.  "—Nich  Galluccio 
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lhe  GAU  is  answerable  only  to  congress,  out 
the  President  will  appoint  its  new  chief  next 
year.  No  ordinary  bureaucrats  need  apply. 


Watchdog  wanted, 
good  with  children 


By  Richard  Greene 


HELP  WANTED: 

Seek  highly  motivated,  seasoned  bureau- 
crat for  top  spot  in  federal  agency.  High- 
ly discreet  masochist  who  enjoys  letting 
others  take  credit  for  his/her  work  pre- 
ferred. Must  be  able  to  endure  backstab- 
bings  and  frontknifings  without  com- 
plaint. Applicants  should  have  no  fur- 
ther aspirations  to  federal  office.  Salary 
per  annum:  $61,000.  An  Equal  Opportu- 
nity Employer. 

When  Elmer  Staats  retires  next 
March  after  15  years  as  Comptroller 
General  of  the  U.S.  and  head  of  the  Gen- 
eral Accounting  Office,  either  President 
Carter  or  President  Reagan  will  choose 
his  successor  for  the  next  15  years  from  a 
list  of  three  candidates  com- 
piled by  a  bipartisan  group  of 
two  representatives  and  two 
senators. 

The  tough  part  will  be 
compiling  a  list  of  competent 
candidates  willing  to  take  on 
this  thankless,  crucial  job. 

As  the  investigative  arm  of 
Congress,  the  GAO  pub- 
lishes some  1,200  reports 
bound  in  baby  blue  every 
year — everything  from  an  au- 
dit of  the  Senate  Beauty  Shop 
to  inefficient  use  of  Puerto 
Rican  labor  in  the  apple  har- 
vest. Naturally,  the  reports 
occasionally  annoy  the  gov- 
ernment agencies  being  re- 
ported on.  An  Environmental 
Protection  Agency  official 
shakes  his  head  grimly, 
pointing  to  the  bound  vol- 
umes of  GAO  reports  about 
his  agency  alone  since  the 
EPA  was  set  up  in  1970.  "In 
1976,  there  were  one-and-a- 
half  volumes,"  he  says,  "over 
two  in  1977,  three-and-a-half 
in  1978  and  .  .  .  ,"  he  waves 


weakly  toward  another  bookshelf,  "it 
took  four  bound  volumes  to  fit  them  all 
in  1979.  It's  murder." 

Those  GAO  reports  can  make  interest- 
ing reading.  Nuggets  from  the  last  nine 
months: 

•  NASA  wants  to  build  an  immense 
telescope,  which  it  told  Congress  would 
cost  a  mere  $1.1  billion.  Somehow  the 
space  agency  neglected  to  include  civil 
service  salaries,  studies  and  support 
costs,  noted  the  GAO.  The  real  bill:  $2.2 
billion,  twice  the  estimate. 

•  Over  $500  million  in  delinquent 
mortgage  payments  is  owed  the  Depart- 
ment of  Housing  &  Urban  Development 
(HUD),  partially  because  of  bad  account- 
ing, totally  inadequate  loan  servicing  and 
generally  sloppy  procedures. 

©  The  Defense  Department's  $13  bil- 

T 


Comptroller  General  Elmer  Staats 

Fearsome  growls  accomplishing  more  than  sharp  teeth 


lion  XMl  tank  program  is  nddlec 
problems,  not  the  least  of  which 
fact  that  the  tank  can't  run  in  a 
dust-free  conditions,  like  those 
development  laboratories. 

•  In  Ft.  Knox,  an  Army  barrack 
painted  gleaming  white — just  in  ti 
be  demolished. 

John  Rinko,  team  director  for  th 
ect  that  ferreted  out  the  Ft.  Knox 
and  millions  of  dollars  of  other  D 
Department  waste — speaks  with 
pride  of  his  work.  He  is  typical  of 
professional  staffers:  moderately 
paid  (between  $15,000  and  $50, 
year),  originally  hired  fresh  out  of  c 
and  highly  motivated.  Says 
"After  we  uncovered  the  Genera 
vices  Administration  (GSA)  scan 
figured  that  Defense,  which  is  bigg 
more  widespread  than  GSA,  migr 
be  having  internal  control  problem 
homed  in  on  piecework  contraci 
though  we  didn't  find  any  fraud  o 
ery  like  there  was  with  GSA,  we 
mighty  loose  controls. 

"The  reaction  of  the  Defense  ] 
was,  'My  God,  you  GAO  people  a 
pickers.'  But  with  an  outfit  that  is 
as  DOD,  even  when  you're  nitp 
you're  talking  about  big  bucks.  Ti 
millions." 

Fortunately,  the  GAO  got  som 
port  in  Congress.  Congressman  G 
liam  Whitehurst  (R-Va.)  says  he  ' 
Cain  about  it.  If  even  half  the  c 
made  were  correct,  then  there's  a) 
lem  here  that  needs  to  be  corrected 
GAO  needs  that  kind  of  suppc 
cause  it  has  virtually  no  teeth  beyc 
ability  to  urge  Congress  to  cut  age 
funding.  Naturally  thi 
created  a  climate  in 
GAO  can  be  used  bi 
gressmen  for  their  owl 
poses.  In  1978,  for  exa 
when  the  GAO  stop 
study  that  reportedl 
tacked  the  Tennessee 
bigbee  Waterway  [¥• 
Mar.  1.  1976)  in  Miss 
and  Alabama,  Staats  vt 
cused  of  trying  to  stay 
good  graces  of  Senato 
Stennis,  the  powerful  TS 
sippi  Democrat.  (Staa 
nies  it.  A  lawsuit  ha 
filed  against  the  waten 
a  coalition  of  environrr 
ist  groups,  he  says,  ; 
order  to  avoid  influ 
the  courts,  the  GAO 
hard-and-fast  rule  agai 
vestigating  anything  t 
in  litigation.) 

Last  year,  Staats  c 
the  GAO  managed  on 
get  of  $200  million  & 
the  U.S.  taxpayer  n^ 
than    $2.5  billion. 
$12.50  saved  for  eve 
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:.  Over  the  last  three  years,  he  says, 
jAO  has  saved  U.S.  taxpayers  at 
$1 1  billion. 

'  their  part,  some  federal  agencies 
t  to  what  they  claim  is  the  GAO's 
of  expertise  in  anything  but  ac- 
ting and  legal  matters.  It  takes  more 
that  to  understand  tanks  or  envi- 
.ental  issues  they  say.  Richard  Kauf- 
chief  staff  aide  for  the  Senate  Sub- 
nittee  on  Economy  in  Government, 
'nds:  "These  people  don't  see  how  a 
-essman,  a  GAO  staffer  or  anyone 
an  understand  their  problems.  It's  a 
of  bureaucratic  hubris.  There  are 
e  in  the  GAO  with  more  under- 
ing  of  these  activities  than  the  peo- 
ho  work  in  the  agencies." 
:  another  charge — that  the  GAO 
>e  used  by  a  congressman  to  grab 
ines — is  clearly  often  true.  Patricia 
rts  Harris,  Secretary  of  the  Depart- 
of  Health  &  Human  Services  (for- 
i  HEW)  recalls:  "I  woke  up  one  Sun- 
lorning  and  found  this  story  in  the 
that  the  government's  insurance 
am  was  responsible  for  encouraging 
for  profit.  This  came  from  a  GAO 
I  had  never  heard  of.  It  seems  the 
was  released  by  two  senators.  The 
had  been  told  not  to  give  us  a  copy 
in  advance  and  we  never  had  a 
:e  to  formally  comment  on  it. 
on't  find  that  [sort  of  thing]  useful, 
t  find  it  helpful,"  she  says.  "As  a 


matter  of  fact,  I  find  myself  getting  very 
annoyed." 

When  you  mention  that  story  to  Elmer 
Staats,  he  seems  dismayed — Staats  is 
very  good  at  seeming  dismayed.  "Our 
policy  is  to  always  get  the  agencies'  com- 
ments," he  says.  "We  always  do  that 
when  it's  work  we've  initiated  ourselves. 
We  think  this  kind  of  thing  is  not  in  the 
best  interests  of  Congress."  But  Staats 
admits  that  kind  of  thing  happens.  The 
fact  that  he  doesn't  raise  a  ruckus  is 
testimony  to  his  skill  as  a  politician. 

In  fact,  one  of  the  reasons  Staats  will 
be  so  hard  to  replace  is  his  ability  to  walk 
the  fine  lines  between  Congress,  the  ex- 
ecutive branch  and  government  agen- 
cies. Says  Richard  Kaufman:  "You  never 
hear  of  anyone  who  wants  to  get  rid  of 
Staats." 

Such  was  not  the  case  with  Staats' 
more  vocal  predecessor,  Joseph  Camp- 
bell. Eisenhower-appointee  Campbell 
had  been  conducting  a  series  of  highly 
publicized  investigations  into  the  "mili- 
tary-industrial complex" — the  DOD  and 
its  use  of  private  contractors.  He  got  a 
few  too  many  congressmen  upset,  touch- 
ing off  hearings  held  under  Senator  Chet 
Holifield  at  which  the  GAO,  not  the 
DOD,  was  attacked. 

Holifield  forced  Campbell  into  an  un- 
tenable situation  with  the  kind  of  tough, 
unanswerable  questions  senators  are  ex- 
pert at  asking.  Finally  the  GAO  backed 


off  from  its  investigations.  Campbell,  al- 
ready a  sick  man,  soon  resigned  and 
Staats  took  over  a  year  later.  That's  not 
the  kind  of  thing  a  man  like  Elmer  Staats 
soon  forgets. 

In  his  15  years,  Staats  has  worked  un- 
der four  Presidents,  from  Johnson  to  Car- 
ter. He's  gotten  along  well  with  all  four, 
but  there  have  been  a  couple  of  snags. 
"We  had  a  problem  with  Agnew  after  he 
left  the  government  and  insisted  on 
keeping  his  Secret  Service  agents  with 
him,"  says  Staats,  raising  his  eyebrows 
at  this  excess.  "So,  we  had  to  take  out 
after  him.  The  White  House  got  very 
defensive  about  it."  A  more  serious  rift 
with  the  Oval  Office  came  when  the 
GAO  put  together  a  highly  sensitive  re- 
port attacking  President  Ford's  treat- 
ment of  the  Mayaguez  incident  that  was 
released  the  day  before  Ford  and  Jimmy 
Carter  had  their  debate  on  foreign  affairs 
in  San  Francisco.  Says  Staats:  "Ford 
thought  we  had  deliberately  released  it 
just  ahead  of  his  speech."  In  fact  it  was 
released  by  a  congressman. 

Fortunately,  the  GAO  chief's  15-year 
term  protects  him  from  any  interference 
by  anyone — including  Presidents.  It  was 
designed  that  way.  On  the  other  hand,  it 
means  the  selection  of  a  GAO  chief — 
who  can  save  billions  of  dollars  at  the 
drop  of  a  pen  and  keep  walking  that  fine 
line — is  a  crucial  one.  That  job  descrip- 
tion will  be  hard  to  fill.  ■ 


HOW  A  WESTERN  MANAGER  CAN  MAXIMIZE 
YOUR  DIMINISHING  PERSONNEL  DOLLARS. 


By  assessing  your  exact  requirements. 

For  example,  a  large  project  seemed 
to  need  12  temporary  typists.  But  after 
a  Western  manager's  careful  analysis, 
two  typists,  two  adding  machine  opera- 
tors, and  eight  lesser- skilled  clerks  bet- 
ter "filled  the  bill."  And  our  customer 
saved  money. 

By  tailoring  our  service  to  your  needs. 

Our  managers  are  used  to  handling 
unique  temporary  help  requests. 
Western  provided  a  country  club  with 
a  clerk  to  prepare  statements  just  half 
a  day  each  month.  And  when  a  bank 
acquired  an  important  new  account, 


we  staffed  an  entire  night  shift  with 
long-term  temporaries  to  process  that 
account's  customer  payments. 

By  applying  that  special  "sixth  sense." 

Though  we  have  some  of  the  best 
tests  in  the  industry,  they  are  only  pre- 
liminary  tools.  It  takes  that  "sixth 
sense"  to  assess  a  temporary's  attitude 
and  ability  to  fit  into  your  work  environ- 
ment. Experience  is  the  key. . .  and  over 
a  third  of  Western's  managers  have 
been  with  us  more  than  five  years. 

Check  our  references. 

Before  putting  Western  to  work  as 
your  second  personnel  department,  call 
our  local  office  (we're  in  the  white  pages) 
for  a  list  of  regular  customers.  Let  them 
tell  you  how  Western  managers  helped 
stretch  their  personnel  dollars. 

Western 

TEMPORARY  SERVICES,  INC 

Corporate  Headquarters 

101  Howard  Street 
San  Francisco.  Ca  94105 


The  view  from  here  is  not  the  sarr 

All  over  the  world,  people  view  the 
world  in  terms  of  their  own  priori- 
ties—a  fact  which  would  make  it  dif- 
ficult, at  best,  for  one  magazine  to 
serve  the  needs  of  many  different 
leaders  in  many  different  places. 

Yet  one  magazine  does. 

Newsweek,  the  international 
newsmagazine. 

When  an  executive  in  Bangkok 
picks  up  his  copy,  he  counts  on  the 
same  relevance  as  his  British  coun- 
terpart. The  Dutch  industrialist,  the 
Moroccan  engineer,  the  Chilean  ex- 
porter all  share  a  truly  global  percep- 
tion of  events:  The  international 
body  of  news,  politics  and  business, 


What  is  required 
—and  received— 
is  the  international 
body  of  news, 
politics  and  business, 

reported  with 
personal  pertinence 

to  specialized 
international  needs. 


reported  with  personal  perl) 
to  their  specialized  intern; 
needs. 

Yet,  each  reader  is  granted 
dividual  due:  the  critical  din 
in  perspective  provided  by 
week's  worldwide  network  c 
nalists,  offering  a  base  of  in 
tion,  insight  and  ideas  which 
to  individual  needs,  intere? 
lifestyles. 

This  is  what  makes  New 
unique  among  international 

This  is  what  attracts  and  he 
loyalty  of  an  equally  unique  bi 
people:  international  leaders, 
two  million  strong,  who  re 


...  as  the  view  from  here. 


y  to  our  respect  for  their  in- 
e  and  service  to  their  needs, 
lis,  too,  is  what  has  attracted 
d  more  multinational  adver- 
our  pages. 

know  that  in  Newsweek 
let  regularly  with  an  attentive 
If  real  product  prospects— 
Ismen  and  executives  who 
Irned  power,  position  and 

I  income. 

know  that  Newsweek  Inter- 
ims coverage  of  these  men  is 
joncentrated.  They  find  very 
Iste;  quite  a  lot  of  real  pur- 
l  power.  In  sum— a  "payoff 
hge." 


And  they  count  on  us  for  a  unique 
and  useful  data  service— the  News- 
week International  Data  Center— to 
meet  their  need  for  reliable  media/ 
marketing  information. 

But  most  of  all,  they  count  on  us 
for  results— effective  coverage  of  a 
responsive  market  on  an  efficient 
basis. 

The  combination  is  unique:  edito- 
rial authority,  advertising  efficiency, 
marketing  service. 

It  can  be  the  difference  between 
day  and  night  in  making  your  mar- 
keting dollars  pay  off. 

And  you  find  it  in  one  interna- 
tional magazine.    Only  Newsweek. 


Newsweek 


THE 

INTERNATIONAL 
NEWSMAGAZINE 


SALES  OFFICES  New  York  •  Chicago  *  Los  Angeles  •  San  Franc  isto  •  london  •  Amsterdam  •  Frankfurt /Main  •  Geneva  •  Pans  •  Rome  •  Hong  Kong  •  Manila  ■  Sydney  '  Tokyo 


U.S.  fishermen  got  their  200-mile  limit.  Now 
they  want  a  fish  OPEC.  But  more  protection 
won't  save  their  cottage  industry.  Only  the 
right  kind  of  capital  investment  will. 


Fish  story, 
Chapter  2 


By  Michael  Kolbenschlag 

IP  PATRIOTISM  IS  THE  LAST  refuge  of 
scoundrels,  protectionism  may  be 
the  last  refuge  of  bad  management. 
Take  the  sorry  case  of  the  U.S.  fishing 
industry,  for  example.  Three  years  ago, 
after  intensive  lobbying  by  representa- 
tives of  the  260,000-strong  American 
fishing  industry,  Congress  imposed  a 
200-mile  limit  on  coastal  waters.  The 
fishermen  all  cheered  happily  and  dashed 
off  to  their  local  bankers  for  boat  loans. 
At  last  they  had  gotten  rid  of  the  nasty 
foreign  competition! 


But  the  American  fishermen  were 
wrong.  Boy,  were  they  wrong.  Last  year 
Americans  shelled  out  $6.3  billion  for  4.9 
billion  pounds*  of  foreign-caught  fish. 
That's  no  less  than  65%  of  U.S.  domestic 
fish  consumption — actually  slightly 
more  than  before  the  200-mile  limit  was 
passed.  Meanwhile  much  of  the  U.S. 
fishing  fleet  sat  idle,  gathering  barnacles. 

Now  the  fishermen  are  back  in  Wash- 
ington waters  again,  casting  their  nets 
for  even  stiffer  protectionism.  The 
American  Fisheries  Promotion  Act  of 
1980,  already  passed  by  the  House  and 
pending  before  the  Senate,  would  eventu- 


NEFCO 


Samuel  Rubinstein,  trustee  of  the  Sew  England  Fish  Co. 
"The  2QO-mUe  limit  was  just  piein-thesky." 
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ally  force  all  foreign  fishing  out  i 
waters  and  put  Fisheries  Service 
aboard  each  foreign  vessel  und 
phaseout  is  completed.  The  fisq 
are  also  lobbying  for  a  5%  du 
shrimp  imports — a  slap  in  the  f| 
Mexico,  which  ships  us  $20  fl 
worth  of  shrimp  essentially  du! 
Then  they'd  like  the  U.S.  Interna 
Trade  Commission  to  levy  a  stii 
tariff  on  all  other  imported  fish,  i 
also  currently  escape  most  duties,  j 
while  they've  already  torpedoed  a 
ing  treaty  between  the  U.S.  and  0 
that  would  have  ceded  to  Canada  j 
portions  of  the  Georges  Bank  I 
grounds  off  New  England  (or  Cana 
pending  on  how  you  look  at  the  rrj 

Says  Lucy  Sloan,  executive  dird 
the  National  Federation  of  Fishe 
"Fish  are  regarded  as  bargaining  cl 
the  U.S.  government.  The  U.S.  d] 
ment  doesn't  want  to  disturb  other 
tries'  foreign  trade  relationships, 
foreign  countries  fish  our  waters  a 
in  their  fish  duty-free.  But  frankl 
adds  waspishly,  "the  fishing  in 
doesn't  care  whether  the  U.S.  is 
export  autos  to  Canada  or  not." 

The  reason  is  clear  enough, 
along  the  Gulf,  some  7,000  U.S. 
boats  rarely  raise  anchor  these  d 
cause  of  high  fuel  costs.  Yet  th 
tains  watch  shrimp  pour  in  from 
where  fishermen  benefit  from  M 
fuel  costs  that  are  only  a  quarter 
prices.  In  southern  California  t 
fleet  is  tied  up  while  the  U.S.  and 
can  governments  debate  whethe 
co  has  the  right  to  tax  tuna  (t 
migratory;   most  nations  exem 
poor  beast).  In  New  England, 
boats  rock  gently  at  their  berths 
long  while  record  fish  imports  d 
from  Canada,  which  until  1979  pa 
ermen  a  bounty  of  up  to  5  cents  a 
for  fish  sent  south  to  the  U.S  ai 
supports  its  industry  with  $90  mil 
subsidies.  And  in  the  waters  off 
and  the  U.S.  Northwest,  salmon  at 
fishermen  are  hurting  because  < 
sumer  belt-tightening  everywhere 
in  Japan,  which  normally  buys  | 
U.S.  fish  exports. 

To  a  large  extent,  however,  .U.S. 
men  have  only  themselves  to  blai 
their  sorry  plight.  Nearly  one-third 
fish  imported  into  the  U.S.  last  ye 
bottom  fish — like  sole,  cod,  whitii 
pollack — inexpensive  fish  that  se 
around  7  cents  a  pound  in  the  froz 
market,  as  against  57  cents  a  poi 
salmon  and  95  cents  for  crab.  Bt 
fishermen  don't  like  to  fish  for  1 
fish.  They  can't  afford  to.  The  ea 
cal  way  is  with  huge  factory  tr; 
like  the  Russians  and  Poles  use,  bi 
cost  $15  million  to  $20  million 


'Foreign  imports' of  2  A  billion  pounds  process 
equals  4  9  billion  pounds  round  weight. 
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A  roomier  ride  to 
Europe  and  the  Orient 


Northwest  wide-cabin  747s  give 
you  a  wider  seat  in  Economy  Class 
than  most  other  airlines  flying  to 
Europe  or  the  Orient.  A  wider  seat 
means  more  personal  room.  More 
room  to  work.  More  room  to  relax. 

For  business  travelers  and 
others  paying  full-fare,  Executive 
Class  offers  a  separate  seating 
section,  free  movies,  compli- 
mentary cocktails,  many  extras. 

In  First  Class  on  most  inter- 
national flights,  you  can  stretch 
out  in  upper  deck  sleeper  seats  at 
no  extra  charge. 

To  Europe,  Northwest  takes 
you  to  London,  and  to  Ireland, 
Scotland,  Germany  and 
Scandinavia. 

To  the  Orient,  we'll  fly  you 
to  Tokyo,  Osaka,  Seoul,  Okinawa, 
Taipei,  Manila  and  Hong  Kong. 

Enjoy  the  extra  comfort  on  your 
next  international  flight.  Call  a 
travel  agent  or  Northwest. 
American  Express 
and  Northwest 
Orient... 
An  Unbeatable 
Traveling 
Combination. 


CH»RLES  ?  FROST 


31  LB  3t^t78  9530b 


It  is  the  Card  welcomed  around 
the  world  for  almost  every  travel 
and  entertainment  need. ..airline 
tickets,  car  rentals,  hotels, 
restaurants  and  other  fine  estab- 
lishments. Now,  get  around  in 
Europe  or  the  Orient  as  easily  as 
you  would  in  your  own  hometown, 
with  the  American  Express  Card. 
And  if  you  don't  already  have  an 
Amer  ican  Express  Card,  pick  up 
an  application  wherever  the  Card 
is  welcomed  or  call  800-528-8000 
toll-free.  The  American  Express9 
Card.  Don't  leave  home  without  it?M 


NORTHWEST 
ORIENT 

The  roomier  ride 


»••«»* 


National  Marine  Fisheries  agents  keeping  tabs  on  a  Soviet  trawler  inside  the  200-mile  limit 
But  where,  oh  where,  were  the  U.S. -manned factory  ships? 


So  why  don't  U.S.  fishermen  pool  their 
resources  and  build  these  big  factory 
trawlers  themselves?  Can't  good  capital- 
ists recognize  a  more  efficient  means  of 
production  when  they  see  one?  Indeed 
they  can.  In  fact,  one  of  the  main  reasons 
for  imposing  the  200-mile  limit  was  the 
notion  that  if  you  gave  Americans  first 
crack  at  those  bottom  fish  they'd  go  out 
and  build  those  trawlers.  Just  to  make 
sure  they  did,  Congress  added  a  competi- 
tive push.  If  Americans  didn't  build 
trawlers  to  catch  bottom  fish,  foreign 
fleets  would  be  allowed  inside  the  200- 
mile  limit  on  a  quota  basis.  What  better 
way  to  break  the  foreign  stranglehold  on 
the  low  end  of  the  fish  market? 

But  the  legislators  hadn't  figured  on 
the  rugged  individualism  of  the  Ameri- 
can fisherman,  who  wants  to  sail  his 
own  boat  and  pick  his  own  hours,  and  be 
home  for  dinner  in  the  evening.  What 
happened  was  that  American  fishermen 
lied  to  their  bankers.  They  all  said  they 
were  borrowing  for  new  boats  to  go  bot- 
tom fishing,  but  continued  to  catch  the 
same  old  salmon,  crab  and  halibut  they 
always  caught. 

Now,  three  years  later,  the  U.S.  fishing 
fleet  has  exactly  one  supersized  factory 
trawler,  the  296-foot  Arctic  Trawler, 
now  wetting  its  first  lines  in  the  Bering 
Sea.  (Some  claim  this  is  not  the  right 
season  to  be  bottom  fishing  in  the  Bering 
Sea.)  Arctic  Trawler  isn't  even  a  new 
boat.  It  was  originally  the  Atlantic  Sea 
Freeze,  built  with  heavy  U.S.  subsidy  in 
1969  but  mothballed  in  1972  because 
competent  American  fishermen  couldn't 
be  persuaded  to  work  months  at  sea. 

One  U.S.  fishing  company  did  try  to 
gear  up  for  the  hoped-for  bonanza  follow- 
ing imposition  of  the  200-mile  limit. 
That  was  the  New  England  Fish  Co., 
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which  oddly  enough  was  headquartered 
in  Seattle.  With  1978  sales  of  $225  mil- 
lion, NEFCO,  as  it  was  known  in  the 
trade,  was  America's  largest  fish  proces- 
sor (excluding  tuna).  NEFCO  spent  $2 
million  lobbying  for  the  200-mile  limit 
and  then  plunked  down  another  $1.7 
million  to  expand  its  fish  processing  fac- 
tory in  Kodiak,  Alaska.  But  the  wriggling 
avalanche  of  U.S. -caught  bottom  fish 
never  materialized  in  Kodiak.  The  rea- 
sons are  embarrassingly  simple.  First, 
American  fishermen  didn't  build  large 
factory  trawlers.  Second,  those  that  did 
build  the  smaller  boats  had  to  keep  fish- 
ing the  more  profitable,  traditional  spe- 
cies to  meet  high  interest  payments  on 
their  boat  loans  and  to  maintain  com- 
fortable wages — which  for  captains  can 
range  from  $40,000  to  $100,000  a  year. 
Then  there  is  the  basic  fact  that  bottom 
fish  must  be  caught  in  great  volume  and, 
being  delicate  fish,  must  be  frozen  im- 
mediately. U.S.  fishing  boats  steaming 
back  and  forth  to  Kodiak  every  day 
burned  up  far  more  fuel  than  foreigners 
standing  out  to  sea  in  factory  mother- 
ships.  NEFCO  should  have  built  a  factory 
trawler.  Instead  it's  in  Chapter  7  bank- 
ruptcy. "The  200-mile  limit  was  just  pie- 
m-the-sky,"  says  Samuel  Rubinstein, 
trustee  for  the  NEFCO  bankruptcy. 
"NEFCO  made  some  poor  management 
decisions." 

Pretty  soon,  the  problems  of  other  U.S. 
fishermen  began  compounding  because 
they,  too,  had  spent  their  money  unwise- 
ly. Hugh  Reilly,  a  38-year-old  fish-boat 
owner  from  San  Francisco,  sank  a  large 
sum  in  a  small  trawler  to  take  advantage 
of  the  200-mile  limit.  But  he  couldn't 
make  bottom  fishing  pay  in  his  small 
boat.  "The  margins  were  just  pennies 
and  fractions  of  pennies,"  he  complains. 


"So  we  had  to  turn  to  the  more  traq 
al  species."  Before  long  there  wel 
many  Hugh  Reillys  fishing  for  "the 
traditional  species"  and  prices  fell; 
ing  increasing  numbers  of  less-efj 
fishermen  to  drop  anchor  permari 
Meanwhile,  back  in  their  fish-proc! 
plants,  clever  foreigners  were  buy 
against  the  day  that  protectii 
reared  its  ugly  head  again.  Toda 
example,  over  80%  of  U.S.  fish-prj 
ing  capacity  in  the  Pacific  Norti 
and  Alaska,  America's  richest  f) 
grounds,  is  Japanese-controlled. 

So  it's  no  surprise  when  Lieu 
John  Glen  takes  off  in  his  red-whit 
blue  Coast  Guard  helicopter  to  mi 
the  Soviet  and  Polish  fishing  fleet; 
U.S.  fishermen  wish  his  choppen 
armed  with  a  30mm  cannon  mst! 
just  a  camera  and  a  Fisheries  9 
agent.  "The  foreign  presence  can 
tempers  hot,"  Glen  remarks  as  he 
in  close  over  a  Soviet  trawler  to 
sure  they're  only  processing  botton 
"I  can  recall  one  fisherman  in  Ne; 
gland  who  started  shooting  at  c 
these  foreign  trawlers  with  his  .21 
Scared  hell  out  of  them." 

But  it  is  the  U.S.  fisherman  v 
scared.  Fishing  is  no  longer  the  c 
industry  it  once  was,  and  no  amoi 
rifle  shots,  angry  protests  and  prote 
ist  legislation  will  make  it  so 
"Some  U.S.  fishermen  would  like 
ate  their  own  little  OPEC  for  fish, 
William  Gordon,  director  of  the  Of 
Resource  Conservation  &  Managi 
in  Washington,  D.C.  "But  the  US 
trols  only  about  20%  of  world  fi 
sources,  so  if  we  throw  foreigner 
they'll  fish  elsewhere  and  close 
markets  to  us.  Then  the  U.S.  fish 
would  be  in  even  worse  shape."  ■ 
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Brigitte  Rodriguez,  a  teacher,  talks  about  her  husband  Jean  Francois,  plant  director  of  Henkel  France. 

I  was  beginning  to  wonder  why 
imy  husband  was  with  Henkel!' 


"Right  from  the 
start,  I  wondered  if 
Jean  Francois  had 
made  the  right  de- 
cision in  joining 
mm  Henkel.  Five  days 
L  after  our  wedding 
in  1969  the  com- 

sbandJean  Frangois    pany  ha(J  us  Qn  a 

n  bound  for  Germany. 
;:•  to  a  lovely  honeymoon  hotel 
tthe  Black  Forest  or  near  the 
rarian  lakes,  but  to  Diisseldorf. 
husband  was  scheduled  for 
fing  at  the  Henkel  headquar 
3  offices,  prior  to  starting  wit'i 
company  in  Paris  as  assista  it 
3S  manager  for  industrial 
aners. 

ras  so  disappointed  for  Jean 
ncois.  I  knew  he  didn't  particu- 
y  care  for  selling.  He's  the  kind 
)erson  who  wants  to  see  what 


he  produces,  and  make  it  work, 
and  know  that  it's  filling  a  need 
for  millions  of  consumers.  I  guess 
that's  why  it  was  his  special  dream 
to  one  day  manage  a  detergent 
plant. 

But  for  the  next  few  years  Jean 
Francois  worked  hard  in  sales, 
and  kept  assuring  me  that  the 
planning  and  administration  ex- 
perience he  was  gaining  would 
be  important  to  his  career.  Then 
we  were  transferred,  which  did 
nothing  to  boost  my  morale  be- 
cause it  meant  I  had  to  look  for 
another  German  teaching  position. 
However,  in  December  1979  Jean 
Francois  found  that  patience  pays. 
He  was  appointed  director  of  the 
Henkel  plant  at  Reims,  and  you 
probably  guess  what  he  produces. 
Detergents. 

He  was  only  33  at  the  time  of  his 


appointment,  and  had  been  with 
Henkel  10  years,  which  isn't  a  long 
time  to  wait  for  a  dream." 


Henkel  France  S.A., 


Gentilly  near  Paris,  is  one  of 
more  than  100  companies 
of  the  Henkel  Group,  situated 
in  more  than  40  countries. 


Worldwide  sales  1979  - 
6,8  billion  DM.  33,000  employees. 
Headquarters  Dusseldorf, 


Federal  Republic  of  Germany. 
Product  range  includes  laundry 

products,  household  cleaners, 
cosmetics,  adhesives,  industrial 


cleaners,  oleochemicals, 
auxiliary  products  for  textile  and 
leather  industries. 


Over  8,000  products  for  all 


walks  of  life. 


^^^^ 


Chemistry  working  for  you. 


For  Archer-Daniels-Midland,  gasohol  started 
out  as  a  fluke.  Look  who's  laughing  now. 


Dwayne's  folly 


By  Larry  Marion 

GASOHOL  WILL  SOMEDAY  REPLACE 
5%  of  the  gasoline  in  the  U.S.," 
predicts  Dwayne  O.  Andreas,,  the 
dapper  chairman  of  Decatur,  111. -based 
Archer-Daniels-Midland  Co.  Wishful 
thinking?  Consider  this:  In  just  two 
years  he  has  turned  his  big  grain-proc- 
essing company  into  the  largest  alcohol- 
fuel  producer  in  the  U.S.,  and  gasohol 
made  from  grain  alcohol  is  already  pay- 
ing off  for  Archer-Daniels-Midland. 

In  the  fiscal  year  ended  last  June,  30 
cents  a  share,  or  almost  10%,  of  ADM's 
$3.20-per-share  earnings  came  from  alco- 
hql  for  use  in  gasohol.  This  year  analysts 
expect  ADM  to  earn  $60  million — more 
tnan  15%  of  its  profits — from  alcohol 
fuel,  and  Andreas  expects  sales  of  ap- 
proximately $400  million.  This  success 
with  alcohol  fuel  is  the  result  of  persis- 
tence at  a  time  when  few  believed  the 
venture  would  pay  off.  It  was  also  a  bit  of 
a  fluke. 

In  1977  the  Illinois  Environmental 
Protection  Agency  was  pressing  ADM  to 
install  an  expensive  water-pollution  con- 
trol system  on  a  corn-sweetener  plant. 
With  an  eye  on  the  developing  market 
for  gasohol,  Andreas  instead  opted  to 
build  a  distillery  that  would  convert  the 
corn-processing  wastes  into  alcohol  for 
gasohol.  "I'd  been  a  gasohol  watcher 
since  1954,"  Andreas  says.  "The  idea 
came  from  Joe  Pew  [Sun  Oil  chairman]  in 
his  library  in  Philadelphia." 

When  the  plant  went  on  line  in  1978, 
the  time  for  gasohol  was  not  quite  ripe. 
There  was  an  80-cent .  spread  between 
the  price  of  wholesale  gasoline  and  alco- 
hol, meaning  gasohol  was  too  expensive 
for  petroleum  marketers  to  sell  at  a  com- 
petitive price.  Andreas'  colleagues  at 
ADM  snickered  privately,  dubbing  the 
distillery  "Dwayne's  folly."  To  avoid  any 
losses,  he  sold  the  "white  lightning"  to 
vodka  producers  instead  of  to  gasoline 
distributors. 

Andreas  did  not  have  to  wait  long  for 
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Arch^r-Daniels-Midland  CEO  Andreas 


From  a  vodka  start,  a  gasohol  boom. 

the  last  laugh.  When  the  Iranian  revolu- 
tion created  long  gasoline  lines  last  year, 
the  federal  government  and  24  state  gov- 
ernments quickly  passed  tax  exemp- 
tions, which  covered  the  spread.  Despite 
the  high  price  of  ethanol  ($1.80  a  gallon), 
this  allowed  gasohol  producers  to  charge 
a  competitive  price  at  the  pump  and  still 
turn  a  healthy  profit. 

On  top  of  the  tax  exemption,  the  De- 
partment of  Energy  granted  ADM  an  ad- 
ditional 5-cent-a-gallon  subsidy  by  ex- 
tending the  entitlements  program  to  the 
alcohol  produced  by  ADM.  The  grain 
firm  was  the  only  such  company  covered 
by  entitlements,  because  of  Carter  Ad- 
ministration politics  to  curry  favor  with 
the  farm  vote. 

Determined  to  eke  out  every  possible 
penny  of  help  from  the  government,  An- 
dreas also  approached  the  Illinois  state 
government.  In  July,  Illinois  announced 
it  would  give  ADM  and  the  University  of 
Illinois  $180,000  to  build  a  solar  energy 
system  for  its  alcohol  fuel  distillery  in 
Decatur. 

With  unleaded  premium  gasoline  now 


selling  for  $1.30  a  gallon,  the  e 
shortage  of  buyers  for  ADM's  a!  cj 
a  90%  gasoline,  10%  alcohol  m 
fuel  performs  better  than  unle,  Je1 
lar,  at  a  slightly  higher  cost.  KC 
contracts  with  every  major  >eti 
marketer,  including  such  giar  cs  a 
co  and  Amoco.  Nationwide,  moi 
9,000  gasoline  stations  now  \ave 
hoi  pump  next  to  the  more  onvej 
gasoline  choices. 

To  keep  up  with  demanc ,  And 
building  two  more  distilleries, 
come  on  stream  next  year  They 
more  than  quadruple  ADM's  daill 
hoi  production  capacity  from  11 
gallons  to  750,000  gallons. 

The  dark-haired  Andre  as,  62,  a 
and  private  person,  rareb  talks  to 
ers  and  runs  publicly  owned  AD1V 
private  company,  even  though  he 
family  own  only  about  10%  of  the! 
His  son  Michael  and  nephew 
oversee  day-to-day  operations  an 
brothers  are  on  the  board.  Iowa-bc 
bred,  Andreas,  a  college  dropout 
seven  years  during  the  1950s  at  C 
where  he  learned  the  internations 
modities  business.  In  1958  he  a! 
brother  Lowell  restarted  the  St 
processor  Honeymead  Products  C 
years  later  the  family  sold  out.  B 
Dwayne  and  brother  Lowell  were  I 
to  take  over  Archer-Daniels, 
streamlined  operations  and  extent 
company's  soybean  processing  in 
turized  vegetable  protein  while  1 
ing  heavily  involved  in  exporting  a 
tural  products. 

Today,  ADM's  agribusiness  opei 
are  highly  diversified.  It  is  one } 
largest  domestic  soybean  procei 
with  ADM  elevators  dotting  thi 
west  and  most  ports — and  one 
country's  biggest  flour  millers.  It  a 
erates  some  450  barges  while  pro 
hundreds  of  agricultural  products  i 
from  com  syrup  to  pasta. 

Andreas  travels  on  a  private  jet 
the  country — he  has  homes  in 
and  Illinois  and  a  company  suite  I 
hattan — befriending  politicians  ai 
reaucrats.  His  cash  contribution  ti 
ard  Nixon's  campaign  found  its  wi 
Watergate  burglar.  He  had  been  cl 
but  cleared,  of  making  illegal  can 
contributions  to  his  friend  the  latt 
tor  Hubert  Humphrey.  Two  years 
set  up  trust  funds  for  the  chile 
D.ivid  Gartner,  a  member  of  the 
m  >dity  Futures  Trading  Comir 
Th  1  funds  have  since  been  sold  b 
dreas  and  ADM  remain  controver; 
mui  h  so  that  the  Agriculture  I 
mer.t  is  trying  to  prevent  ADN) 
parti  :ipating  in  government  expc 
gram  ;  because  the  company  once) 
ed  no  contest  to  charges  of  price! 
Unrut:  ed,  Andreas  pushes  gasob 
keeps  his  own  counsel.  ADM  is  9 
long  run  in  the  energy  business.  I 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


August  13,  1980 

1,275,000  Shares 

I  Hi-Shear  Industries  Inc. 

Common  Stock 


Price  $22,875  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this  announcement  is  circulated 
only  from  such  of  the  undersigned  as  may  legally  offer  these  securities  in  such  State. 


E.  F.  Hutton  &  Company  Inc. 
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A  G  Becker 


2nd  Q-80  Performance  Profile  •  Crouse-Hinds  Compan 


Both  net  sales  and 
earnings  set  records. 

Crouse-Hinds  Company  continued  its 
growth  through  the  second  quarter  of  1980. 
Record  second  quarter  net  sales  were  10% 
above  sales  for  the  same  quarter  last  year, 
rising  to  $103,382,000. 

Net  income  gained  26%  over  iast  year's 
second  quarter  to  a  record  $8,678,000. 

Six  month  performance 
also  sets  records. 

The  performance  of  Crouse-Hinds  Company 
over  the  first  half  of  1980  has  been  satisfactory 
especially  in  view  of  the  decline  in  the  national 
economy. 

For  the  first  six  months  of  the  year,  net 
sales  and  net  income  of  $205,816,000  and 
$15,769,000  were,  respectively,  12%  and  23% 
above  the  totals  of  last  year's  first  half. 

Investing  for  the  future. 

Continuing  major  investments  in  plant  and 
equipment  (up  an  average  of  29%  annually  in 
the  70s)  are  preparing  Crouse-Hinds 
Company  for  more  rapid  growth  once  the 
current  recession  ends. 

Write  for  our  annual 
and  quarterly  reports. 

For  a  copy  of  our  1980  Second  Quarter 
Report  and  the  1979  Annual  Report,  write 
the  Vice  President,  Corporate  Affairs, 
Crouse-Hinds  Company,  P.O.  Box  4999. 
Syracuse,  New  York  13221. 


CROUSE-HINDS  COMPANY  PLANT  &  EQUIPMENT 
SPENDING  VS.  DEPRECIATION  EXPENSE. 

(IN  MILLIONS  OF  DOLLARS) 


1975  1976  1977 

P&E  INVESTMENT 
DEPRECIATION 


1978 


1979 


Financial  Highlights 

SECOND  QUARTER  AND  SIX  MONTH  CONSOLIDATED  RESULTS 

(Subject  to  year-end  Audit) 


Quarter  ended  June  30 

Six  Months  Ended  June  30 

1980 

1979 

1980 

1979 

Net  Sales 

S103.382.000 

$93  679.000 

S205.816.000 

$183,914 

Operating 

Expenses 

88.734.000 

81.277.000 

178.198.000 

160,194, 

Net  Income 

Before  Taxes 

14,648.000 

12.402  000 

27.618.000 

23,720, 

Taxes  Based 

on  Income 

5.970.000 

5.503.000 

11.849,000 

10.888, 

Net  Income 

After  Taxes 

S8. 678. 000 

$6,899,000 

S1 5.769.000 

$12,832. 

Earnings  per 

Common  Share" 

Primary 

$.69 

$.57 

S1.27 

$1 

Fully  Diluted 

$68 

S  55 

S1.24 

5' 

•Restated  for  3-for-2  stock  split  of  November  2.  1979 


Our  Business  is  Electrifying  Ideas. 


CROUSE-HINDS 


The  Economy 


MONEY  &  INVESTMENTS 


Paul  Volcker— 
the  man  you  will 
love  to  hate 


aul  Volcker's  honeymoon  is  just 
about  over.  Isn't  it  remarkable 
what  good  press  this  man  has  had? 
gentle  Congress  has  been  while  he 
bred  constituents  with  20%  inter- 
|d  brought  on  a  stomach-wrenching 
a  industrial  production!  The  critics 
been  gentle  because  they  were 
by  the  double-digit  inflation  that 
last  year;  in  the  name  of  fighting 


it,  they  were  willing  to  tolerate  a  lot. 

Buying  bitter  medicine  is  one  thing, 
swallowing  it  is  another.  As  the  reces- 
sion drags  on,  other  voices  will  be  heard. 
The  question:  How  long  will  Congress, 
the  public  and  the  press  put  up  with  high 
unemployment,  a  sluggish  economy  and 
high  interest  rates?  Let's  face  it.  The 
probable  answer  is:  not  for  long. 

So,  a  confrontation  is  shaping  up  and  it 


Something's  gotta  give 


;t  economists  expect  the  economy  to  strengthen  in  1981.  The  Federal 
;rve,  meanwhile,  aims  for  only  moderate  growth  in  the  money  supply.  Can 
lave  both?  Not  without  an  increase  in  the  rate  at  which  money  turns  over 
icity),  which  would  mean  higher  interest  rates.  Thus,  the  Fed  must  make  a 
I  choice:  stick  to  its  guns  on  the  money  supply  and  thereby  slow  the  recovery 
lise  the  money  supply  and  thereby  allow  a  return  to  higher  inflation. 


y^^^                   Nominal  GNP  growth  rate 

<  Projected  * 

i   i  ii  i  in  i  iv  1  i   i  yf 

Money  supply  growth  rate  (1VU-B) 
|     III     |     IV    1       1       I      II      I     III      |  IV 

•79  '  '80  '  '81 

ote:  GNP  and  money  supply  figures  are  in  eurrent  (or  nominal)  dollars.  Ml-B  is  currency  and  demand 
posits  plus  other  checkable  deposits.  Ml-B  proiections  are  announced  Fed  targets. 
lurce:  Dept.  of  Commerce^  Federal  Reserve  Board-  GNP  protections  bv  Marine  Midland  Hank.  N.A. 


looks  like  a  humdinger.  The  cynical  wail- 
ing of  Teddy  Kennedy  and  his  ilk  will 
grow  louder:  Volcker  is  making  the  poor 
suffer.  In  similar  situations  in  1972  and 
1974-75,  Arthur  Bums  caved  in  and 
eased  up.  Volcker  is  tougher  and,  prob- 
ably, less  politically  liberal.  He  will  fight. 
How  the  fight  will  end  no  one  knows. 

On  page  224,  columnist  Ashby  Bladen 
sketches  the  pessimistic  view  that  we 
now  face  either  runaway  inflation  or  fi- 
nancial collapse.  Bladen  has  a  good  deal 
of  company.  But  the  Fed  can't  afford  to 
be  fatalistic.  So,  Volcker's  policy  seems 
to  be:  Keep  the  brakes  on,  try  to  jolly 
along  the  politicians  who  want  you  to 
accelerate  and  hope  they  don't  shove  you 
out  of  the  driver's  seat. 

Frederick  H.  Schultz,  vice  chairman  of 
the  Board  of  Governors  of  the  Federal 
Reserve,  has  already  worked  out  his  spiel 
for  complaining  legislators:  "Inflation 
caused  this  recession,  inflation  will  slow 
the  recovery  and,  unless  we  get  it  under 
control,  inflation  will  generate  a  finan- 
cial collapse  that  cannot  help  but  result 
in  major  changes  in  our  economic  and 
political  systems." 

In  short,  it  is  the  Ashby  Bladen  scenar- 
io, unless  you  go  along  with  an  economi- 
cally restrictive  Fed  policy.  As  Schultz 
puts  it: 

"Dealing  with  inflation  has  been  and 
must  remain  the  first  priority  of  eco- 
nomic policy.  Inflation  is  nurtured  by 
excessive  growth  of  money  and  credit, 
especially  in  the  early  stages  of  recovery, 
and  the  process  of  unwinding  an  infla- 
tionary spiral  requires  monetary  disci- 
pline." The  discipline  comes  in  when  the 
economy  starts  to  recover — when  auto 
sales  start  picking  up,  housing  starts 
climb  and  the  airlines  are  busy  again.  At 
this  point  the  Fed  plays  the  role  of  party 
pooper.  Schultz  again: 

"A  disciplined  monetary  policy  early 
in  an  expansion  runs  some  risk  of  limit- 
ing the  recovery.  Typically  the  Fed  has 
accommodated  the  renewed  demands  for 
money  and  credit  at  the  early  stage  of  an 
upswing — a  time  when  there  is  exten- 
sive underutilization  of  capital  and  labor. 

"To  abandon  our  policy  of  restrained 
monetary  growth  [this  time]  would  be  a 
mistake.  It  is  essential  that  we  stick  to  a 
firm  policy  of  slowly  lowering  the 
growth  rate  of  money  to  noninflationary 
levels." 

But  can't  you  already  hear  the  yelling? 
Volcker  the  heartless.  Volcker  the  stony- 
eyed  banker  who  is  keeping  you  from 
buying  that  nice  new  house.  Volcker  the 
man  with  a  calculator  where  his  heart 
should  be. 

Only  a  fool  would  predict  how  the  bat- 
tle will  end  next  year.  Your  economic 
future  may  well  depend  upon  the 
outcome.— Ben  Weberman 
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Capital  Markets 


When  the  bond  rating  services  disagree,  the 
confusion  creates  potential  bargains. . 

WHO  SETS 
THE  ODDS? 


MONEY*  INVESTMENTS 


By  Ben  Weberman 


The   bond  rater, 
Standard  &  Poor's, 
gives  an  "AA-"  rat- 
ing to  tax-exempt 
bonds  of  the  Chica- 
lt    IIF    go  School  Finance 
)W  j  Authority    and  an 
^  "A"  to  the  non-FHA 

W  M  I  New     York  City 

H  yj^r  £  I  Housing  Develop- 
^K-iX — ^HH  ment  Corp. 
Moody's  disagrees,  giving  a  lowly 
Baa-1  to  the  Chicago  issue,  and  an 
even  lower  Ba  to  the  New  York  issue. 

These  are  extreme,  but  not  isolated, 
examples  of  disagreement  between 
the  two  organizations  on  which  most 
municipal  bond  dealers  and  virtually 
all  individuals  rely  for  guidance.  If 
S&P's  and  Moody's  can't  tell  the  dif- 
ference, how  can  the  rest  of  us? 

In  bond  parlance,  the  best  quality 
issues  carry  ratings  of  Aaa — gilt- 
edged.  Quality  designations  go  down 
to  Aa  and  then  to  A.  After  that, 
Moody's  lists  Baa  and  S&P's  BBB. 
Within  the  trade,  these  are  the  lowest 
of  investment-grade  issues.  As  credit 
falls  further  the  issues  become  specu- 
lative and  then  are  shown  to  be 
threatened  with  imminent  default.  By 
rating  the  New  York  Housing  issue 
Ba,  Moody's  is  saying  it  could  default. 

The  fact  that  the  two  services  can't 
always  agree  makes  for  confusion,  but 
it  also  creates  potential  bargains.  I  say 
"potential"  because  the  bonds  are  bar- 
gains only  if  you  agree  with  the  ratio- 
nale behind  the  higher  rating.  If  you 
think  the  adverse  rating  is  correct, 
then  you  are  likely  to  be  overpaying 
for  what  you  get. 

In  other  words,  buy  an  Aa  bond 
priced  like  a  Baa  and  you  get  a  bar- 
gain. Buy  Aa  when  it  is  of  Baa  stature 
and  you  get  overpriced  merchandise. 

No  question  about  it:  The  ratings  do 
influence  prices,  yields  and  relative 

Ben  Weberman  is  economics  editor  of  Forbes 
magazine 


bargains.  Toward  the  end  of  August, 
for  example,  Aaa-rated,  20-year  obli- 
gations carried  a  typical  7.85%  tax- 
free  yield.  Bonds  rated  Baa  and  due  in 
20  years  were  priced  to  yield  9%. 

Why  would  Moody's  come  up  with 
a  low  Baa-1  opinion  on  Chicago 
School  Finance  Authority,  while 
S&P's  thinks  it  is  worth  AA-?  Both 
agencies  look  at  the  local  economies. 
But  Moody's  places  much  greater  em- 
phasis on  traditional  balance-sheet 
items,-  Standard  &  Poor's  looks  more 
at  cash-flow  potential. 

The  Chicago  School  Finance  Au- 
thority may  run  into  difficulty  fund- 
ing all  the  old  debt  of  the  Board  of 
Education,  Moody's  frets.  But  S&P's 
says  the  finance  authority  can  simply 
ask  the  city  to  raise  taxes. 

Furthermore,  S&P's  thinks  that  a 
moral  obligation  of  a  state  or  city  is 
valuable  in  assessing  repayment  pos- 
sibilities for  revenue  bonds,  that  is, 
bonds  for  which  only  specific  rev- 
enues are  earmarked.  The  security  has 
no  call  on  general  taxes.  Moody's — 
cynical  perhaps  about  politicians — 
does  not  give  much  weight  to  the 
moral  obligation  of  a  government  to 
pay  debt  service  when  its  issues  are 
threatened  with  default. 

Who  is  right?  The  value  of  moral 
obligation  lies  somewhere  between 
both  views.  When  New  York's  Urban 
Development  Corp.,  an  independent 
do-gooder  agency  that  was  raising 
funds  in  the  bond  market  to  pay  for 
risky,  socially  desirable  real  estate  de- 
velopment, was  about  to  go  under  in 
1975,  the  state  voluntarily  came 
through  with  money  to  meet  financial 
obligations.  It  knew  that  bankruptcy 
of  UDC  would  make  it  virtually  im- 
possible for  the  state  to  raise  money 
on  its  own  full  faith  and  taxing  power. 
S&P's  recognizes  this  fact  of  life  and 
says  it  should  be  taken  into  account. 
Moody's  doesn't. 

If  you  believe  in  the  S&P's  principles, 
and  I  do,  the  Chicago  School  Finance 
Authority  issue  is  cheap.  The  financial 
structure  of  the  authority  resembles 


New  York's  Municipal  Assistai 
Corp.  Both  have  first  call  on  spec; 
taxes  imposed  by  the  city  (or  state)  1 
collected  directly  for  the  benefit  of 
special  authority  and  its  bondholde 

Moody's  is  concerned  about  la 
relations  and  that  financing  needs 
the  School  Finance  Authority  n 
not  end  with  what  is  currently  in 
works  but  may  expand  through 
years,  as  have  those  of  MAC. 

If  educators  and  political  bod 
adopt  the  same  willingness  to  cc 
promise  and  make  deals  that  has  y. 
vailed  in  New  York  since  the  IS 
collapse  of  Big  Apple  finances, 
Second  City  bonds  are  a  steal.  On  J 
2,  when  the  benchmark  Bond  Bu 
revenue  bond  index  was  8.66%, 
Chicago  School   Authority  had 
place  a  yield  of  9.5%  on  its  bonds  t 
in  2009  to  find  buyers — an  incent 
of  84  basis  points.  By  the  end  of  A 
gust,   the   Bond   Buyer   index  \ 
climbed  to  9.62%  and  the  same  iss 
of  Chicago  school  bonds  was  trad 
to  yield  9.7%.  That  was  a  concessi 
of  only  8  basis  points  against  the 
dex.  The  gap  had  nearly  closed. 

Will  Chicago  schools  continue 
improve?  Edwin  H.  Yeo  III,  senior 
nancial  adviser  to  the  city,  believe! 
will.  Yeo  took  the  city  post  when 
left  First  National  Bank  of  Chicago 
January.  Since  then  he  has  been  hir 
finance  officials  for  the  city  and  try 
to  improve  the  city  and  school 
nances  so  that  another  $100  milli 
school  issue  can  be  sold  in  the  fall 
cap  the  original  bail-out  plan. 

Standard  &  Poor's  thinks  that 
issue  of  Battery  Park  City  FHA-insu: 
bonds  is  as  good  as  the  best  U.S.  gove 
ment  guaranteed  issue.  It  has  given  t 
issue  a  rating  of  AAA.  Moody's  is  01 
willing  to  go  for  Aa.  S&P's  chose  t 
highest  rating  because  it  insisted 
written  assurance  that  any  defaults 
FHA  mortgages  would  be  made  up 
HUD  within  the  six-month  peri 
against  which  a  reserve  has  been  est; 
lished  in  the  bond  issue.  If  payme 
comes  from  Washington  before  the  s 
month  reserve  has  been  exhaust 
there  can  be  no  chance  of  default,  it  w 
reasoned.  Moody's  is  more  cautious 
rating  assumes  that  enough  time  coi 
elapse  between  mortgage  default  a 
payment  from  Washington  that  boi 
holders  would  temporarily  miss  an 
terest  payment. 

If  you  believe  S&P's,  buy  the  N 
York  City  Housing  Development  P 
thority  FHA-insured  bonds  at  pric 
that  yield  9.20%  in  2021,  and  yj 
have  a  top-grade  issue  with  a  mo 
generous  rate  of  return.  ■ 
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This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE  August  13,  1980 

$300,000,000 

Illinois  Bell  Telephone  Company 

Thirty-Seven  Year  12)4%  Debentures,  due  August  5,  2017 


Price  100% 

plus  accrued  interest,  if  any,  from  August  5,  1980 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the  several  underwriters, 
including  the  undersigned,  only  in  States  in  which  such  underwriters  are  qualified 
to  act  as  dealers  in  securities  and  in  which  the  Prospectus  may  legally  be  distributed. 


The  First  Boston  Corporation 


Bache  Halsey  Stuart  Shields 

Incorporated 

Goldman,  Sachs  &  Co. 


Kidder,  Peabody  &  Co. 

Incorporated 

Merrill  Lynch  White  Weld  Capital  Markets  Group 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

Warburg  Paribas  Becker 

A.  G.  Becker 

Morgan  Stanley  &  Co.  Salomon  Brothers 

Incorporated 

Bear,  Stearns  &  Co.  Blyth  Eastman  Paine  Webber  Dillon,  Read  &  Co.  Inc. 

Incorporated 

Donaldson,  Lufkin  &  Jenrette         Drexel  Burnham  Lambert         E.  F.  Hutton  &  Company  Inc. 

Securities  Corporation  Incorporated 

Lazard  Freres  &  Co.         Lehman  Brothers  Kuhn  Loeb         L.  F.  Rothschild,  Unterberg,  Towbin 

Incorporated 

Shearson  Loeb  Rhoades  Inc.  Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc. 


Stock  Comment 


M(  >NKY&  INVESTMENTS 


For  years  we  have  preached  that  good  com- 
mon stocks  are  just  about  the  only  invest- 
ment medium  left  that  is  not  price-inflated. 
At  long  last  this  message  has  come  across. 

SUMMER'S  END 


By  Heinz  H.  Biel 


points.  That's  a 
body's  language. 


It  has  been  quite  a 
summer  in  Wall 
Street.  As  if  geared 
to  the  thermometer, 
stock  prices  kept 
climbing  relentless- 
ly. In  less  than  five 
months  the  NYSE 
index  gained  more 
than  30%  and  the 
Dow  some  200 
bull  market  in  any- 
Don't  ask  for  the 
why.  It  seems  inexplicable. 

Nothing  has  gone  right  this  year. 
Iran  still  holds  our  people  hostage.  The 
Russians  are  still  in  Afghanistan,  prov- 
ing their  prowess  by  winning  most  of 
the  gold  medals  at  the  meticulously 
staged  Olympics.  Peace  in  the  Middle 
East  remains  as  elusive  as  ever. 

At  home  the  picture  is  equally  dis- 
couraging. We  have  inflation  cum  re- 
cession. Prosperity  plus  inflation  may 
seem  tolerable  to  some,  as  it  did  in 
1978  and  1979,  but  this  year  we  are 
being  hit  by  a  double  whammy,  and 
no  one  seems  to  have  the  foggiest  idea 
what  to  do  about  it. 

In  two  months  we  will  have  the 
presidential  election.  Mr.  Carter  will 
stand  on  his  record,  which  is  not  ex- 
actly an  enviable  platform,  but  the 
incumbent  nevertheless  has  the  edge. 
Mr.  Reagan  appears  to  have  the  lead 
in  the  polls,  but  even  among  Republi- 
cans the  enthusiasm  is  restrained. 
Sometimes  I  wonder  whether  both 
candidates  have  suicidal  inclinations, 
because  ever  since  William  Henry 
Harrison  (1840),  every  President  elect- 
ed in  a  year  ending  with  a  zero  has 
died  in  office.  Maybe  we  should  take  a 
closer  look  at  the  vice  presidential 
candidates? 

Well,  this  is  the  unhappy  scenario 
of  the  bull  market  of  1980.  Could  it  be 
that  the  ardent  buyers  of  common 

Heinz  H.  Biel  is  a  lice  president  of  the  NYSE 
firm  ofjariney  Montgomery  Scott. 


stocks  are  running  away  from  some- 
thing? If  you  think  that  there  should 
be  logic  in  the  gyrations  of  the  stock 
market,  this  would  seem  to  be  the 
only  explanation. 

People  are  running  away  from  the 
dollar.  It  has  taken  them  a  long  time 
to  understand  inflation,  but  when 
they  fully  realized  what  it  does  to 
their  money,  they  invested  it  in  any 
vehicle  that  promised  to  preserve  its 
value.  The  effect  was  a  price  explosion 
in  virtually  all  these  media,  from  gold 
to  real  estate,  from  art  to  antiques. 

For  years  we  Wall  Streeters  have 
been  preaching  that  good  common 
stocks  are  just  about  the  only  invest- 
ment medium  left  that  is  not  itself 
price-inflated.  At  long  last  this  mes- 
sage has  come  across.  The  numerous 
mergers  and  acquisitions  at  what  ap- 
peared to  be  huge  price  premiums 
have  demonstrated  that  it  is  far  less 
expensive  to  buy  an  existing  business 
than  to  build  one  from  scratch.  There 
were  some  bad  and  costly  errors  in 
judgment,  but  this  did  not  negate  the 
basic  truth  that  in  the  eyes  of  corpo- 
rate managers  common  stocks  were 
greatly  undervalued. 

Is  this  still  the  case  today?  Are 
stocks  still  cheap?  Obviously  they  are 
not  as  cheap  as  they  were  some  time 
ago,  and  I  can  think  of  many  stocks 
that  are  anything  but  cheap,  but  by 
and  large  they  offer  better  value  for 
the  dollar  than  other  investments. 

Stocks  are  not  an  ideal  investment 
vehicle  either.  Sharp  price  fluctu- 
ations, clearly  visible  every  day,  are 
disconcerting.  But  stocks  also  have 
the  unique  advantage  of  instant  li- 
quidity, a  fact  that  will  be  appreciated 
by  anyone  who  ever  had  to  sell  his 
home  or  his  collectibles  in  a  hurry. 

I  remain  bullish  on  stocks.  It  is  not 
ambivalence  if  I  add  a  warning.  The 
stock  market  is  and  always  has  been 
volatile.  After  a  30%  advance  in  a  few 
months  it  does  become  vulnerable  to 
a  setback.  Since  it  is  so  easy  and  com- 
paratively inexpensive  to  get  in  and 
out  of  the  market,  there  is  bound  to  be 


profit  taking,  especially  by  those  wj 
never  intended  to  be  long-term  inv 
tors.  Such  setbacks  can  be  quite  a 
tressing,  even  though  they  need  rj 
be  anything  but  a  temporary  interim 
tion  of  a  major  upward  trend. 

At  this  stage  I'd  pull  in  my  horn 
little.  If  you  don't  want  to  sell  a  loi 
established  holding,  you  might  sell 
call  option  against  it.  For  examp 
recently  you  could  get  $4.50  for  « 
January  call  on  IBM  at  70.  If  IB 
which  has  had  a  rise  of  almost  40% 
the  past  few  months,  should  s 
above  74'/2,  you  will  have  a  (sho 
term)  loss  on  the  option,  but  this 
more  than  offset  by  the  rise  in  t 
stock.  Just  buy  back  the  option  at 
keep  the  stock.  If  IBM  does  not  si 
above  70  in  January,  you  have  earn 
an  extra  4'/2  points. 

If  you  are  still  underinvested,  cc 
sider  buying  Aluminum  Co  of  Ameri* 
a  very  high-quality  but  cyclical  stoo 
Earnings  for  the  next  12  months  or 
are  likely  to  be  about  $2  lower  th 
the  $15  a  share  for  the  past 
months,  which  accounts  for  the  pri 
ent  very  low  price/earnings  multi] 
of  4.6.  At  68  Alcoa  sells  below  its  bo 
value  and  yields  4.7%  on  its  recen 
increased  $3.20  dividend. 

Equally  attractive  is  Alcan  Alum 
ium  Ltd.  (33),  the  Canada-based  alur 
num  giant,  which  was  separated  frc 
Alcoa  some  50  years  ago.  The  spec 
appeal  of  Alcan  is  its  near  self-sul 
ciency  in  energy,  a  matter  of  vi 
importance  in  this  industry.  Alcai 
1980  earnings  should  be  around  $5. 
a  share,  give  or  take  25  cents.  T 
recently  increased  $1 .40  dividend  r; 
provides  a  4V4%  return. 

You  may  also  consider  a  less  eye 
cal  and  equally  high-grade  stock,  / 
Reynolds  Industries  (41),  which  has 
splendid  record  of  steadily  rising  eai 
ings  and  dividends.  This  year's  r 
income  should  top  $6  a  share  and  t 
$2.10  dividend  rate  is  likely  to  be  : 
creased  before  long,  probably  na 
month.  Although  tobacco  still  ; 
counts  for  about  three-fourths  of  pr 
its,  Reynolds  has  made  strenuous  a 
generally  successful  efforts  at  diver 
fication.  A  potential  "kicker"  : 
Reynolds  is  its  sizable  investment 
oil  and  gas  properties.  Events  at  St 
gram's,  which  is  selling  the  U.S. 
and  gas  properties  of  its  Texas  Paci 
Oil  subsidiary  to  Sun  Co.  for  $2.3  b 
lion,  and  the  intended  sale  of  1 
mark's  Vickers  Energy  division  ha 
shown  what  such  "sidelines"  can 
for  the  stock  of  a  company  that  div< 
sified  with  intelligence  and  a  gre 
deal  of  luck.  ■ 
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What  More  Can  We  Say? 


MASCO  CORPORATION 

...TWENTY-ONE  CONSECUTIVE  YEARS  OF  SALES  GROWTH 


Net  Sales 
(In  millions) 


J  I  I      ,  I  L  I         I         I  L 


■         '  ' 


1959 


*v  *Send  for  our  1979  Annual  Report  to  learn  more  about  the 
|\  Company;  how  it  has  achieved  21  consecutive  years  of  sales 
l\  growth  (22  percent  average  annual  rate);  and  how  we 
I  yv  believe  Masco's  sales,  from  internal  growth  alone, 
L-lLI  \  will  double  over  the  next  five  years. 


<979i 


Write  To:  Treasurer 
John  C.  Nicholls,  Jr., 
MASCO  CORPORATION 
Dept.  106 

21001  Van  Born  Road 
Taylor,  Michigan  48180 


Commodities 


'To  every  thing  there  is  a  season, "  wrote  the 
Preacher.  And  with  commodity  trading  this 
is  the  rule  rather  than  the  exception. 

SEASONAL  PRICE 
TENDENCIES 


By  Stanley  W.  Angrist 


"To     EVERY  THING 

there  is  a  season, 
and  a  time  to  every 
purpose  under  the 
heaven: 

"A  time  to  be 
bom,  and  a  time  to 
die;  a  time  to  plant, 
and  a  time  to  pluck 
up  that  which  is 
planted." 
The  Preacher  wrote  those  words  in 
Fxclesiastes  several  thousand  years  ago, 
and  it  seems  that  commodity  traders 
have  been  trying  to  make  money  from 
them  ever  since.  For  even  a  little  bit  of 
thought  about  the  nature  of  commod- 
ity prices  will  cause  a  trader  to  start  to 
look  for  a  seasonality  in  price  move- 
ments. Can  seasonality  be  detected, 
and  if  so  can  it  be  an  aid  in  extracting 
money  from  the  market? 

Indeed  most  commodities  are  sub- 
ject to  noticeable  seasonal  effects  re- 
sulting from  seasonal  supply  and  de- 
mand factors.  Seasonal  effects  are 
commonly  defined  as  repetitive,  12- 
month  cyclical  price  fluctuations.  The 
shape  and  the  magnitude  of  the  sea- 
sonal price  variations  depend  to  a 
great  extent  upon  the  nature  of  the 
production  cycle  and  demand  for  the 
commodity. 

It  was  long  ago  noticed  that  sea- 
sonal price  fluctuations  in  agricultur- 
al commodities  tehd  to  vary  in- 
versely with  the  normal  pattern  of 
the  production  cycle.  Prices  general- 
ly reach  their  lowest  points  during 
harvest  and  then  tend  to  rise  gradu- 
ally and  peak  just  before  the  next 
harvest  begins.  When  supply  and  de- 
mand are  in  relatively  close  balance, 
the  price  fluctuations  are  generally 
smaller  for  commodities  that  store 
well;  under  these  circumstances  sea- 
sonal price  differences-  have  a  ten- 


Stanley  W  Angrist  is  a  professor  at  Camegie- 
Mellon  University  and  the  autlx>r  of  Sensible 
Speculating  in  Commodities. 


dency  to  reflect  the  cost  of  storage. 

For  example,  normally,  May  corn 
will  sell  for  more  than  December  corn 
in  order  to  pay  the  cost  of  storage  over 
the  winter. 

Frank  Hochheimer,  manager  of 
technical  analysis  and  computer  ap- 
plications, and  his  crew  at  Merrill 
Lynch  and  PJ.  Kaufman  for  Thomson 
McKinnon  have  recently  completed  a 
seasonality  study  of  commodity 
prices.  The  results  should  be  of  inter- 
est to  all  commodity  traders. 

Hochheimer  started  with  a  desea- 
sonalization  computer  program  writ- 
ten by  the  Bureau  of  the  Census, 
which  separates  the  trend,  long-term 
cycle  and  seasonal  components  of  a 
time  series.  The  seasonal  component 
is  defined  as  the  intra-year  pattern  of 
variation,  which  is  repeated  constant- 
ly or  in  an  evolving  fashion  from  year 
to  year.  The  method  has  been  im- 
proved several  times,  with  one  ex- 
tremely important  adjustment  for  ex- 
treme values  in  the  series.  This  ad- 
justment is  of  critical  importance 
when  working  with  highly  volatile 
commodity  prices.  The  actual  data 
analyzed  were  monthly  averages  of 
futures  prices  based  on  a  continuation 
series  from  1971  to  1979.  Tests  for 
significance  of  seasonal  price  patterns 
were  performed  using  a  method 
known  as  the  periodigram  test. 

Tests  were  conducted  on  18  differ- 
ent commodities,  looking  for  cycles 
that  varied  from  8  to  19  months.  Just 
as  one  might  expect,  some  commod- 
ities exhibited  more  seasonality  than 
others.  (By  seasonality  I  mean  prices 
tend  to  follow  a  12-month  cycle  rather 
than  a  cycle  of  some  other  length.  I 

The  commodities  that  exhibited 
the  most  seasonality  were  sugar,  co- 
coa, coffee,  frozen  orange  juice  con- 
centrate, com  and  live  cattle.  If  sea- 
sonal patterns  are  to  be  used  as  a 
guide  for  trading,  in  conjunction 
with  other  techniques,  they  can  be 
used  most  effectively  with  these 
commodities.  Commodities  with 
moderately    significant  seasonality 


are  wheat,  soybeans  and  soyb 
products  and  cotton.  The  comnj 
ities  that  showed  the  weakest 
sonality  are  copper,  pork  bel] 
platinum,  plywood,  lumber,  hogs 
feeder  cattle.  One  would  be  wel 
vised  not  to  try  to  use  seasonality 
an  aid  in  trading  those  commodit 

One  must  also  keep  in  mind  th 
12-month  seasonal  price  trend  re; 
sents  a  pattern  that  has  the  grea 
likelihood  to  occur  if  history  rept 
itself.  The  fact  that  cycles  of  01 
lengths  can  account  for  gre; 
changes  in  price  suggests  that 
connection  between  the  product 
cycle  and  commodity  prices  is  no 
significant  as  has  been  believed. 

The  kind  of  analysis  Hochheir 
carried  out  is  exhibited  in  the  eh 
below.  The  numbers  on  the  verti 
scale  represent  the  seasonal  com 
nent  as  a  fraction  of  the  average  pr: 
which  is  defined  as  100.  A  copy  of 
report  can  be  obtained  from  the  Cc 
modity  Division,  Merrill  Lyn 
Pierce,  Fenner  &  Smith,  Inc. 
Broadway,  New  York,  N.Y.  10006 
copy  of  the  Thomson  McKinnon 
port  can  be  obtained  from  its  Co 
modity  Division,  1  New  York  Pla 
New  York,  N.Y.  10004.  ■ 


Rhythmic  uncertainties 


Recent  studies  show  the  consistent 
but  not  necessarily  predictable — 
feet  of  anxiety  on  commodity  price 
The  rise  in  corn  prices  that  commo 
ly  occurs  in  April,  May  and  June,  f 
example,  reflects  increased  appr 
hension  at  planting  time.  The  decli 
in  coffee  prices  common  in  July  ar 
August  takes  place  as  fears  of  crt 
damage  diminish. 
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Reach  more  businessmen  effectively 


The  1 980  European  Businessman  Readership  Survey  shows  that  one  page  in  each  of 
the  seven  business  magazines  which  make  up  the  INTERNATIONAL  MANAGEMENT 
NETWORK  reaches  four  times  more  businessmen  for  around  the  same  cost  as  one 
colour  page  in  a  leading  newsmagazine.  INTERNATIONAL  MANAGEMENT  alone 
provides  the  optimum  of  coverage  and  cost  effectiveness. 


ALL  BUSINESSMEN 


■  INTERNATIONAL 
MANAGEMENT  NETWORK 
Time 

■INTERNATIONAL  MANAGEMENT 
The  Economist 
Business  Week 
Harvard  Business  Review 
Newsweek 
Fortune 

International  Herald  Tribune 


AVERAGE       1 980 
ISSUE  COST 
COVERAGE  RANK 


8% 
8% 
.2% 
.2% 
9% 
6% 
8% 
7% 
0% 


RATED  ESSENTIAL 
BUSINESS  READING 

Time 

■  INTERNATIONAL  MANAGEMENT 
The  Economist 
Business  Week 
Harvard  Business  Review 
Newsweek 
Fortune 

International  Herald  Tribune 


AVERAGE  1980 
ISSUE  COST 
COVERAGE  RANK 


10.7% 
10.5% 
9.9% 
8.7% 
8.5% 
6.6% 
6.2% 
3.3% 


THE 


INTER  NATIONAL 


Comprising 

INTERNATIONAL  MANAGEMENT  in  English 
ACTUALIDAD  ECONOMICA  in  Spanish 
I     ESPANSIONE  in  Italian 
\     INDUSTRIEMAGAZIN  in  German 
LE  POINT  in  French 
K  ICTI^  X^"^D|^    I     MANAGEMENT  TODAY  in  English 
I  NC  I  V  V  V-/lxl\     \^  VECKANS  AFFARER  in  Swedish 

lor  more  information  call 

ALASTAIR  GORNALL  -  Southern  States  Telephone:  (212)  997  3585 
IAN  STEWART  -  North  Eastern  States  and  Eastern  Canada 
Telephone:  (212)  997  2946 
ROBERT  GILOT  -  Central  and  Western  States 
Telephone:  (312)  751  3716 


International  Management 

McGraw-Hill  Building  1221  Avenue  of  the  Americas  NEW  YORK  NY10020 
McGraw-Hill  House  Maidenhead,  Berkshire.  England  SL6  2QL 


Financial  Strategy 


MONKY&  INVKSTMKNTS 


When  discussing  budgets  with  a  new  client, 
I  first  point  out  that,  like  a  military  com- 
mander, one  must  have  reserves. 

HOW  MUCH  CAN 
I  LIVE  ON? 


By  John  Train 


son 


"Never  sell  Con- 
sols," old  Soames 
Forsyte  used  to  cau- 
»  tion  his  heirs.  Con- 
r^w^p  sols  were  the  long- 
term  bonds  of  the 
British  government 
that  the  British  re- 
ferred to  when  in 
the  old  days  they 
would  say  of  a  per- 
of  property:  "He  has  10,000  a 
year."  (Before  World  War  I  that  sum, 
in  pounds,  gave  you  a  very  good  living 
indeed.)  That's  quite  a  realistic  way  to 
think  about  money,  in  terms  of  the 
income  it  produces,  and  I  commend  it 
to  clients,  as  long  as  it  refers  to  one's 
sustainable  buying  power — that  which 
will  keep  up  with  inflation. 

But  alas,  if  the  Forsyte  Saga  descen- 
dants had  followed  Soames'  advice 
they  would  now  be  wiped  out.  I  once 
calculated  that  as  a  result  of  inflation, 
long-term  British  bonds  of  the  World 
War  I  era  were  now  worth  only  about 
2%  of  their  nominal  value  in  real 
terms;  and  in  addition  the  income 
had  been  subjected  to  very  heavy  tax- 
ation. So,  maybe  1%  is  closer. 

With  hindsight,  we  can  see  that  a 
young  Forsyte,  who  in  1910  had  a 
fixed  income  of  £10,000  a  year  and 
wanted  to  set  a  budget  for  the  next  60 
years,  would  have  been  well  advised 
to  put  at  least  half  his  income  into  an 
income  replacement  fund,  and  only 
live  on  the  remaining  half  after  taxes. 

My  point  is  that  a  nominal  income 
requires  a  lot  of  adjustment  before  you 
can  say  with  confidence:  "Here  is  the 
standard  of  living  I  will  be  able  to 
sustain."  Bat  that  sustainable  stan- 
dard is  what  one  needs  to  establish. 

When  discussing  budgets  with  a 
new  client,  I  first  pomt  out  that,  like  a 

Jobri  Train  is  president  of  Train,  Smith.  Invest- 
ment Counsel.  Neu  vork,  and  tlx'  author  of 
The  Money  Masters  and  Dance  of  the 
Money  Bees. 


military  commander,  one  must  have 
reserves.  Your  Treasury  bills  and  gold 
are  your  cavalry  over  the  hill,  which 
you  may  need  to  save  the  day  when 
the  battle  goes  against  you.  Your  re- 
serves are  your  lifeboat,  your  para- 
chute. They  aren't  there  to  enable  you 
to  sail  faster  or  fly  higher,  just  to  save 
your  neck.  (Of  course,  if  during  a 
washout  you  have  the  nerve  to  com- 
mit your  reserves  successfully,  then 
you  can  make  a  real  killing.  Lots  of 
stocks  have  quadrupled  since  1974.) 

Let's  be  specific.  Suppose  a  recently 
retired  couple  has  an  income  of 
$30,000  from  investments.  And  sup- 
pose they  keep  one-fourth  of  their 
capital  in  liquid  reserves — mostly 
short-term  government  bonds.  The 
10%  interest  that  they  collect  from 
that  source  is  not  truly  spendable  in- 
come, since  the  value  of  the  paper  in 
real  terms — assuming  a  10%  or  12% 
inflation  rate — is  declining  as  fast  as 
the  interest  is  being  paid.  (And  that's 
before  taxes.)  So  if  our  couple  has  an 
income  of  $30,000,  of  which  some 
$10,000  comes  from  bonds,  the  realis- 
tic course  is  to  conceptually  add  all  of 
that  $10,000  back  to  capital  and  only 
start  the  budget  calculation  with  the 
remaining  $20,000. 

But  that  $20,000  may  again  be  truly 
spendable  or  not,  depending  on  how 
it's  generated.  If  it  represents  the  in- 
come from  a  portfolio  of  utility  stocks 
whose  dividends  rise  an  average  of 
3%  or  4%  a  year,  or  if  the  companies 
are  maintaining  their  dividend  in- 
creases by  constantly  adding  to  long- 
term  debt,  then  the  couple  is  poten- 
tially in  the  situation  of  our  1910  En- 
glishman. They  should  conceptually 
put  aside  a  substantial  part  of  the  in- 
come as  an  income  replacement  fund. 
Half,  maybe,  or  even  two-thirds. 

If,  on  the  contrary,  the  $20,000 
represents  the  yield  from  a  list  of 
high-growth  stocks  with  low  divi- 
dends, then,  I  believe,  the  couple  can 
spend  somewhat  more  than  the  cash 
yield  and  still  be  gaining  in  real 
terms.  With  a  portfolio  invested  in 


wonderful  enterprises  like  Bax 
Travenol  Laboratories,  American 
ternational  Group  or  Schlumber 
one  can  spend  more  than  the  presi 
dividend  of  2%  or  so;  the  yields 
rising  so  fast  that  they'll  bail  you  t 
soon  enough.  So  spending  4%  or 
a  year  may  well  work  out.  (Bax 
reinvests  80%  of  its  earnings  for  fj 
ther  growth,  American  Intematioi 
Group  90%  and  Schlumberger  75*3 

If  the  portfolio  is  made  up  of  < 
first-tier  greats — Johnson  &  fohnst 
Eastman  Kodak,  IBM  and  the  like 
then  one  can  probably  spend  rougl 
the  full  amount  of  the  dividends 
reasonable  confidence  that  their  q 
current  yield  will  in  due  course  rise 
6%,  7%,  8%  and  so  on  in  line  wi 
inflation. 

To  a  new  client,  therefore,  I  wot 
point  out  that  since  one  of  his  optio 
is  to  buy  IBM,  whose  5%-plus  yield 
likely  to  rise  at  least  as  fast  as  inf 
tion,  that  5%  is  a  realistic  alternate 
Since  if  you  buy  a  stock  with  a  low 
yield  than  IBM  your  reason  is  presui 
ably  that  it  has  better  prospects  th 
IBM  and  thus  will  eventually  have 
even  higher  yield,  it  seems  reasonat 
to  spend  4%  or  5%  per  annum  of  t 
amount  so  invested.  You  can  do  this 
you  have  done  your  homework  cc 
rectly,  that  is  bought  stocks  who 
yields  are  on  average  rising  as  fast 
inflation. 

Before  fixing  one's  household  bui 
get,  of  course,  one  must  deduct  actu 
taxes  paid,  not  only  on  the  stocks  b 
also  on  the  bonds  in  one's  reserve 
even  though  bond  interest  isn't  tru 
spendable  income. 

That's  the  trouble  even  with  T  bill 
as  reserves;  they're  not  tax-efficien 
If  you're  in  a  high  tax  bracket,  gol 
which  over  the  long  term  keeps  yc 
even  with  inflation  without  ordinal 
income  tax,  is  a  more  efficient, 
though  less  predictable,  solution. 

One  final  point:  When  I  point  oil 
to  retired  persons — who  because 
the  "money  illusion"  of  unreal 
come  are  spending  more  than  the 
really  should — the  risk  of  running  lo 
and  ending  up  in  straitened  circun 
stances  in  their  late  70s,  they  ofte 
say,  "Well,  I  don't  expect  to  live  th 
long."  Quite  the  contrary!  A  gre 
many  persons  in  easy  circumstance 
make  it  well  into  their  80s.  Nothinj 
in  fact,  prolongs  life  like  a  comfor 
able  income,  particularly,  I  seem 
observe,  if  there's  a  collection 
hungry  heirs  that  are  being  kep 
waiting  indefinitely.  So  be  realistij 
and  conservative.  Let  the  surprises  to 
pleasant  ones.  ■ 


l( 
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Let  Value  Line  help  you  identify... 

HQ-NAME  STOCKS  NOW 
HEADING  FOR  TROUBLE 

How  our 1980  earnings/dividends  estimates  for  1700  stocks 

may  help  YOU  stay  out  of  trouble 


ession  notwithstanding,  many  stocks  appear  on  the  way  to 
rply  higher  earnings,  and  dividend  payouts,  in  1980. 

'<|an  even  larger  number  of  stocks  may  be  heading  for  earn- 
)  setbacks  and/or  dividend  cuts  .  .  .  ranging  from  very  mild  to 
ruciating. 

tlSf  i  certain  obvious  exceptions,  such  as  the  beleaguered  Auto 
:ks,  it's  not  all  that  easy  to  identify  the  stocks  that  will  end  up 
0  with  lower  year-to-year  earnings  and  dividends — let  alone  to 
n  ass  the  potential  severity  of  such  setbacks. 

e  the  list  below,  for  instance.  Value  Line  estimates  that  well 
r  half  these  stocks  will  earn  less  in  1980  than  in  1979  .  .  .  rang- 
™  to  as  much  as  75%  off.  And  we  estimate  dividend  cuts  for  a 
u  liber  of  these  stocks  ranging  to  50%  off.  Can  you  identify  which 
;ks  we  estimate  are  going  to  be  hit  hardest? 


Value  Line  Full-Year  Estimates  Suggest 

Lower  Earnings  For  More  Than 
Half  These  Stocks  In  1980 

Estimated  earnings  off  up  to  75%. 
Estimated  dividends  off  up  to  50%. 


AT&T 

Amerada  Hess 
Allis  Chalmers 
Amer  Broadcstg 
Amer  Brands 
'  i  Amer  Can 

Amer  Airlines 
-  Amer  Cyanamid 
Boeing 
Borg  Warner 
Bethlehem  Steel 
Boise  Cascade 


City  Investing 
Celanese 
Citicorp 
DuPont 

Eastern  Airlines 
Eastman  Kodak 
Exxon 

General  Electric 
Georgia  Pacific 
Honeywell 
ITT 

Intl  Paper 


IBM 

Johns  Manville 
Liggett  Group 
Mobil  Corp 
Martin  Marietta 
Occidental  Petro. 
Owens  Corning 
Outboard  Marine 
RCA 

Sears  Roebuck 

Texaco 

Textron 


What  About  Your  Stocks? 

at  could  be  especially  important  right  now  is  to  identify  those 
;ks  which  may  end  up  1980  a  lot  worse  off — or  a  lot  better  off — 
the  market  currently  anticipates. 

iit  could  be  urgently  important  to  check  every  stock  that  in- 
!Sts  you  against  Value  Line's  carefully  researched  estimates. 


CI! 


invitation  will  bring  you,  automatically  as  a  bonus,  Value 
's  very  latest  full-page  individual  Ratings  &  Reports  on  each 
700  leading  stocks,  showing  you  immediately  .  .  . 


•  Each  stock's  estimated  earnings  per  share  for  full- 
year  1980,  plus  a  quarter  by  quarter  breakdown  of  ac- 
tual and  estimated  results. 

•  Estimated  dividends  per  share  for  full-year  1980. 
(Each  week,  Value  Line  also  presents  updated  es- 
timates of  each  stock's  dividends  over  the  next  12 
months— well  into  1981.) 

•  Actual  earnings  and  dividends  per  share  for  each  of 
the  last  15  years,  showing  how  the  company  has 
performed  under  varying  economic  conditions. 

•  Estimated  average  earnings  and  dividends  per  share 
during  the  next  3  to  5  years. 

s  is  but  a  small  fraction  of  the  comprehensive  help  you  will 
tematically  receive  in  The  Value  Line  Investment  Survey. 


Updated  Every  Week 

Every  week,  Value  Line's  regular  Summary  &  Index  presents  up- 
to-date  ratings  of  EACH  of  1700  stocks— relative  to  all  the 
others— as  follows  .  .  . 

a)  Rank  for  Probable  Price  Performance  in  the  Next  12  Months — 
ranging  from  1  (Highest)  down  to  5  (Lowest). 

b)  Rank  for  Investment  Safety  (from  1  down  to  5). 

c)  Estimated  Yield  in  the  Next  12  Months. 

d)  Estimated  Appreciation  Potential  in  the  Next  3  to  5  Years — 
showing  the  future  "target"  price  range  for  the  stock. 

e)  Current  price,  P/E  ratio,  Beta;  also  latest  quarterly  earnings 
and  dividend  results  against  a  year  ago. 

Plus  Full-Page  Reports 

In  addition,  each  of  the  1700  stocks  is  the  subject  of  a  new  full- 
page  Rating  &  Report  at  least  once  every  three  months— includ- 
ing 22  series  of  vital  financial  and  operating  statistics  going  back 
15  years  and  estimated  3  to  5  years  ahead.  About  130  new  full- 
page  Reports  like  this  are  issued  each  week  .  .  .  1700  every  13 
weeks.  And  Supplementary  Reports  are  issued  whenever  interim 
developments  require.  And  Value  Line's  "Selection  &  Opinion" 
section  tells  why  Value  Line  sees  the  market  averages  much  high- 
er by  the  mid-1980s. 

Special  Bonus  Invitation 

We  will  send  you,  as  a  bonus,  Value  Line's 
Investors  Reference  Service,  indexed  and 
looseleaf  bound  for  easy  reference. 

We'll  also  send  you,  as  a  bonus,  a  gift  copy 
of  Evaluating  Common  Stocks  by  Arnold 
Bernhard,  Value  Line's  founder  and 
research  chief,  revealing  methods  of  stock 
evaluation  that  took  decades  to  develop. 

You  can  receive  the  complete  Value  Line  Investment  Survey  (with 
30-day  money-back  guarantee)  for  the  next  10  weeks  for  only 
$33— about  HALF  the  regular  rate— if  no  one  in  your  household 
has  subscribed  in  the  past  two  years. 

To  accept  this  invitation— and  to  check  immediately  Value  Line's 
up-to-date  earnings  and  dividend  estimates  for  stocks  that  con- 
cern you — mail  the  coupon  today. 


THE  VALUE  LINE  INVESTMENT  SURVEY 

ARNOLD  BERNHARD  &  CO. .INC. ,711  THIRD  AVE , NEW  YORK.N  Y  10017 

□  Begin  my  10-week  trial  to  The  Value  Line  Survey  (limited  once  to  any 
household  every  two  years)  and  send  me  the  two  bonuses  listed  above. 
Check  for  $33  is  enclosed.  (Trial  subscriptions  must  be  accompanied 

by  payment.)   .._ 

SPECIAL  EXTRA  BONUS  A  tamous-make  pocket-  MK|HW1 
size  CREDIT  CARD/CALCULATOR  SUPER  SLIM 
LCD  CALCULATOR  (with  full  memory)  given  to  you 
when  you  order  The  Value  Line  Investment  Survey 
for  one  year — and  send  payment  now. 

□  1  year  for  $330.  My  payment  is  enclosed— send  me  the  CALCULA- 
TOR as  my  extra  special  bonus.  (There  are  no  restrictions  with  this  an- 
nual subscription.) 

□  Enter  my  subscription  now.  Bill  me  for  $330.  (Does  not  include  the 
calculator.)  816E15 

SIGNATURE  


NAME  (please  print)  . 
ADDRESS  


.  APT.  NO 


CITY. 


.STATE, 


.ZIP. 


GUARANTEE:  If  dissatisfied  for  any  reason,  I  may  return  material  within  30 
days  for  full  refund  of  the  fee  I  have  paid.  Subscription  tax-deductible  and 
non-assignable.  Foreign  rates  on  request.  (NY  residents  add  sales  tax.) 


Psychology  &  Investing 


MONEY  &  INVESTMENTS' 


Southerners  bought  buildings.  Northerners 
bought  building  stocks.  Both  want  to  dis- 
pose of  their  holdings.  Neither  group  can. 

GOLDEN  PADLOCKS 


By  Srully  Blotnick 


Rising  interest 
rates  have  caught 
most  investors  by 
surprise.  Few  were 
prepared  for  the  3% 
increase  that  took 
place  between  mid- 
June  and  mid-Au- 
gust, by  which  time 
six-month  Treasury 
bills  were  yielding 
9.765%.  However,  one  group  of  inves- 
tors was  especially  shocked:  those 
who  had  jumped  aboard  the  housing 
industry  stocks.  It  is  currently  causing 
them  to  reexamine  the  basis  upon 
which  they  bought  the  issues  in  the 
first  place. 

"Once  rates  started  falling,"  said 
Peter,  a  50-year-old  architect,  speak- 
ing for  the  majority,  "I  knew  this  was 
one  of  the  groups  I  wanted  to  play. 
Now,  I'm  not  so  sure."  The  rapid  pace 
at  which  rates  decreased  was  a  wel- 
come event  to  him,  for  two  reasons: 
He  anticipated  that  it  would  help  his 
everyday  business,  and  he  also  hoped 
that  it  would  fuel  a  solid  recovery  in 
the  construction  sector  of  the  stock 
market. 

Both  things  have  happened,  to 
some  extent.  "Business  was  awful  for 
the  first  half  of  the  year,"  he  said, 
"and  it's  not  wonderful  yet.  But  it's 
much  better  than  it  was."  Housing 
starts  had  been  running  at  an  annu- 
alized rate  of  1.8  million  units  from 
March  through  September  of  1979, 
and  then  began  to  plunge. 

"We'd  all  been  hearing  for  so  long 
about  a  big  bust  that  was  coming,"  he 
said,  "1  was  kind  of  ready  for  it.  It  just 
came  more  suddenly  than  a  lot  of  us 
thought  it  would." 

So  did  the  recovery.  Housing  starts 
rose  33%  in  June  and  another  5%  in 


Dr.  Srully  Blo:i:ick  is  a  practicing ps\dx>!ogist 
and  author  of  cutting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


July,  to  an  annualized  rate  of  1.27  mil- 
lion units. 

The  housing  stocks  have  done  well. 
In  fact,  they  have  outperformed  the 
market  as  a  whole  during  the  last  five 
months.  Benefiting  directly  from  the 
decreased  cost  and  increased  avail- 
ability of  mortgage  money,  gains  of 
50%  have  been  common  in  the  group. 

Nevertheless,  by  August  major  lend- 
ers were  once  again  raising  home 
mortgage  rates.  "That  rattled  me,"  ad- 
mitted Peter,  "and  it  makes  me  won- 
der how  much  longer  it  will  take  for 
the  housing  rebound  to  abort.  You 
know,  winter  is  coming,  and  business 
for  this  group  is  going  to  slow  down 
automatically,  anyway." 

To  sell  or  not  to  sell?  The  question 
is  one  that  Peter  and  many  others  like 
him  have  been  asking  with  some  reg- 
ularity lately.  What  disturbs  him  most 
he  says  is  this:  "The  stocks  in  this 
group  seem  to  have  gotten  ahead  of 
themselves."  That  is,  they've  attained 
prices  that  seem  to  him  to  discount 
fully  a  substantial  part  of  the  next 
cyclical  recovery  of  the  economy.  "It 
hasn't  even  happened  yet,"  he  says 
anxiously,  "and  if  it  takes  a  longer 
time  to  bappen  than  most  people  ex- 
pect— say,  it's  delayed  until  next 
spring — there  could  be  big  trouble  for 
the  group  by  the  end  of  the  year." 

There  are  investors  in  my  sample 
from  every  part  of  the  U.S.  who  are 
plagued  by  the  same  concerns  as  Pe- 
ter's. They  have  gains  and  are  uncer- 
tain as  to  what  should  be  done  about 
them.  However,  the  majority  of  those 
with  paper  profits  in  building  industry 
stocks  are  in  the  North,  and  for  a  very 
good  reason. 

Speculating  in  residential  real  estate 
is  primarily  a  local  activity.  Most  in- 
vestors with  surplus  cash  are  reluctant 
to  spend  it  on  properties  they  can't 
see.  "Being  an  absentee  landlord  is 
not  a  good  idea,"  said  one,  who  owns 
four  houses  in  Connecticut,  "take  it 
from  me."  As  a  result,  northern  inves- 
tors who  wanted  to  participate  in  the 
boom  in  housing  prices  these  last  few 


years  bought  building  industry  sto4 
while  southern  investors  actu. 
bought  buildings. 

The  tight  mortgage  market  u 
most  of  the  frenzy  out  of  southern  i 
estate  speculation.  But  in  the  Nc 
something  else  entirely  has  slon 
down  the  investors  who  played 
game:  taxes.  They  can't  sell 
stocks  on  which  they  have  pro! 
since  the  gains  would  be  short  tert 

But  while  Northerners  have  shi 
term  gains,  the  Southerners  h 
long-term  gains.  That's  because  he 
ing  prices  and  housing-related  sto 
have  been  out  of  phase  in  rec 
years.  Some  housing  stocks  peakec 
1976  and  trended  down  thereaf 
But  housing  itself  went  straight 
until  last  fall.  Then,  when  hous. 
prices  slowed  down,  housing-rela 
stocks  suddenly  went  up. 

Southern  investors  in  the  majoi 
of  cases  examined  have  long-te 
gains  on  the  properties  they  boug 
but  no  buyers  at  the  posted  pri 
Northern  investors,  on  the  ot 
hand,  have  short-term  gains  on 
stocks  they  bought  and  plenty  of  b 
ers.  Selling  a  stock  is  much  eas 
than  selling  a  building.  But  the  she 
term  gain  would  expose  them  to 
rates  so  high  that  the  sale  isn't  o 
they  want  to  make,  though  they  c 
more  easily. 

The  answer,  then,  as  to  whether 
not  the  stocks  should  be  sold  deper 
on  your  earnings,  and  hence  your 
bracket.  In  Peter's  case,  lost  earru 
earlier  in  the  year  were  of  suffick 
magnitude — his  income  was  do 
nearly  40%  compared  with  the  sai 
period  in  1979 — that  he  is  willing 
take  the  gain.  As  this  issue  goes 
press,  he's  disposing  of  his  holdings 
Lennar  and  Lowes. 

The  majority  of  others  in  his  situ 
tion,  however,  would  simply  have  t 
large  a  tax  bill  if  they  followed  Pete 
example.  For  better  or  worse,  th 
intend  to  hold  on,  and  ride  out  wr 
they,  too,  see  is  the  possibility  oi 
sizable  dip  in  the  prices  of  the 
stocks  should  the  recovery  either 
postponed  or  be  a  gradual  one. 

In  short,  a  wide  variety  of  investo 
northern  and  southern  alike,  « 
locked  into  major  investments — b 
for  different  reasons.  The  Southern* 
can't  find  buyers;  the  Northerns 
don't  want  to  pay  short-term  taxi 
Locked-in  investors  aren't  active  i 
vestors,  and  they  should  prevent  tt 
market  from  going  much  higher  f 
now.  The  party  will  start  sagging 
the  number  of  guests  who  want  oi 
continues  to  grow.  ■ 


222 


FORBES,  SEPTEMBER  15, 


NOBODY  GIVES  YOU 
OPINION 


Newsweek's  first  column  of  opinion 
appeared  in  the  issue  of  October  4,  1937, 
signed  by  Raymond  Moley,  a  member 
of  FDR's  famous  "Brain  Trust." 

Since  then,  Newsweek  has  provided  a 
forum  for  31  other  distinguished  columnists. 
And  Newsweek  readers  have  gained 
insight  from  the  views  of  Walter  Lippmann, 
Stewart  Alsop,  Bill  Moyers  and  Zbigniew 
Brzezinski— to  name  only  a  few. 

The  six  regulars  currently  appearing 
include  two  Nobel  laureates— Paul 
Samuelson  and  Milton  Friedman;  two 


Pulitzer  Prize  winners— Meg  Greenfield  and 
George  Will;  Jane  Bryant  Quinn,  wjio 
authors  the  first  newsweekly  money  manage- 
ment column;  and  award-winning  sports- 
writer  Pete  Axthelm. 

In  addition,  contributors  to  Newsweek's 
guest  column,  "My  Turn,"  range  from 
corporate,  government  and  literary  figures  to 
students  and  homemakers. 

Stimulating  commentary,  clearly  delin- 
eated from  regular  editorial  coverage,  remains 
one  of  the  compelling  distinctions  between 
Newsweek  and  the  other  newsweeklies. 


IKE  NEWSWEEK 


Faberge  fcggs 

Imperial  Russian  Fantasies 


Introduction  and  commentaries 
by  Christopher  Forbes 
Foreword  by  Armand  Hammer 

"Everyone  who  sees  it  wants  to  look 
at  it-and  look  and  look  . . .  the  next 
best  thing  to  seeing  the  collection 
itself."  -Detroit  Free  Press 

Few  people  have  the  opportunity 
to  examine  the  intricacy  of  work- 
manship, the  preciousness  of  ma- 
terial, and  the  artistry  of  design 
exhibited  in  the  exquisite  creations 
of  the  great  Faberge  atelier. 

That  rare  pleasure  is  now  avail- 
able in  a  stunning  new  large- 
format  paperback.  Twenty-six 
poster-size  colorplates,  suitable 
for  framing,  masterfully  present 
every  exquisite  detail  of  the  daz- 
zling jeweled  fantasies  created  by 
the  House  of  Farberge  for  the 
Imperial  family  during  the  twi- 
light years  of  the  Russian  empire. 

Christopher  Forbes,  Assistant  Pub- 
lisher and  Vice  President  of 
Forbes  Magazine,  provides  a  fasci- 
nating introduction  to  the  book 
and  a  commentary  or  caption  tor 
each  masterpiece.  In  addition, 
Mr.  Forbes  also  compiled  a  cata- 
logue raisonne  of  all  known  imper- 
ial eggs,  illustrated  with  specially 
commissioned  line  drawings. 

Foreword  to  the  book  is  provided 
by  Armand  Hammer,  medical 
doctor,  entrepreneur,  and  art  col- 
lector, who,  in  the  1920s,  lived  and 
worked  for  nine  years  in  the  USSR 
and  eventually  brought  priceless 
Romanov  treasures,  among  them 
Faberge  eggs,  to  this  country. 

Faberge  Eggs  is  published  by 
Harry  Abrams,  Inc.  for  512.50. 
To  order  your  copy  of  this  mag- 
nificent collection  of  Romanov 
treasures,  fill  in  the  coupon  below 
and  mail  today,  along  with  check 
or  money  order. 


Forbes  Magazine  Collection 

60  Fifth  Avenue,  New  York,  NY  10011 

Please  send  me  copies 

of  Faberge  Eggs  at  S12.50  each,  plus  S2.00 
postage  and  handling  for  each  copy. 
N.Y.  resident  add  appropriate  sales  tax. 
Total  enclosed  i   

Name  

Address  

City  

State 


Observations 


Buying  or  selling  bonds  on  short-run 
changes  in  the  money  supply  is  foolish. 


MONEY  IS  DEAD 


By  Ashby  Bladen 


Zip 


Many  times  during 
the  last  few  years 
bond  prices  have 
soared  or  plummet- 
ed at  the  end  of  the 
week  because  the 
weekly  report  of  the 
money  supply, 
which  is  usually  re- 
leased late  Thursday 
afternoon,  showed 
an  unexpectedly  large  increase  or  de- 
cline. Buying  or  selling  bonds  on  the 
basis  of  short-run  changes  in  the  mon- 
ey supply  is  foolish,  for  several  reasons. 

For  one  thing,  not  even  the  most 
fanatical  monetarists  believe  that  the 
week-to-week  changes  in  the  money 
supply  mean  anything.  There  are  many 
kinds  of  transfers  of  funds  that  have  no 
long-run  significance  but  that  can  dra- 
matically affect  the  weekly  figures.  For 
example,  the  U.S.  Treasury's  checking 
account  balance  is  not  considered  to  be 
part  of  the  money  supply  but  your 
balance  and  mine  are.  As  a  result,  in  a 
week  when  the  Treasury  disburses 
funds,  on  balance,  the  money  supply 
rises;  in  a  week  when  the  Treasury's 
receipts  exceed  its  disbursements,  the 
money  supply  shrinks. 

A  more  crucial  point  is  that  there  is  a 
fundamental  flaw  in  the  monetarist 
analysis  of  the  financial  system.  This  is 
important  because  we  are  unlikely  to 
have  sound  national  financial  policies 
until  we  get  our  theory  of  the  financial 
system  straightened  out.  Naive  mone- 
tarism has  consistently  caused  both 
individuals  and  institutions  to  make 
bad  investment  decisions. 

Monetarism  implicitly  assumes  that 
there  is  a  qualitative  difference  be- 
tween money  and  financial  instru- 
ments— financial  instruments  being  a 
fancy  name  for  notes,  bonds  and  other 

Ashby-  Bladen  is  senior  vice  president-invest- 
ments for  the  Guardian  Life  Insurance  Co.  of 
America,  and  author  of  How  to  Gape  with  the 
Developing  Financial  Crisis. 


written  evidences  of  debts.  There  waA 
such  a  difference  in  the  19th  century, 
when  "money"  meant  coins  made  out 
of  precious  metals  that  constitutedpur 
chasing  power  because  they  were  in 
trinsically  valuable.  In  those  days,  any- 
thing on  paper  was  recognized  to  be  a 
credit  instrument  and  not  money  in  the 
true  sense  of  the  word.  But  that  kind  of 
money  ceased  to  exist  in  Europe  in 
1914,  when  the  warring  powers  called 
in  their  coins  and  replaced  them  with 
notes  of  the  state  or  the  central  bank. 

During  the  19th  century,  the  U.S 
was  unique  in  having  a  monetary  sys 
tern  that  was  based  upon  both  gold  and 
silver.  Our  gold-  and  silver-certificate 
dollar  bills  were  in  fact  warehouse  re- 
ceipts that  were  freely  exchangeable  for 
the  underlying  metals.  Because  of  this 
historical  accident,  money  with  intrin- 
sic value  faded  from  the  American 
scene  over  a  period  of  30  years,  begin 
ning  in  1 934  when  President  Roosevelt 
took  us  "off  gold"  and  ending  in  1965 
when  a  run  on  the  Treasury's  silver 
forced  it  to  cease  issuing  silver  certifi- 
cates. The  dollar  bills  that  you  carry  in 
your  wallet  today  are  simply  noninter- 
est-bearing  evidences  of  a  debt  of  one  or 
another  of  the  Federal  Reserve  banks. 

Today  we  use  the  word  "money 
loosely  to  refer  to  the  most  liquid — 
that  is,  the  most  easily  spendable — of 
the  debt  instruments  of  our  financial 
system.  But  since  liquidity  is  a  matter 
of  more  or  less,  it  is  difficult  to  draw 
the  line  and  say  which  pieces  of  paper 
are  money  and  which  are  nonmone- 
tary financial  instruments.  It  is  this 
difficulty  that  has  caused  the  perni 
cious  proliferation  of  Ms — narrower 
and  broader  definitions  of  money. 

Moreover,  the  line  won't  stay  put 
As  our  economy  becomes  progressive- 
ly more  overindebted  and  unstable, 
people  want  to  hold  their  savings  in 
steadily  more  liquid  assets,  and  the 
financial  market  complies  by  invent 
ing  appropriate  vehicles  faster  than 
the  monetarists  can  rewrite  their  defi- 
nitions of  money.  For  example,  until 
recently,  money  market  fund  shares 
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sren't  considered  to  be  money,  even 
ough  you  can  write  checks  against 
em.  A  proper  theory  of  the  financial 
stem  would  focus  upon  the  amount 
debt  outstanding,  the  rate  at  which 
is  growing  and  the  liquidity  of  the 
suiting  financial  instruments;  and 
Duld  abandon  the  obsolete  concept 
money. 

This  failure  of  theory  has  just 
used  a  monstrous  flap  in  Britain  and 
crash  in  the  bond  market.  Until 
cently,  the  British  government  tried 
contain  inflation  with  a  device 

■ 

lied  the  "corset."  The  corset  limited 
e  rate  at  which  those  forms  of  bank 
;dit  that  are  generally  considered  to 
sate  money  could  grow,  and  borrow- 
5  and  lenders  got  around  it  by  using 
;dit  instruments — like  bankers'  ac- 
ptances — that  aren't  counted  in  the 
oney  supply.  Then,  when  Prime 
inister  Margaret  Thatcher  aban- 
ned  the  corset,  people  went  back  to 
eir  normal  way  of  doing  things,  and 
e  money  supply  exploded.  This  year 
itain  is  sinking  into  a  severe  reces- 
m.  People  who  reasoned  simply 
at  recessions  mean  lower  interest 
:es  and,  therefore,  bought  bonds  on 
irgin  were  badly  burned  when  the 
nd  market  crashed, 
[n  my  recent  book,  I  tried  to  devel- 
a  proper  theory  of  the  financial 
stem.  Some  of  the  conclusions  are 
)rth  repeating,  particularly  in  light 
today's  volatile  and  tricky  invest- 
:nt  markets.  First,  while  the  overall 
e  of  debt  formation  in  this  country 
aked  in  1978  and  has  been  declining 
ice,  it  still  remains  excessive.  As 
lg  as  that  is  the  case,  inflation  will 
id  to  worsen  and  the  basic  trend  of 
nd  prices  will  remain  down,  as  it 
s  been  for  the  last  40  years, 
iven  in  the  heyday  of  the  gold  stan- 
rd  the  main  thing  that  kept  the  rate 
debt  formation  moderate  and  non- 
lationary  was  the  prudent  self-inter- 
of  borrowers  and  lenders,  both  of 
om  realized  that  finance  is  a  risky 
iness.  The  main  reason  for  our  cur- 
t  inflationary  troubles  is  that  the 
dern  policies  of  stabilizing  the 
nomy,  guaranteeing  debts  and  bail- 
out improvident  borrowers  have 
intentionally  undermined  that  pru- 
nt  self-interest.  Today  borrowers  be- 
ve  that  being  in  debt  is  the  best  way 
stay  ahead  of  inflation,  and  lenders 
ieve  that  inflation  bails  out  bad 
ns.  That  is  why  a  "soft  landing"  out 
inflation  is  unlikely.  If  the  inflation 
J  es  come  to  an  end,  it  will  be  because 
unexpected  and  painful  shock  has 
toted  financial  prudence.  We  can  no 
lger  have  it  both  ways.  ■ 
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A  savings  accountt  is  certainly 
dependable  for  everyday  emergencies. 
But  in  these  times  of  spiraling  infla- 
tion, it's  also  important  to  seek  maxi- 
mum return  on  your  money.  In  addition 
to  high  current  yields,  the  Rowe  Price 
Prime  Reserve  Fund  offers  these  attrac- 
tive advantages: 

□  Minimum  initial  investment,  just 
$1,000  (as  little  as  $100  thereafter). 
□  Immediate  liquidity  with  no  with- 
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^        145th  ^ 
CONSECUTIVE 
QUARTERLY 
CASH  DIVIDEND 


The  Contrarian 


The  Board  of  Directors  of 
ENSERCH  Corporation  on 
August  7.  1980,  declared  a 
regular  quarterly  dividend 
of  43  cents  per  share  of 
common  stock,  payable 
September"  2,  1980,  to 
shareholders  of  record 
August  18,  1980. 

For  additional  information, 
please  write  to  Benjamin  A. 
Brown,  Vice  President.  Fi- 
nance, Dept.  C,  ENSERCH 
Center.  Box  999,  Dallas. 
Texas  7522 1 


CORPORATION 


UTILITIES 
COMPANY 


COMMON  STOCK  DIVIDEND 

The  Board  of  Directors  has 
declared  a  regular  quarterly  divi- 
dend of  44  cents  per  share  on 
the  common  stock  of  the  Com- 
pany, payable  October  1,  1980 
to  shareholders  of  record  at  the 
close  of  business  September  5, 
1980. 

R.  E.  FONVILLE 
Secretary 

August  15,  1980 


Electric  Utility  Subsidiaries: 

Dallas  Power  &  Light  Company 
Texas  Eiectric  Service  Company 
Texas  Power  &  Light  Company 


Don't  make 
your  mail 
come  looking 
for  you. 


Notify  everyone     I  — 
a  month  before  you  move. 
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Can  you  have  a  bull  market  in  a  terrible 
economy?  You  can  and  you  do. 

THE  MARKET'S 
MAGINOT  LINE 


By  David  Dreman 


"Is  this  the  begin- 
ning of  a  major  bull 
market?"  This  is  a 
question  heard  more 
and  more  frequently 
as  the  S&P,  the 
NYSE,  the  Amex 
and  the  NASDAQ 
indices  march  re- 
lentlessly into  new 
high  ground.  Even 
those  staid  30 — the  Dow  Jones  indus- 
trials— are  not  far  behind. 

Many  would  answer  with  an  em- 
phatic no!  The  current  economic,  po- 
litical and  financial  milieu  is  disturb- 
ing, if  not  horrifying.  With  micro- 
scopic clarity  the  experts  can  point 
out  a  long  series  of  seemingly  insur- 
mountable problems.  Here  are  a  few: 
After  seven  years  of  banditry, 
OPEC  continues  to  hold  the  gun  to 
our  head.  U.S.  economic  growth  lags 
behind  other  industrial  nations'  be- 
cause the  system  for  years  has  encour- 
aged consumer  spending  and  its  corol- 
lary, undersaving,  at  the  cost  of  much 
needed  modernization  of  our  industri- 
al base.  The  result:  productivity  that 
has  steadily  deteriorated,  and  from 
recent  figures  now  seems  to  be  in  free- 
fall.  The  list  stretches  on  and  on,  with 
traditional  remedies  appearing  in- 
creasingly impotent. 

Yet  the  stock  market  seems  obliv- 
ious to  it  all.  Is  this  simply  another 
speculative  mania  destined  to  end  like 
all  the  others,  with  the  obliteration  of 
a  profit-obsessed  crowd? 

I,  for  one,  think  not.  The  experts  are 
indeed  right  on  the  problems.  The 
flaw  is  not  in  their  analysis  but  in  its 
narrow  focus  on  the  stock  market, 
while  forgetting  the  same  problems 
affect  many  other  investments.  The 
simple  truth  is  that  many  of  the  diffi- 

David  Dreman  is  president  of  Dreman  Asso- 
ciates. Investment  Counsel,  New  York,  and 
autlxtr  of  Contrarian  Investment  Strategy  and 
Psychology  and  the  Stock  Market. 


culties  previously  discussed  will  prove 
far  more  devastating  to  investment' 
other  than  stocks. 

Take,  for  example,  the  most  com 
monly  talked  about  ailment  today- 
inflation.  If  it  continues  at  an  average 
12%  rate  in  the  future — certainly  not 
impossible — an  investor  in  the  50% 
tax  bracket  who  buys  a  Triple  A  12% 
bond  will  lose  30%  of  his  purchasing 
power  in  five  years;  50%  in  ten.  Ever) 
tax-exempts  will  not  save  him. 

Are  collectibles — from  lead  soldiers 
to  Persian  carpets  to  comic  books— 
any  better?  Maybe,  but  first  you  have 
to  pay  the  dealer  a  commission  of  up 
to  50%,  so  a  100%  gain  is  required  tc 
break  even,  assuming  you  can  pick 
good  value  to  begin  with.  Collecting  is 
no  surefire  way  to  preserve  capital. 

Commodities?  With  the  wild  fluc- 
tuations in  precious  metals  and  com 
modities,  you  can  hardly  bank  on  in 
flation  to  make  you  rich  with  thi: 
crapshoot.  Thousands,  aside  from  i 
couple  of  bunkering  Texas  billion 
aires,  have  learned  this  hard  lesson. 

This  brings  us  back  to  the  stock 
market.   Those   experts   who  look 
back  fondly  at  the  economic  condi 
tions  of  the  Fifties  and  lament  thai 
stocks  cannot  safely  be  bought  until 
those  happy  days  return,  may  well 
be  making  the  same  mistake  thai 
the  French  General  Staffs  made  in 
the  earlier  part  of  the  century — fight- 
ing each  new  war  with  the  strategies 
that  had  proven  successful  in  th< 
last.   Present   economic  condition 
have   changed   as   drastically  from 
those  of  the  Fifties  as  had  military 
strategy  between  the  major  wars.  His 
tory  shows  repeatedly  that  both  mili 
tary  and  market  strategies  successful 
under  one  set  of  circumstances  nor- 
mally prove  disastrous  under  another. 
The  Maginot  Lme  would  have  been  a 
great  thing  to  have  had  in  World  War  1 
when  the  French  didn't  have  it  but  it 
was  worthless  in  World  War  II  when 
they  did. 

For  all  this,  common  stocks  look) 
like  a  good  bet;  one  of  the  best,  in  fact. 
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/iti  e  are  some  of  the  reasons  why: 
irge  American  corporations  have 
*vn  an  ability  to  survive  and  even 
rish  through  the  difficulties  pre- 
isly  outlined.  Earnings  of  the  S&P 
the  chief  propellant  of  stock 
es  over  time,  grew  at  a  rate  about 
,  faster  than  inflation  in  the  past 
arkably  tough  decade.  Add  to  this 
in  constant  dollars  the  market  is 
far  from  the  bottom  of  1929,  and 
see  why  growing  numbers  of  in- 
ors  are  being  attracted  to  equities, 
my  June  23  column,  I  wrote  that 
market  reminds  me  very  much  of 
em  one  of  1949-50.  From  this  base  the 
it  Bull  Market  was  launched,  and 
ks  rose  500%  through  the  next  1 5 
s.  This  time  people  may  be  turn- 
j:o  stocks  without  the  enthusiasm 
le  past,  because  few  good  alterna- 
»  are  left.  But  turning  to  stocks 
are.    Since    there    are  huge 
unts  of  individual  and  institution- 
ijoney  on  the  sidelines,  the  upward 
e  may  be  both  explosive  and  only 
lie;  nning. 

v-|  correction  may  certainly  be  in 
v.\  wings,  perhaps  a  very  sharp  one, 
it;  if  stocks  have  the  potential  of 
:dt  ing  up  100%  and  maybe  substan- 
ce y  more  in  the  next  three  to  five 
m  s,  it  is  far  safer  to  be  in  this  mar- 
Ithan  to  try  to  guess  bottom  and 
■.„:»»  it  entirely. 

;i~  ie  big-capitalization  stocks,  trad- 
i  ;r  at  low  multiples  and  providing 
tk  yields,  look  particularly  attrac- 
ir,  to  me  at  this  juncture.  Some  of 
i  jphoices:  Giant  Texaco,  trading  at  a 
r.  learnings  ratio  of  4  and  yielding 
j.  Multiline  Travelers  Corp.  is 
Id  pd  at  4  times  earnings  and  yields 
ml  ■>.  Union  Carbide  trades  at  a  P/E  of 
•r  d  returns  7%. 

-  nally,  for  more  aggressive  inves- 

what  about  a  dual  fund?  These 
tk  s  pay  all  dividends  to  income 
eholders  and  capital  gains  to  the 
lit:  tal  shareholders.  My  favorite  here 
;j  ceptionally  well-managed  Gemini 
:r| '«/.  The  capital  shareholders  get 

-  lit  a  1 .35-to- 1  play  on  the  assets  for 
j\y  dollar  invested.  In  addition,  the 
i;?s  currently  sell  at  a  15%  discount 

Hijji  asset  value,  which  is  picked  up 
985  when  the  fund  dissolves  and 
l|issets  are  distributed. 
|:s,  this  market  is  for  real,  even  if 
lumbles  a  bit  short  run.  We  are 
I  ng  a  bull  market,  not  because 
gs  are  good  but  because  they  are 
'  ad  that  money  and  bonds  are  al- 
-j  t  useless  and  nearly  everything 
is  overpriced.  Good  common 
<s  are  one  of  the  last  sensible 
;s  of  value  left.  ■ 


Four  ways 
Forbes  CEO  Plan 
can  benefit  your 
key  personnel  and 
your  company 


Key  personnel  at  over  200  companies 
are  now  receiving  Forbes  on  a  regular 
basis  through  Forbes  CEO  Plan.  Con- 
sider the  benefits  of  Forbes  as  an 
information  and  training  program  at 
your  own  company. 

1.  By  receiving  Forbes  regularly,  your 
key  personnel  keep  informed  about 
other  companies,  other  industries,  new 
management  strategies  and  tech- 
niques. Contact  with  fresh  approaches 
to  familiar  problems  should  generate  a 
new  interest  and  boost  productive 
thinking  in  their  own  jobs. 

2.  Forbes  contributes  to  job 
enrichment  by  stressing 
the  importance  of  the  indi- 
vidual in  the  company 
Forbes  articles  demon 
strate  again  and  again 
that  good  manage 
ment  can  over 
come 


every  obstacle  to  success,  bad  man- 
agement even  with  everything  in  its 
favor  can  send  a  company  down  the 
drain.  On  a  more  personal  basis  no 
other  business  magazine  takes  care  of 
the  executives  own  money  matters  like 
Forbes  in  its  Money  and  Investments 
section. 

3.  Management  surveys  have  shown 
magazines  to  be  a  prime  source  of  new 
ideas.  A  personal  copy  of  Forbes  can 
be  taken  home  and  read  at  leisure.  Un- 
interrupted reading  allows  the  maxi- 
mum benefit  from  each  issue. 

4.  Whether  paid  by  the  company, 
or  the  individual,  subscription 
rates  are  significantly  re- 
duced. At  the  same  time, 
company  involvement 
need  be  minimal.  All 
materials,  all  order  process- 
ing are  provided  by  Forbes. 
We  suggest  that  what's 
good  for  top  management  is 
good  for  all  other  key  personnel.  For 
more  details,  fill  in  and  return  the 
coupon  below  or  call  Jay  O'Brien 
(212) 620-2346 


Forbes  CEO  Plan 

60  Fifth  Avenue.  New  York,  N  Y.  10011 

Please  send  details  about  the  above  plan  and  how 
my  company's  key  personnel  can  receive  Forbes 
at  preferential  rates. 


State_ 

Telephone  —  Area  Code  


-Z.p_ 
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Our  bullishness  is  a  function  of  the  on- 
going carnage  in  the  bond  market.  . 

THE  EFFICIENT 
MART  STOCKET 


By  Martin  T.  Sosnof  f 


Once  I  was  a  securi- 
ties analyst  at  a  bro- 
kerage house,  and 
my  cubbyhole  was 
contiguous  with  the 
house  market  tech- 
nician's space.  With 
a  pitchman's  gift  for 
gab,  my  associate 
used  to  rattle  off 
wires  to  the  system, 
soothe  out-of-town  partners  on  the 
phone  and  write  a  one-pager  that 
found  its  way  to  the  account  execu- 
tives' desks  before  the  animals  came 
out  of  their  cages  at  10  a.m.  Today, 
my  guy  has  a  lucrative  market  letter 
business  and  guest  speaks  all  over  the 
world  at  $5,000  a  throw.  He  could  just 
as  easily  be  peddling  trombones  in 
River  City.  All  I  do  is  manage  half  a 
billion  dollars  and  keep  my  fingers 
crossed. 

For  years,  the  technician  and  I  had 
a  standing  bet.  Every  morning  for  a 
dollar  bet  he  would  call  the  market, 
up  or  down.  At  the  end  of  the  year,  I 
always  came  out  ahead.  But  my  asso- 
ciate was  so  fast  on  his  feet  that  if  we 
were  wrong  about  the  short  swing  he 
would  reverse  himself  intraday  with 
a  scrappy  wire  to  the  system  calling 
attention  to  the  unforeseen  strength 
or  peculiar  weakness.  At  the  end  of 
the  day  everyone  crumpled  his  color- 
fully bordered  music  sheet  and 
flipped  it  toward  the  wastebasket. 
Market  letters  were  a  part  of  the  day- 
to-day  noise  level,  equivalent  to  the 
media  hype  of  those  weekly  maga- 
zines that  tell  you  who  is  now  play- 
ing nude  volleyball  with  whom  on 
Malibu  Beach. 

The  profeiv  ional  investor  must  put 
on  a  much  more  serious  face.  If  you're 
managing  billions,  you  do  not  swap 
horses  intraday.  The  asset  allocation 

Martin  T.  Sosnoff  is  chairman  of  Atalanta 
Capital  Corp.,  Neic  York,  and  the  author  of 
Humble  on  Wall  Street. 


process  becomes  in  the  end  a  pragmat- 
ic decision,  but  in  the  interregnum, 
sentiment  and  a  lot  of  quantitative 
data  is  fluoroscoped  and  crunched. 
Today,  the  market  letter  writer  sits 
in  the  back  room.  A  new  breed  of 
investment  strategist  has  cropped  up, 
and  he  deals  in  intellectual  stuff — the 
supply  and  demand  for  equities,  in- 
terest rates,  inflation  and  corporate 
earnings — all  weighted  toward  a  de- 
termination of  the  theoretical  band 
of  value  for  the  equity  index. 

When  interest  rates  cracked  this 
spring,  investment  strategists  came 
out  of  their  holes  like  groundhogs. 
With  long-term  interest  rates  at 
10.5%,  equities  once  again  seemed  at- 
tractive. The  spread  between  the 
earnings  yield  on  stocks  and  AAA 
bonds  was  then  at  a  sufficient  premi- 
um. But  since  mid-June  the  bond  mar- 
ket has  given  up  half  of  its  gain  this 
year.  Long-term  AAA  utilities  are 
pushing  12%  again  and  the  econo- 
mists are  crowing  that  the  bottom  of 
the  recession  is  here.  Pundits  in  the 
bond  houses  suggest  a  swollen  calen- 
dar; $6  billion  a  month  and  an  edgy 
Federal  Reserve  Board  spell  tight 
money.  Already,  the  spread  between 
prime  goods  and  junk  bonds  has  wi- 
dened. There  is  a  lot  of  15%  paper 
around  looking  for  a  home. 

Despite  all  the  calls  for  a  sizable 
correction,  the  market  says  not  yet. 
Near  term,  it  is  ignoring  the  dimin- 
ished spread  between  the  earnings 
yield  on  stocks  and  prime  bonds. 
The  reason  for  the  mart  stocket's 
unexpected  dynamism  can  no  longer 
be  justified  by  the  quantitative  ap- 
proach to  valuation.  You  should 
know  that  those  cumbersome  alge- 
braic models  rely  on  interrelated 
forecasts  of  earnings,  interest  rates 
and  inflation,  and  nobody  is  ever 
close  to  projecting  all  three  reason- 
ably accurately.  For  those  econo- 
mists who  used  computer  models  of 
money-supply  growth  to  project  in- 
terest rates — wait  for  next  year. 

Our  house  has  reached  its  maxi- 


mum in  equities  pragmatically, 
build  theoretical  valuation  mode 
the  market,  too,  but  temporarily 
have  junked  the  reading  because 
difficult  to  justify  staying  fully  inj 
ed  unless  you  believe  that  infla 
and  interest  rates  will  come  eras 
down  in  the  next  few  months, 
bullishness  actually  is  a  functio 
the  ongoing  carnage  in  the  bond  i 
ket.  For  the  past  few  years  the  ra 
return  on  bonds  works  out  to  a 
1%  per  annum,  and  for  perhap: 
out  of  the  last  20  years  bonds  1 
disappointed.  More  and  more, 
sum  funds  are  disgusted  with  bo 
Policy  is  heading  toward  stud  I 
real  estate  as  an  alternative,  at  a  t 
when  the  real  estate  values  are  i 
Everyone  is  sensitive  to  bond  mai 
ty  schedules  and  now  wants  to  a 
age  closer  to  ten  years  than  a  tl 
sand  years.  (Thousand-year  b( 
generally  yield  1%,  and  are  hek 
insurance  underwriters  and  state  ] 
sion  funds.) 

The  investment  committees  I 
port  to  are  hungry  for  equities.  Inst 
tional  investors  who  have  spent 
years  reducing  equity  commitmt 
from  80%  of  assets  to  50%  are  i 
headed  back  the  other  way.  The  t 
cal  institutional  portfolio  is  prob: 
65%  in  equities  and  streaking  tov* 
80%.  Nobody  wants  to  know  h 
bonds.  Just  perform.  The  professic 
money  manager  is  tired  of  being  c 
cized  for  underperforming  the  a 
ages  because  of  shrinkage  in  his  b 
portfolio.  Bonds  are  now  more  vola 
than  stocks.  Very  few  economists 
curately  predicted  the  rising  inte 
rates  of  the  past  few  years,  and 
small  group  who  did  missed  the  ei 
mous  second-quarter  rally.  (Only 
batters  on  Wall  Street.  Ted  Willi; 
is  another  generation.  The  sea 
isn't  over  for  George  Brett.)  Ma 
there  should  be  a  risk  premium 
bonds  rather  than  for  stocks. 

The  country  operates  pragmatii 
ly.  The  President,  the  Federal  Rese| 
Board,  corporate  America  and 
professional  investor.  Just  as  my  b 
dy,  the  technician,  was  never  wr< 
in  calling  the  market  for  more  tl 
three  hours,  from  quarter  to  quai 
the  policymakers  zig  and  zag.  1 
long-term  cycle  gets  lost  in  the  n 
to  jump  back  on  the  trend  line.  Ri. 
now  everyone  wants  to  invent' 
more  equity  risk.  Wall  Street  sn 
another  cut  in  the  capital-gains 
rate,  perhaps  to  as  low  as  20%,  £ 
this  can  go  a  long  way  toward  n 
tralizing  the  overvaluation  nobc 
cares  about  today.  ■ 
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IT  TOOK 

BAD  TIMES 
TO  SHOW  YOU 

HOW  GOOD 

DINERS  CLUB 
REA  LLY  IS 

In  the  thirty  years  since  we  invented  the  charge  card,  we've  learned  that  economic 
situations  are  temporary.  Members  aren't. 

So  despite  what  everyone  else  was  doing,  we  refused  to  restrict  them  with  any 
pre-set  spending  limits.  Or  burden  them  with  interest  charges.  Our  members  are  all 
responsible  business  people  and  sophisticated  travelers  who  pay  their  bills  each  month. 

And  while  other  cards  couldn't  wait  to  add  charges,  we  continued  to  provide 
exclusive  benefits  at  no  charge: 

Two  cards  while  others  weren't  issuing  any.  Separate  billing  statements  for  each. 
Cardholders'  choice  of  billing  cycles.  No  charge  for  currency  conversion. 

That's  what  happens  when  you're  a  charge  card  that's 
been  through  it  all. 

You  don't  have  to  put  your  members  through  anything.  jM  

Can  you  afford  not  to  be  a  member  of  the  club?    flHH     3812  3HSbi8  QOi^ 


For  an  application,  call  toll-free  1-800-525-7000.  J  «  'm%R»i  c0,p0 

In  Colorado,  call  303-770-7252.  38 12  3H    ^  0C 


***  ^^^w  mat 

DINERS  CLUB  INTERNATIONAL 


©  The  Diner'.'  Club.  Inc  .  1980. 
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As  much  as  thou  hast, 
so  much  art  thou  worth. 
Miguel  de  Cervantes 


In  business,  the  earning  of 
profit  is  something  more 
than  an  incident  of  success. 
It  is  an  essential  condition 
of  success.  It  is  an  essential 
condition  of  success  because 
the  continued  absence  of 
profit  itself  spells  failure. 
Louis  D.  Brandeis 


Beware  of  inherited  wealth. 
The  job  of  getting  is 
better  than  spending. 
Robert  R.  Young 


Adversity  is  the  trial 
of  principle.  Without  it, 
a  man  hardly  knows  whether 
he  is  honest  or  not. 
Henry  FIelding 


When  a  fellow  says,  "It  ain't 
the  money  but  the  principle 
of  the  thing,"  it's  the  money. 
Kin  Hubbard 


You  can't  learn  too  soon 
that  the  most  useful  thing 
about  a  principle  is  that 
it  can  always  be  sacrificed 
to  an  expediency. 
Somerset  Maugham 


Manifest  merits  procure 
reputation;  occult  ones,  fortune. 
Frangis  Bacon 


There  are  few  ways  in  which 
a  man  can  be  more  innocently 
employed  than  in  getting  money 
Samuel  Johnson 


Ideals  are  like  stars;  you 
will  not  succeed  in  touching 
them  with  your  hands,  but 
like  the  seafaring  man  on 
the  desert  of  waters,  you 
choose  them  as  your  guides, 
and,  following  them,  you 
reach  your  destiny. 
Carl  Schurz 


Irioughts 

on  i he  Business  ol  Life 


Failure  seems  to  be  regarded 
as  the  one  unpardonable  crime, 
success  as  the  all-redeeming 
virtue,  the  acquisition  of 
wealth  as  the  single  worthy 
aim  of  life. 

Charles  Francis  Adams 


The  man  who  creates  or 
builds  up  a  mighty  financial, 
industrial  mining  or  commercial 
organization  usually  makes 
money,  often  a  great  deal  of  it. 
In  business,  profit  is  the 
reward  of  successful  achievement 
But  tlx  man  who  sets  up 
moneymaking  as  his  primary, 
his  sole  goal,  who  subverts 
everything  to  that  end, 
seldom  fulfills  his  narrow, 
Midas  /ike  ambition. 
B.C.  Forbes 


On  what  strange  stuff 
ambition  feeds! 
Eliza  Cook 


You  are  risking  the  substance 
of  all  that  you  schemed,  to 
obtain;  and  for  what?  Some 
mad  dream  you  have  dreamed. 
Owen  Meredith 


For  the  merchant,  even  honesty 
is  a  financial  speculation. 
Charles  Baudelaire 


Money  does  all  things;  for 

it  gives  and  it  takes  away, 

it  makes  honest  men  and  knaves, 

fools  and  philosophers;  and 

so  on  to  the  end  of  the  chapter. 

Roger  L'Estrange 


Business  without  profit  is 
not  business  any  more  than 
a  pickle  is  a  candy. 
Charles  F.  Abbott 


More  than  3,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $11.95.  Send  check  and  order 
to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York. 
N.Y.  10011.  Add  appropriate  sales  tax  on 
New  York  State  orders 


It  is  physically  impossible  for 
a  well-educated,  intellectual, 
or  brave  man  to  make  money 
the  chief  object  of  his  thoughts 
John  Ruskin 


The  road  to  success  is  rough. 
You  have  to  pave  it  yourself. 
Arnold  Glasow 


Rich  people  would  not  enjoy 
their  little  meannesses  if 
they  knew  how  much  their 
friends  enjoy  them. 
Logan  Pearsall  Smith 


A  Text . . . 

He  that  by  usury  and 
unjust  gain  increaseth 
his  substance,  he  shall 
gather  it  for  him  that 
will  pity  the  poor. 
Proverbs  28:8 


Sent  in  by  Harold  Roland,  Delano,  Calif. 
What's  your  favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life  is 
presented  to  senders  of  texts  used 


However  brilliant  an  action, 
it  should  not  be  esteemed 
great  unless  the  result 
of  a  great  motive. 
La  Rochefoucauld 


The  golden  age  only  comes  to 
men  when  they  have  forgotten  gold. 
G.K.  Chesterton 


It  is  better  to  have 
old  secondhand  diamonds 
than  none  at  all. 
Mark  Twain 
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All  our 747Bs  arrive 
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When  your  company 
works  hard  for  money  money  should 
work  hard  for  your  company 


The  Chemical  Solution: 
ChemSphere  Consulting. 


ChemSphere  Consulting  puts  your  company's 
money  to  work  full-time. 

How  hard  your  company's  money  works  de- 
pends on  how  efficiently  you  collect,  use  and  disburse 
it.  ChemSphere  consultants  identify  and  analyze  your 
cash  management  problems,  then  give  you  objective, 
as  well  as  effective,  solutions.  So  night  or  day, 
whether  your  company's  money  is  here  or  abroad,  you 
know  how  to  make  it  work  hardest  for  your  company. 

ChemSphere  Consulting  solutions  are  already 
working  for  hundreds  of  organizations  worldwide. 

Companies,  financial  institutions  and  govern- 
ments around  the  world  are  already  profiting  from  our 
proven  cash  management  consulting  services.  And  so 
can  you,  no  matter  how  unique  or  complex  your  cash 
management  problems  are. 


A  team  of  consultants  that's  part  of  the  solution, 
not  part  of  the  problem. 

ChemSphere  cash  management  consultants  are 
experts  who  offer  you  a  broad  range  of  experience, 
from  banking  and  economics  to  finance  and  computer 
technology.  They  make  it  their  business  to  define  your 
cash  management  problems,  and  to  provide  objective 
solutions  tailored  to  meet  them. 

Tell  us  about  your  cash  management  problems. 
We'll  tell  you  about  the  Chemical  solutions. 

Mention  ChemSphere  Consulting  to  your 
Chemical  account  officer.  Or  write  W.  D.  Baird,  Jr., 
Senior  Vice  President,  Chemical  Bank,  20  Pine  Street, 
N.Y.,  N.Y.  10005.  Or  call  us  at  (212)  770-3600.  We'll 
tell  you  more  about  how  cash  management  problems 
disappear  with  the  Chemical  solution. 


Chemical  3aisk 

Leader  in  worldwide  cash  management. 


Success 
Forces 


mo 


Can  you  be  successful  despiteU^y 
yourself?  Here's  how  I  did  it. 


'I  made  it  despite  myself.' 


By  Joseph  Sugarman,  President 
JS&A  Group,  Inc. 


It's  a  joke.  I'm  considered  one  of  Amer- 
ica's top  copywriters  and  mail  order  entre- 
preneurs. 

I  never  finished  college,  never  took  a 
course  in  business,  advertising  or  creative 
writing,  and  even  flunked  English. 

On  top  of  that,  I  failed  at  almost  every- 
thing I  did.  My  list  of  failures  would  fill 
an  encyclopedia. 

Now  you  probably  expect  me  to  tell  you 
that  it  was  failure  after  failure  until  I  hit 
upon  the  "wealth  formula"  or  the  "secret 
to  success"  or  some  other  trite  expression. 
Not  true. 

ONLY  SIX  REASONS 

What  I've  found  about  success  is  quite 
opposite  the  formulas  you've  read  about 
or  the  misconceptions  you've  heard. 

I  simply  took  my  few  successes  and 
many  failures  and  discovered  six  reasons 
why  I  failed  and  six  reasons  why  I  suc- 
ceeded. 

The  reasons  I  succeeded  seemed  like 
forces.  Whenever  I  followed  them,  I 
achieved  success.  Whenever  I  didn't 
follow  them,  I  failed.  I  soon  called  them 
Success  Forces. 

I  used  Success  Forces  to  build  my  busi- 
ness from  the  basement  of  my  home  into 
America's  largest  single  source  of  space- 
age  products.  I  was  successful.  But  was 
it  a  coincidence  or  was  it  a  direct  result 
of  Success  Forces?  I  really  didn't  know. 
MATERIAL  THINGS 
If  you  measure  success  by  material 
things,  I  achieved  quite  a  bit:  several 
cars,  airplanes,  snowmobiles,  motor- 
i1  cycles,  four  beautiful  homes-all  the 
material  things  I  imagined  I'd  ever 
want. 

And  I  had  recognition.  My  success 
story  was  written  up  in  several  maga- 
zines. But  it  wasn't  until  after  I  revealed 
my  Success  Forces  in  a  few  speeches  that 
I  realized  my  concept  would  work  for 
others. 

I  was  getting  letters  from  people  who 
told  me  how  one  of  my  Success  Forces 
had  changed  their  lives.  Others  told  me 
of  how  they  used  Success  Forces  to  make 
extra  money  or  achieve  greater  happi- 
ness. Still  others  who  always  thought  of 
themselves  as  failures,  became  success- 
ful despite  themselves. 


But  the  whole  thing  seemed  strange  to 
me.  Was  Success  Forces  original?  Some- 
thing like  it  had  to  be  in  some  other 
success  book.  So  I  read.  I  bought  every 
success  book  I  could  find.  I  studied  Chi- 
nese philosophy.  I  bought  every  motiva- 
tional cassette  that  was  offered.  And  I 
thoroughly  studied  the  material. 

I  then  discovered  why  my  concept  was 
indeed  different.  Success  Forces  lets  you 
be  yourself,  and  guides  you  towards 
making  simple  choices  that  can  ulti- 
mately change  your  life.  If  you  make  the 
right  choices,  you  are  literally  forced  into 
success. 

MY  $2,000  SEMINAR 

Although  I  was  convinced  that  my  con- 
cept was  different,  I  wanted  to  be  abso- 
lutely sure  it  would  work.  I  decided  to 
conduct  a  seminar  with  a  select  group  of 
16  people  who  would  be  willing  to  pay 
handsomely  to  learn  my  philosophies. 
My  five-day  seminar  cost  each  partici- 
pant $2,000  and  I  held  eight  of  them.  All 
were  sold  out. 

The  success  stories  resulting  from  each 
seminar  are  already  history.  I  taught  a 
Texas  farmer,  a  New  Zealand  rug  mer- 
chant, a  lady  from  Australia.  There  were 
people  from  all  walks  of  American  life, 
many  of  whom  paid  their  last  $2,000  to 
attend. 

Not  all  of  the  participants  succeeded. 
But  so  many  did  become  successful  and  so 
many  told  me  later  how  I  literally  chang- 
ed their  lives,  that  I  was  convinced  Suc- 
cess Forces  should  be  available  for  every- 
body to  use. 

NOW  AVAILABLE 

I  am  now  making  my  concept  available 
in  a  hardbound  book  entitled  "Success 
Forces."  It  contains  examples  from  my 
speeches  and  the  philosophies  from  my 
seminar  that  participants  paid  $2,000  to 
hear. 

A  few  of  the  Success  Forces  you  may 
already  know  and  have  been  subcon- 
sciously following  for  years.  Others,  you 
may  have  been  fighting,  thinking  that 
you  would  fail  when  all  along  you  would 
have  succeeded.  A  few  of  my  Success 
Forces  require  action -the  type  of  action 
that  everybody  can  take  and  that  re- 
quires no  special  skill. 


This  is  not  a  step-by-step  book  on  how 
to  get  into  a  business  that  promises  "A 
Lazy  Way  to  Riches,"  or  a  way  to  "Quit 
Your  Present  Job."  It  does  not  matter  if 
you  are  in  business  nor  whether  you  want 
to  work  hard,  take  it  easy,  or  just  plain  be 
successful. 

TEACH  HIM  TO  FISH 

There's  a  saying:  "You  can  feed  a  man 
a  fish  and  he'll  eat  for  a  day.  But  teach  a 
man  to  fish  and  he'll  eat  for  a  lifetime." 
My  book  will  help  you  for  a  lifetime. 

I'm  not  somebody  who  writes  a  book  on 
how  to  make  a  fortune  and  then  makes 
my  fortune  from  the  sale  of  the  book.  I've 
already  made  it.  Nor  am  I  going  to  send 
you  a  cheaply  printed  thin  paperback. 
That's  not  my  style.  My  book  is  a  200 
page  hardcover  volume  that  I  guarantee 
you  will  both  enjoy  and  benefit  from.  In 
fact,  I  will  go  one  step  further.  After  you 
read  it,  wait  one  year.  If  you  have  not 
noticeably  benefited  from  reading  Success 
Forces,  return  your  book  to  me  and  I  will 
refund  your  money  in  full.  Success  Forces 
must  give  your  life  additional  meaning 
within  one  year  or  your  money  back.  It's 
that  simple.  This  one-year  return  offer 
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Xerox  introduces  tti 


If  you're  wondering  how  business  will 
handle  information  in  the  '80s,  the  hand- 
writing is  clearly  on  the  wall. 

We  call  it  the  Information  Outlet— 
a  new  way  for  you  to  custom  design  an 
information  management  system  that  will 
give  you  maximum  flexibility  with  mini- 
mum expense. 


Here's  how  it  works: 

The  Information  Outlet  gives  yi 
access  to  a  special  Xerox  Ethernet  cab 
that  can  link  a  variety  of  office  maclii 
Including  information  processors  like 
Xerox  860,  various  electronic  printer 
and  files,  and,  of  course,  computers. 

The  Xerox  Ethernet  network  \\ 


If  you'd  like  more  information  on  the  Information  Outlet,  write  us 


XEROX  ®  ami  Ethernet  arc  trademarks  of  XEROX  CORS>ORATION. 


Information  Outlet. 


I  .ble  people  throughout  your  company  to  create, 
v- lire,  retrieve,  print  and  send  information  to  other 
[  Jipple  in  other  places— instantaneously. 

This  network  wasn't  designed  to  work 
v  i  :lusively  with  our  equipment.  Other  companies' 
.  »ducts  can  be  connected  as  well. 

As  your  needs  change,  so  can  your  network, 
all  simply  plug  in  new  machines  as  you  need 


them— or  as  technology  develops  better  ones. 

So,  through  the  Xerox  Information  Outlet, 
you'll  get  to  the  future  the  way  the  future  itself 
will  get  here. 

One  step  at  a  time. 

XEROX 


u a  booklet:  Xerox  Corporation,  P.O.  Box  470065,  Dallas,  Texas75247. 
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Sometimes  bad 

"Johnnie's  just  an  ordinary  fellow,"  one 
of  his  mistresses  wrote  of  }ohn  Dillinger. 
"Of  course  he  goes  out  and  holds  up 
banks  and  things,  but  he's  really  just  like 
any  other  fellow,  aside  from  that."  As  it 
was  with  the  most  notorious  U.S.  gang- 
ster of  the  Thirties,  so  it  is  with  the 
subjects  of  this  issue's  cover  story — ordi- 
nary fellows  in  ordinary  businesses  who 
have  links,  both  direct  and  indirect,  to 
other  ordinary  fellows  who  sometimes 
maim  and  kill  in  the  conduct  of  their 
business  affairs. 

Their  number  is  still  not  precisely 
known — we  have  labored  hard,  with 
some  success,  to  put  a  dollar  total  on  the 
size  of  their  enterprises — but  it  is  indis- 
putably growing.  As  we  signal  clearly  on 
the  cover  itself,  intending  neither  to 
shock  nor  to  shrink  from  the  facts, 
there  is  nothing  presently  available  in 
law  or  policy  that  promises  to  halt, 
much  less  reverse,  the  movement  of 
organized  criminals  into  legitimate  busi- 
ness enterprises. 

The  research  for  this  story  (see  p.  60), 
the  first  in  a  series,  extended  over  many 
months  and  involved  interviews  from 
coast  to  coast.  Executive  Editor  James 
Cook  was  in  charge  of  the  probe,  assisted 
by  Reporter-Researcher  Jane  Carmi- 
chael. For  Cook,  this  assignment  was  a 
logical  extension  of  reporting  he  had 
done  that  turned  into  other  Forbes  cover 
stories — the  Bingo  business  (Aug.  6, 
1979)  and  the  pornography  business 
iscpt  18.  1978).  In  all  such  stories,  as  we 


guys  finish  first 

point  out  in  an  accompanying  side 
(p  "1),  reporters  are  tantalized  by  w 
they  know — indeed,  what  "everyoil 
knows — and  the  limits  on  what  they  q 
print.  If  and  when  a  mobster  is  broug 
to  trial,  the  proceedings  are  a  matter 
public  record  and  can  be  used  free) 
Short  of  that,  reporters  are  constan 
forced  to  sift  through  rumor,  allegatioi 
tips  and  smoke. 

Surely  the  biggest  obstacle  standij 
between  the  reporter  and  publisha 
facts  is  silence.  Time  and  again,  Co 
and  Carmichael  would  follow  a  trail  t 
person  or  a  place,  only  to  be  met  wit 
stony  refusal  to  talk.  Often,  the  refui 
was  justified — a  prosecutor's  fear  of  pi 
udicing  a  case,  a  police  officer's  unw 
ingness  to  risk  compromising  a  sour 
But  far  more  often,  the  silence  was  ju 
Red  by  something  even  more  comp 
ling — simple  fear.  The  curious  effect 
much  of  the  literature  on  organi 
crime,  and  certainly  the  Godfather'  be) 
and  movies,  has  been  to  make  tuafiosA 
familiar  as  to  become  almost  likarj 
sort  of  ordinary  fellows  with  an  unfoj 
nate  propensity  to  violence.  The  pi 
fact  is,  as  a  good  many  American  bu 
nessmen  know  but  won't  readily  g 
their  ultimate  business  tactic  is  st 
terror. 

Our  story  does  not  dwell  on  this 
seeks,  rather,  to  pull  together  in  a  cob 
ent  way  the  impact  of  that  terror 
legitimate  business. 


Forbes'  James  Cook  and  fane  Cannicbael 

The  biggest  obstacle  was  silence  compelled  by  fear. 
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What  satellite 
communications  company 
now  has  two  major 
corporations  behind  it 
ana  an  unlimited  future 
before  it? 


American  Satellite. 
Between  heaven  and  earth 
there's  little  we  can't  do. 

The  new  partnership  of  Continental  Telephone  and  Fairchild  Industries  in 
American  Satellite  Company  brings  together  the  resources  of  the  nation's 
fourth  largest  telephone  company  and  the  high  technology  of  a  leading 
aerospace  company. 

Together,  they  support  America's  pioneer  in  domestic  satellite  business 
communications.  American  Satellite  provides  more  than  200  business 
customers  and  the  U.S.  government  with  services  ranging  from  one-voice 
circuits  to  high-speed  data  transmissions  eguivalent  to  3.2  million  bits  of 
information  per  second.  And  American  Satellite's  ownership  interest  in 
Western  Union's  Westar  satellite  system  means  that  we  can  provide 
circuits  into  the  1990s. 

Now,  with  Continental  Telephone  and  Fairchild  Industries  behind  us, 
between  heaven  and  earth  there's  little  we  can't  do. 

AMERICAN 
SATELLITE 
COMPANY 

20301  Century  Boulevard, Germantown,  Maryland  20767 

American  Satellite  Company  is  a  joint  venture  of  Continental  Telephone  and  Fairchild  Industries. 


Trends 


Edited  By  John  A. (Conway 


Credits  due? 

Now  that  Poland's  workers  seem  to  have 
wrung  some  reforms  from  their  govern- 
ment, the  don't-be-beastly-to-the-Com- 
munists  group  in  this  country — includ- 
ing the  Administration — is  pushing  for 
quick  loans  with  no  conditions  to  keep 
that  government  afloat.  Poland's  econo- 
my is  close  to  a  shambles,  and  Western 
bankers  are  due  $14  billion  this  year  and 
next  on  the  country's  $20  billion  hard- 
currency  debt.  The  U.S.  government  has 
already  granted  Poland  $1.3  billion  in 
Commodity  Credit  Corp.  advances  for 
grain  purchases.  Further  U.S.  and  Europe- 
an help  could  become  a  powerful  lever  to 
make  the  Polish  government  live  up  to  its 
agreements  with  its  workers,  but  not  if  it 
is  granted  fast  and  without  strings.  In  that 
case,  says  former  U.S.  Ambassador  to 
Warsaw  Richard  Davies,  "these  credits 
are  used  as  a  substitute  for  reform." 


Nostalgia  time 

Heightened  world  tensions  have  some 
people  talking  about  reviving  a  popular 
architectural  innovation  of  the  1950s: 
the  fallout  shelter.  A  delegation  of  civil 
defense  adherents,  led  by  Bill  Murray, 
civil  defense  director  of  Cascade  County, 
Mont.,  is  pushing  the  government  to  re- 
quire shelters  in  every  new  house  and 
commercial  building.  "I'm  not  a  crack- 
pot," Murray  said  before  a  meeting  with 
Carter  Administration  staff  members.  "I 
don't  see  a  Russian  behind  every  bush. 
But  the  irrefutable  fact  is  that  fallout 
shelters  will  protect  people  from  nuclear 
radiation."  A  fallout  shelter  could  also 
add  20%  to  the  cost  of  a  new  building, 
Murray  concedes,  but  he  thinks  the  cost 
would  drop  once  architects  and  builders 
got  used  to  the  idea.  Earlier  this  year,  a 
Dallas  fallout-shelter  builder  said  he  was 
getting  about  50  calls  a  day.  But  most 
callers  didn't  talk  about  fallout  shelters; 
instead,  they  talked  about  "wine  cellars" 
or  "game  rooms." 


The  ghost  bomber 

More  than  likely,  the  Pentagon's  newest 
bomber  idea — this  one  to  be  rendered 
invisible  to  radar  by  a  new  technology 
called  "stealth" — will  wind  up  in  a  muse- 
um, like  its  predecessors.  Back  in  the 
1960s,  there  was  the  2,000-mph  B-70, 
whose  prototype  sits  at  the  Wright-Pat- 
terson Museum  in  Dayton,  Ohio.  Next 
came  the  B-l,  which  is  meeting  a  similar 
fate.  Airmen  want  a  new  bomber  be- 
cause the  old  B-52s,  designed  in  the 
1940s  and  built  in  the  1950s,  are  getting 
creaky.  Options  like  building  a  cheaper 
B-l  to  use  as  a  cruise  missile  launcher 
aren't  too  appealing.  So,  with  the  politi- 


Defetise  Secretary  Harold  Brown 


Will  history  repeat  itself? 

cal  heat  growing,  the  Administration  be- 
gan talking  about  "stealth,"  first  with 
leaks,  then  with  a  full-blown  announce- 
ment from  Defense  Secretary  Harold 
Brown.  The  idea  is  that  by  varying  a 
plane's  shape  and  coating  it  with  radar- 
absorbing  materials,  radar  reflections  can 
be  greatly  reduced.  The  Pentagon  will 
probably  start  the  study-contract  process 
next  year  and  could  end  up  with  a  proto- 
type or  two  at  a  cost  of  $1  billion  to  $2 
billion.  But  that  will  take  ten  years  and  by 
then  critics  will  likely  say  it  is  obsolete 
and  costs  too  much,  and  Wright-Patter- 
son will  have  another  museum  piece. 


Is  right-to-work  working? 

Right-to-work  laws  banning  compulsory 
union  membership  haven't  had  much  ef- 
fect recently  in  slowing  organizing,  ac- 
cording to  NLRB  figures  that  show 
unions  now  win  about  44%  of  organizing 
elections,  both  in  the  20  states  with 
RTW  laws  and  the  30  without  them.  The 
union  victory  ratio  is  dropping  in  both 
groups  but,  surprisingly,  it's  dropping 
faster  in  non-RTW  states,  where  unions 
won  half  the  elections  five  years  ago. 
One  reason:  the  movement  of  big  union- 
ized corporations  to  the  South,  where 
RTW  laws  have  been  prevalent. 


Canceling  canceled  checks 

Bankers  have  been  talking  for  years 
about  storing  canceled  checks  instead  of 
sending  them  back  to  customers.  An- 
other increase  in  postal  rates  may  impel 
them  to  do  it.  If  first-class  postage  goes 
from  15  cents  to  20  cents,  the  banks 
would  be  spending  $250  million  or  more 
a  year  just  on  the  postage,  according  to  a 
task  force  set  up  by  the  American  Bank- 
ers Association.  Reducing  the  weight  of 
a  bank  statement  from  2  ounces  to  1,  the 
ABA  says,  would  save  at  least  17  cents  a 
mailing  after  the  rates  go  up  to  20  cents 
for  the  first  ounce  and  1 7  cents  for  each 
successive  ounce.  Customers  would  re- 
ceive a  descriptive  statement  instead  of  a 
bundle  of  canceled  checks. 


The  price  of  fuel  efficienc 

Four-cylinder  and  diesel  cars  may 
better  mileage,  but  they  also  make  m 
noise.  According  to  the  Environmer 
Protection  Agency,  a  four-cylinder 
gine  is  three  decibels  louder  than  a 
engine;  a  diesel  engine  is  seven  decit, 
louder.  So  the  EPA  is  thinking  of  add 
noise  to  the  list  of  side  effects  autom 
ers  must  control  as  they  try  to  incre 
fuel  efficiency.  Some  long-awaited  I 
regulations  to  control  motorcycle 
haust  noise  will  be  out  soon,  for  exami 
and  David  Hawkins,  assistant  EPA 
ministrator  for  air,  noise  and  radiati 
says,  "American  automakers  must  c 
tribute  by  designing  quieter  vehi( 
now."  The  switch  to  less-than-six  cy 
ders  and  to  diesels  continues,  howei 
reportedly  Volkswagen  has  a  new  eng 
on  the  drawing  boards  that  is  three-( 
inder  and  diesel  to  boot. 


Battening  down 

One  of  the  most  popular  ways  of  qual 
ing  for  tax  credits  for  energy  consei 
tion  is  installing  storm  doors  and  v 
dows.  Trouble  is,  according  to  a  1 
university  study  this  is  one  of  the  h 
effective  ways  to  save  energy.  Tha 
helping  to  feed  congressional  doubts  c 
the  energy  tax  credit  program,  wh 
gave  taxpayers  $500  million  in  crej 
last  year.  "If  we're  encouraging  peopl 
take  actions  that  don't  save  much  ei 
gy,  we're  wasting  tax  dollars  without 
ducing  our  dependence  on  imported  c 
says  Representative  Sam  Gibbons 
Florida  Democrat  and  chairman  of 
Ways  &  Means  oversight  subcommit 
The  law  President  Carter  signed  in 
fall  of  1978  provides  a  15%  tax  credit 
energy  conservation  expenditures  uj 
$2,000 — for  things  like  insulation,  std 
doors  and  windows,  caulking,  weatl 
stripping,  replacement  furnaces  and 
provements  to  flues.  If  storm  doors  ar 
the  best  way  of  saving  energy,  what  is 
recent  Princeton  University  study  shi 
that  caulking — in  other  words,  stuf 
up  holes  in  walls  and  around  window 
is  probably  the  most  energy-efficient 
provement  a  homeowner  can  make. 


The  high  cost  of  wheels 

American  drivers  are  clocking  fe 
miles  and  paying  more  for  the  priviL 
That's  the  salient  finding  of  He 
newest  annual  study  of  vehicle  co 
based  on  its  records  for  the  275,000  v 
cles  in  its  fleet.  The  price  of  owning 
running  a  car  rose  17%,  to  $517  bill] 
even  though  mileage  for  cars  and  tru 
dropped  1.5%.  (Passenger-car  travel 
down  3%,  pleasure  driving  down  II 
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.JEAGEOF  MKRONKS  IS  HERE 

One  of  the  fastest  copiers 
in  itsclass-32  copies  per  minute. 


Canon's  incredible  NP-80.  The  premier 
product  of  the  age  of  micronics. 

What  is  micronics?  it's  a  combination  of 
,pace-age  technology  and  our  own  engi- 
leering/ optics/electronics  expertise.  And 
fvhat  does  that  mean  for  you?  High  quality 
opying  is  made  easier,  more  efficient, 
■rid  significantly  faster. 
!  32  Copies  per  Minute.  With  a  running 
peed  of  under  two  seconds  per  copy,  the 
'NP-80  is  one  of  the  fastest  machines  in  its 
J:lass.  What's  more,  there  is  no  warmup  or 
ikaiting  time.  Your  first  copy  is  ready  in 
i|>nly  6.2  seconds. 

!  Micro-Computer  Control.  But  you  get 

ijnore  than  just  speed.  The  NP-80's  built-in 
| nicro- computer  controls  the  entire  copy- 
ing operation,  with  features  designed  for 
convenient,  reliable  operation.  It  takes 
■iperational  adjustments  off  your  hands. 

Sensor  Control  Panel.  The  entire  sys- 
'  em  responds  to  your  commands  through 
touch  sensor  smooth- 

urface  control  panel.  A  bright 
digital  display  gives  you  all  the  copy 

iformation  you  ever  need. 
Interrupt  Function.  It's 

;reat  for  squeezing  short 

)bs  in  the  middle  of  a  long 

opy  run.  The  computer 

nemory  keeps  track  of  your 

riginal  long  run  copy  count  after 


your  short  job  is  completed  and  automati- 
cally returns  to  the  original  paper  size. 
Double  Cassette  Paper  Supply  System. 

Switch  paper  size  instantly!  You  can  keep 
two  paper  sizes  (up  to  700  sheets)  loaded 
at  all  times.  And  copy  statement  to  ledger- 
sized  originals. 

And  other  benefits  keep  on  coming. 
The  NP-80  automatically  shuts  itself  off 
36  seconds  after  your  last  copy  run. 
A  unique  CdS  drum  is  designed  for  more 
speed  and  longer  drum  life.  And  a  new 
roller  developing  system 
uses  less  developer 
toner  to  pro- 
duce 


completely  dry,  superior  quality  copies. 

The  NP-80  is  fast  becoming  the  ulti- 
mate plain  paper  copier.  Don't  be  the  last 
person  in  your  business  to  enter  the  Age  of 
Micronics.  Find  your  authorized  Canon 
copier  dealer  in  the  Yellow  Pages.  Or  mail  in 
the  coupon  below. 

I'd  like  to  know  more  about  the  NP-80. 

□  Please  send  me  more  information. 

□  Please  have  a  salesperson  call. 

FB0929 
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TITLE  


m 


COMPANY 
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CITY. 


STATE. 


.ZIP. 


TELEPHONE. 


ANMVBSARY 

U.S.A. 


Canon 

PLAIN  RAPER  COPER 


Canon  U.S  A,  Inc.  Copier  Division 

10  Nevada  Dnve.  Lake  Success.  New  York  11042 


©198(1  Canon  U  A 


We  wouldn't  have 

cancelled  his 
flood  insurance. 


Disasters  sometimes  run  in  pairs. 

Because  after  the  victims  lose  their  property,  they've  been  known 
to  lose  their  insurance.  All  because  their  insurance  company  decided 
that  type  of  business  was  too  risky  to  write. 

We  don't  think  that's  playing  fair. 

At  AIG,  we  believe  stability  is  important. 

If  this  sounds  too  good  to  be  true,  look  where  it's  gotten  us. 

We've  grown  into  a  multi-billion-dollar  corporation  with  more 
people  in  more  offices  in  more  countries  writing  more  kinds  of  com- 
mercial insurance  than  any  other  American  insurance  organization. 

All  by  filling  our  clients'  needs. 

And  not  leaving  them  high  and  dry. 

The  AIG  Companies. 

Let  us  take  the  nsks. 


1980  American  International  Group 


For  more  information,  contact  American  International  Group,  Dept.  A,  70  Pine  Street,  New  York,  N  Y.  10270. 


Does  American 
Prosperity  Depend 
on  South  Africa  O 

ii  '  in  r*wH 


There  is  more  to  America's  relationship  with  South  Africa  than 
is  reflected  in  the  daily  press.  That  is  why  we'd  like  to  answer 
your  questions  on  the  realities  of  the  Free  World's  need  for 
mutually  beneficial  relations  with  South  Africa. 


□  HOW  VITAL  IS  SOUTH  AFRICA 
TO  AMERICAN  INDUSTRY 
AND  DEFENSE? 

Of  20  strategic  minerals  vital  to  American 
industry  and  defense,  South  Africa  is  a 
major  supplier  of  Manganese,  Chromium, 
Platinum,  Asbestos,  Antimony,  Vanadium 
and  Gold.  As  the  Middle-East  is  to  oil, 
South  Africa  is  to  strategic  minerals. 

□  HOW  DOES  SOUTH  AFRICA 
RANK  IN  INDUSTRIAL 
TECHNOLOGY? 

South  Africa's  leadership  ranges  from  deep- 
level  mining  and  transportation  expertise  to 
synfuel  production  and  uranium  enrichment. 
Sharing  in  this  expertise  can  help  the  U.S. 
meet  the  challenges  of  the  '80s. 

□  IS  SOUTH  AFRICA  RATED  A 
GOOD  FOREIGN  INVESTMENT 
RISK? 

Yes.  It  has  a  modern  diversified  economy, 
a  sophisticated  industrial  and  financial  infra- 
structure and  enjoys  a  reputation  as  a  reli- 
able business  partner.  South  Africa's  stability 
already  has  attracted  foreign  investments  in 
excess  of  $30  billion  dollars. 

Would  you  like  to  know  more? 


Information  Counselor,  South  African  Embassy 
3051  Massachusetts  Avenue,  N.W. 
Washington,  D.C.  20008 


Please  send  me  more  information  on  items  checked  above 
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Trends 


and  truck  mileage  up  3% . )  Although  dj 
ers  throttled  back  on  gasoline,  reducj 
their  fuel  from  a  654-gallon-a-year  ai 
age  to  615  gallons  last  year,  the  aven 
cost  per  mile  went  from  22.8  cents 
1978  to  26.6  cents  in  1979.  Nor  do  thej 
sheikhs  get  all  the  blame.  About  a  tlj 
of  the  increase  in  costs  was  in  higher 
prices;  the  rest  came  in  such  items| 
interest  on  car-purchase  loans,  ins 
ance,  licenses,  fees,  taxes,  maintenai 
and  depreciation.  Overall,  the  aver 
cost  of  owning  an  automobile  went  hj 
$2,092  in  1978  to  $2,352  in  1979.  AnJ 
underscore  the  automobile's  role,  veh 
expenses  last  year  added  up  to  aim) 
22%  of  the  U.S.  gross  national  produo 


Stayin'  alive— but  not  ahea 

An  average  family  of  four  needs  ab 
twice  as  much  income  now  to  have 
same  purchasing  power  it  had  ten  ye 
ago,  according  to  the  Conference  Bo( 
in  New  York.  Inflation  is  one  of 
main  reasons,  but  the  governmei 
bite — higher  Social  Security  taxes, 
the  higher  tax  brackets  into  whj 
wage-earners  are  being  nudged- 
contributes. 


Digital  discrimination 

Washington  is  now  trying  to  persu. 
foreign  air  carriers — and  the  gove 
ments  that  own  or  control  them- 
debug  some  of  the  electronic  roadbloi 
that  have  been  put  in  the  way  of  Ami 
can  competitors.  Since  1972  the  sharj 
international  passenger  traffic  carried 
U.S.  lines  has  slipped  from  52%  to  1 
than  49%.  For  1979  alone  that  mean 
loss  of  1  million  passengers  and 
million  in  revenues,  according  to  a  sti 
made  by  Gellman  Research  Associa 
for  the  Air  Transport  Association, 
airline  trade  group.  A  gimmick  forej 
carriers  are  using  to  keep  U.S.  lines  l 
in  the  cold  is  the  way  they  rig  reset) 
tion  computers,  the  machines  that  I 
travel  agents  who  flies  where.  One  tri 
is  simply  to  omit  U.S.  airline  schedul 
Another  is  to  put  American  flights  ii 
the- machine  but  to  eliminate  the  au 
matic  price-calculating  and  ticket-prii 
ing  the  computers  can  perform, 
travel  agent  naturally  takes  the  line 
least  resistance  and  the  foreign  card 
reap  the  benefits  and  the  business.  W 
the  number  of  foreign  travelers  incre 
ing  sharply,  the  study  found,  this  kinc 
tactic  could  cost  U.S.  carriers  more  til 
$1  billion  in  international  traffic 
tween  now  and  1985.  The  U.S.  no\4 
trying  to  make  this  a  trading  point] 
discussing  routes  and  landing  rig) 
with  foreign  governments. 
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crowd  m  You'll  never  get  caught 

in  the  middle  with 
Qantas. 

Because  our 
Business  Class  chairs 
are  arranged  in  pairs, 
just  like  First  Class. 
Other  airlines  offer 
business  travelers 
three-abreast  seat- 
ing and  promise 
they'll  leave  the 
seat  in  the  middle 
empty,  if  possible. 
You  can  take 
your  chances,  or  you  can 
take  Qantas. 

We  guarantee  you'll 
never  be  more  than  one 
seat  from  an  aisle.  In  a 
chair  so  wide  other 
airlines  call  it  First  Class. 
Plus  a  lot  more  first- 
class  touches  in  the  air.  And 
on  the  ground. 

"lam  not  a 
company  man, 

Qantas? 

Qantas  Business 
Class  goes  for  about 
1  $100.00  more  than  the 
regular  Economy  Class 
fare  to  Sydney  and 
Melbourne  from  San 
Francisco  or  Los  Angeles.  Fly  Qantas 
Business  Class  on  our  major  routes 
around  the  world.  You'll  be  in  good  company. 

The  Australian  Airline. 


ompany. 


usiness  Class. 


BrocK 
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PETROLEUM 
EXPLORATION 
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231  CAROIMDELET  ST./5TH  FLOOR 
NEW  ORLEANS.  LOUISIANA  70130 


OKLAHOMA  CITY,  OK 


CHANGE  OF  ADDRESS 

If  you  arc  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $27.00  □  3  years 
$54.00  (the  equivalent  of  one  year  free). 
Canadian  orders,  add  $4  a  year. 
Pan-American  and  Caribbean  orders, 
add  $5  a  year;  other  foreign,  add  $15  a 
year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York.  N.Y.  10011 
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Under  full  sail 

"The  moment  of  truth  is  at  hand  for  two 
highflyers,"  Forbes  reported  (Feb.  20, 
1978)  in  a  story  about  a  new  technology 
called  "measurement-while-drilling." 
MWD  allows  oil-well  drillers  to  monitor 
such  things  as  direction,  temperature 
and  pressure  while  the  drilling  is  actually 
going  on — without  shutting  down  the 
operation  and  then  pulling  up  a  couple  of 
miles  of  pipe  and  lowering  a  package  of 
instruments. 
The  highflyers  were  Gearhart  Indus- 


An  offshore  oil  rig  in  action 

Who  will  guide  the  driller's  hand? 

tries,  Inc.,  a  fast-growing  Texas  oilfield 
services  company;  and  Teleco  Oilfield 
Services,  Inc.,  a  tiny  development  com- 
pany founded  in  1972  by  Raymond  In- 
dustries, Inc.  and  Elf  Aquitaine,  the 
French  national  oil  company.  But  com- 
plicating their  race  to  achieve  the  first 
commercial  MWD  system  was  giant 
Schlumberger  Ltd.,  which  was  working 
on  one  of  its  own. 

Who  won?  So  far  Teleco  has  working 
MWD  systems  on  22  rigs  in  the  North 
Sea  and  the  Gulf  of  Mexico,  and  Presi- 
dent Ralph  F.  Spinnler,  41,  says  the  com- 
pany plans  to  double  that  by  this  time 
next  year.  By  contrast,  Gearhart  expects 
the  system  it  has  been  working  with  to 
go  into  production  any  day  and  Schlum- 
berger is  still  testing  its  device. 

Teleco,  which  never  turned  a  profit 


until  1979,  earned  $1.2  million  thro 
the  first  half  of  this  year  on  $4.7  mil] 
in  revenues — a  net  margin  of  26% . 
Spinnler,  a  Duke  University  enginee: 
graduate  with  a  background  in  nuci 
engineering,  isn't  counting  his  chick 
yet.  Schlumberger's  MWD  tool, 
awaited  in  the  industry,  is  designed 
provide  all  the  information  Teleco's  q 
(mainly  directional  data)  and  four  o| 
measures  as  well,  and  Gearhart's  Ml 
is  expected  to  be  at  least  equal  in  capa 
ity  to  Teleco's.  Says  Spinnler:  "It's 
sailing.  The  key  is  to  get  in  front 
keep  running  in  front,  so  no  one 
blanket  your  sail." 

From  dump  to  dreamlani 

Six  miles  due  west  of  Manhatt 
towers,  20,000  acres  of  what  should  h 
been  prime  real  estate  lay  fallow  until) 
late  1960s,  a  dumping  ground  for  Mat 
horns  of  garbage.  Then  new  engineej 
techniques  and  savvy  politics  combil 
to  enable  developers,  who  had  been  < 
ing  the  Hackensack  Meadowlands  sj 
the  days  when  the  Dutch  owned  N 
York,  to  transform  a  miasmic  sw^ 
into  a  bonanza  that  Forbes  said  "rai 
closely,  in  planned  investment  dollar! 
Florida's  Disney  World  and  Los  AngQ 
Century  City"Mpr  3,  1978). 

The  looming  bulk  of  the  Meadowla 
football  stadium  and  the  busy  new  ri 
track  are  the  landmarks  that  catch 
eye,  but  the  more  prosaic  private 
estate  development  is  the  real  st) 
Since  the  Hackensack  Meadowlands 
velopment  Commission  was  created 
1968,  $750  million  in  real  estate  mo 
has  been  pumped  into  the  area.  The  | 
acre  sports  complex  (run  by  a  totally 
arate  state-created  organization)  hasi 
counted  for  $380  million.  The  stadi 
(home  of  the  football  Giants),  the  n 
track  and  the  still-building  basket 
and  hockey  arena,  however,  have  h 
the  mainstay  of  the  development  ci 
mission,  because  until  recently  the  si 
ticketed  sports  fans'  money  to  financt 

The  commission's  master  plan,  rD 
dating  wildlife  preserves  and  recreatic 
space,  bolstered  the  economics  of 
Meadowlands  by  restricting  the  II 
available  for  development.  Solid  gro 
in  1978  went  for  $50,000  an  acre.  To 
the  price  can  run  between  $200,000 
$250,000,  according  to  broker-develo 
Charles  Klatskin.  And  even  at  tt 
prices  there  is  no  significant  acreag< 
buy,  one  reason  why  Klatskin  now 
that  "nobody  can  afford  to  build  then 

The  early  buyers,  however,  are  ! 
hard  at  work  exploiting  what  they  oi 
Bellemead  Development,  one  of  the 
neers  (it  owned  land  in  the  area  in 
1930s),  had  completed  a  distribution  o 
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YOU  HAVE 


If 


Hie  wrong  choke. 

Choice  #1,  clearly  erroneous, 
is  to  get  five  different  copiers. 

Or  merely  get  the  new 
Savin  840. 

Because  the  Savin  840,  by 
itself,  does  more  than  the  competi- 
tion combined. 

Only  the  Savin  840  delivers  all 
these  key  features:  6-second  first 
copy  time.  Microprocessor. 
Fiber  optics.  Two  sided  copying. 
Diagnostic  service  display. 

And  that's  not  all.  There's  1-99 


The  right  choice. 


digital  quantity  selection.  Energy 
saving  60-second  automatic  shut 
off.  And  Savin's  acknowledged 
reliability. 

All  this  in  a  plain  paper  copier 
smaller  and  lighter  than  any  ever 
built. 

The  choice  is  now  yours.  Buy  a 
combination  of  five  copiers. 

Or  buy  one  copier-  with  the 
right  combination  of  features. 
The  Savin  840. 

The  first  small  copier  to  do  it  all. 


SAVIN  CORPORATION.  Valhalla,  N.Y.  10595 

Send  me  more  information  on  the  new  Savin  H40. 

Name/Title  

Firm  

Telephone  

Address  

City  


_State_ 


sai/m 

The  revolutionary  copiers  that  are 
winning  over  big  business. 


ANOTHER  VIEW  OF  A  CHEMICAL  COMPANY  -  SEQUENCE  4  •  •  . 


Enrique  Padro,  university  professor,  talks  about  his  sister,  Angeles,  division  director  at  Henkel  Iberica 


"My  sister  is  the 
man  at  Henkel 


"If  you  knew  my 
sister  Angeles, 
you  would  also 
know  that  calling 
her  the  'strong- 
est man  at  Hen- 

My  sister  Angeles  kel'  has  nothing 

to  do  with  her  physical  strength. 
She's  slim  and  little  more  than 
five  feet  tall.  But  she's  literally 
charged,  with  energy,  and  those 
sparkling  eyes  reveal  something 
about  the  temperament  respon- 
sible for  her  being  known  as 
the  'strongest  man  at  Henkel'. 
Anyway,  calling  her  that  wasn't 
my  idea.  That's  how  they  refer 
to  her  at  Henkel,  where  she's 
been  a  division  director  for 
edible  oils  and  fats  for  over  17 
years.  I  was  15  when  she  was 
bom,  and  I  was  her  professor 


when  she  studied  pharmacol- 
ogy at  the  university.  Conse- 
quently, I  know  her  drive  and 
self-discipline,  and  how  she 
brings  it  to  bear  on  a  problem. 
I  remember  a  specific  situation 
at  Henkel.  Angeles  was  deter- 
mined to  develop  a  baking  mar- 
garine, and  in  Spain  that's  a  real 
problem.  Olive  oil  is  the  thing, 
and  the  yardstick  by  which 
every  similar  product  is  meas- 
ured 

Well,  Henkel  now  produces 
10.000  tons  of  this  baking  mar- 
garine and  other  edible  oils 
annually,  and  production  is  con- 
stantly being  expanded. 
That's  the  way  it  is  with  every- 
thing Angeles  does  at  Henkel. 
Only  when  the  solutions  are 
found  and  then  perfected  is  she 


satisfied  with  herself  and  her 
work. 

Sometimes  I  think  that  she  over- 
does things  a  bit,  but  you  try  and 
tell  that  to  the  'strongest  man  at 
Henkel'." 


Henkel  Ibenca  SA,  Barcelona, 
is  one  of  more  than  100  companies 

of  the  Henkel  Group,  situated  in 
more  than  40  countries.  Worldwide 
sales  1979  =  6,8  billion  DM. 


33,000  employees.  Headquarters 
Dusseldorf,  Federal  Republic 

 of  Germany.  

Product  range  includes  laundry 
products,  household  cleaners, 
cosmetics,  adhesives,  industrial 
cleaners,  oleochemicals,  auxiliary 

products  for  textile  and  leather 
industries.  Over  8,000  products  for 
all  walks  of  life. 


Chemistry  working  for  you. 


Follow^Ihrough 


or  B.  Altman,  the  New  York  depart- 
tt  store,  as  far  back  as  1966.  Since 
},  according  to  Executive  Vice  Presi- 
:  Daniel  Brachfeld,  Bellemead,  now  a 
;idiary  of  Chubb  Corp.,  the  insurance 
ding  company,  has  built  and  leased 
,000  square  feet  of  office  space,  an- 
er  90,000-square-foot  building  for 
ls-Royce  and  a  250,000-square-foot 
ehouse. 

'he  star  on  the  Meadowlands  horizon 
v  is  the  planned  development  of  an  area 
ed  Berry's  Creek.  A  joint  venture  of 
eloper  S.J.  Sisselman  (who  started 
ing  up  acreage  in  the  early  1950s)  and 
illac-Fairview,  a  Canadian  firm  con- 
led  by  the  Bronfman  family  and  its 
gram  whiskey  fortune,  this  was  rated  a 
illion  project  two  years  ago  and  will 
bably  be  worth  twice  that  when  built, 
the  end  of  this  year  or  early  in  1981, 
lman  hopes  to  move  into  what  he 
s  "hard  development"  and  begin  draw- 
up  actual  construction  blueprints, 
he  political  side  of  the  Meadowlands 
elopment  has  probably  been  as  im- 
tant  as  the  money  the  developers  are 
ing.  With  14  communities  dotting 
political  map  of  the  meadows,  earlier 
efuls  walked  away  rather  than  try  to 
ate  such  a  welter  of  local  fiefdoms. 
state  solved  that  by  setting  up  the 
elopment  commission,  which  takes 
the  local  heat.  Typical  of  its  solutions 
3  creation  of  a  tax-sharing  plan  that 
Is  revenues  and  parcels  them  out,  so 
t  a  residential  town  (which  means  big 
ool  bills)  shares  the  wealth  with  those 
vy  with  industry  and  business  (which 
the  heavy  tax-ratables). 
'he  commission  has  maintained  its 
at.  Hartz  Mountain,  a  major  develop- 
spent  $10  million  for  a  700-acre  tract 
which  it  wanted  to  put  up  a  $70 
lion  shopping  mall.  The  commis- 
l's  master  plan,  however,  called  for 
mall  to  be  placed  in  the  Berry's  Creek 
i.  Hartz  Mountain,  which  by  1978 
already  sunk  $150  million  into  the 
adowlands,  lost  out. 
'he  developers'  eyes  light  up  as  they 
|i  template  the  tenants  that  fill  their 
jjce  space  (now  going  for  $13  to  $14  a 
:are  foot)  and  their  condominiums  (a 
,000  apartment  bought  in  1978  is 
th  more  than  $80,000  today).  The 
nmission's  board  prefers  to  boast  of 
iplanned  DeKorte  State  Park,  still  on 
er,  that  will  give  densely  packed 
th  Jersey  a  new  recreational  area 
e  than  twice  the  size  of  New  York 
y's  Central  Park.  Even  the  environ- 
talists,  who  have  monitored  every 
ve  like  hawks,  can  find  solace.  Crabs 
food  fish  have  returned  to  the  slug- 
l  rivers  that  meander  through  the 
time  garbage  dump. 


"It's  like  three 
engines 
in  oner 


Coming  Sept.  25 
to  your  Cadillac  Dealer's . . . 


fticheu-'Jreeman 


When  is  a  $500  Hickey-Freeman  suit 
your  wisest  purchase? 

When  you  require  a  suit  tailored  with  a  high  standard  of 
quality,  with  a  fit  and  appearance  that  give  you 
comfort  and  confidence,  you  will  be  most 
satisfied  with  a  suit  from  Hickey-Freeman. 

Hickey-Freeman  suits  are  crafted  with  old 
v\  world  care.  Take  hand  pressing,  for 

il  \     example  In  the  final  hand  pressing,  only 

gas  heated  irons  that  provide  a  precise 
and  constant  dry  heat  are  used  to 
"lock-in"  the  graceful  lines  of  the 
garment.  Such  meticulous  care  gives 
you  a  better  looking,  better  fitting  and 
longer  lasting  garment.  Which  is  why  a 
Hickey-Freeman  is  your  wisest  purchase. 


WHO.  Hickey-Freeman  Co  .  Inc  .  I  1  55  Clinton  Ave  .  N  .  Rochester  NY  MM 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


Items  of  interest  from  issues  of  Forbes  of  60,  50  and  25  years  ago. 


Wall  Street  after  the  bombing  of  J. P.  Morgan  &  Co  on  Sept.  16,  1920 


Sixty  years  ago  in  Forbes 

You  can't  fight  bombs  with  bayonets. 
Bombs  must  be  fought  by  correcting  con- 
ditions needing  correction  and  by  educa- 
tion. The  cure  for  anarchy  isn't  autoc- 
racy, but  twenty-four-carat  democra- 
cy. ..  .  Democracy  in  industry  has  not 
kept  pace  with  democracy  in  govern- 
ment. Those  who  run  our  Government 
are  not — except,  very  properly,  in  war- 
time— autocratic,  are  not  highhanded, 
are  not  intolerant.  Can  the  same  be  said 
of  all  those  who  run  our  financial,  indus- 
trial, public  utility  and  other  enterprises? 
The  New  York  Times,  commenting  on 
the  Wall  Street  outrage  [the  bombing  of 
J. P.  Morgan  &.  Co.],  says:  "It  shows  us 
what  mad  passions  are  ready  to  be  stirred 
by  the  wild  and  whirling  words  of  editors 
and  politicians."  That  reasoning  does 
not  go  deep  enough.  The  "wild  and 
whirling  words"  would  whirl  over  the 
ads  and  past  the  hearts  of  their  hearers 
were  these  words  born  only  of  wind, 
aed  wholly  of  the  imagination,  with- 
>ut  substance,  without  foundation,  with- 
The  trouble  springs  not  from 
wo;  •  tm  actualities,  not  from  con- 

demnatii  but  from  conditions,  not 
from  the  r.  s  of  editors  or  orators  but 
from  the  fur:;.:  the  factory,  the  mine, 
the  mill  shop,  the  machine 

shop,  the  che::  i  >rks,  the  tunnel-in- 
the-makin^,  wher :  nen  are  treated  as 
only  machines  for  tl  iking  of  money 
for  their  masters,  .  ever  the  sole 
thought  is  to  turn  Uts  regardless 

of  the  havoc  wrou^,  n  the  bodies 
and  minds  of  the  toilers. 


New  York  University  announces  the 
opening  of  a  Graduate  School  of  Business 
Administration  located  in  its  recently 
acquired  property  in  the  financial  district 
of  New  York  City  at  90  Trinity  Place. 
The  course  will  be  conducted  with  spe- 
cial reference  to  college  graduates  who 
are  anxious  to  get  commercial  training. 

The  Republican  landslide  in  Maine 
pleased  Wall  Street.  So  have  other  politi- 
cal straws  showing  that  the  wind  is 
blowing  in  the  Republican  direction.  The 
present  Administration,  it  is  no  exagger- 
ation to  say,  has  been  more  distrusted  by 
the  country's  leading  financial  and  busi- 
ness interests  than  any  other  Adminis- 
tration in  recent  times.  President  Wilson 
and  most  of  his  closest  advisors  have  all 
along  been  regarded  as  impractical 
dreamers.  .  .  . 


Fifty  years  ago 

One  of  the  most  exciting  and  significant 
upsets  in  recent  [German)  national  elec- 
tions was  the  spectacular  gains  of  the 
Fascist  Party,  Adolph  Hitler,  in  the 
recent  German  poll.  Out  of  36,000,000 
votes,  over  13,000,000  were  cast  against 
the  Republican  Government.  The  Fascist 
Party  got  6,000,000  votes  and  will  have 
107  Deputies  in  the  new  Reichstag  com- 
pared with  only  12  previously. 

Canada  has  promptly  hit  back  at  the  U.S. 
tariff-wise.  New  rates  were  put  into  ef- 
fect on  September  17.  They  cover  impor- 
tant products  imported  from  us.  An- 
nouncement was  made,  also,  that  "gen- 


eral tariff  revision"  will  be  taken  ufj 
the  next  session  of  the  Dominion  Par 
ment.  Prime  Minister  R.B.  Benn 
whose  anti-Americanism  overthrew 
Mackenzie  King  ministry,  took  elaboi 
pains  to  exact  promises  and  pledges  fr 
Canadian  manufacturers  that  pri 
would  not  be  raised  because  of  the  r 
tariff  protection. 


Twenty  five  years  ago 

The    Eisenhower  Administration 

made  remarkable  progress  toward  a 
anced  budget.  Secretary  of  the  Treas 
George  M.  Humphrey  estimates  1 
next  June,  end  of  the  current  fiscal  y 
the  deficit  will  be  $1.7  billion,  contr 
ing  with  a  $9.4  billion  deficit  for  1< 
But  somewhere  along  the  line  the  f; 
for  a  balanced  budget  seems  to  be  i 
ning  out  of  steam.  It  is  vitally  import 
that  sharp,  hard  directives  from  on-f 
reestablish  this  objective.  Estimated 
rent  expenditures  have  been  revised 
ward  by  almost  $1.5  billion  and  the 
jected  cut  in  the  estimated  deficit  cai 
attributed  primarily  to  the  rise  in 
collection  of  more  than  $2  billion.  V 
next  year  an  election  year,  underst; 
ably  tremendous  political  pressure 
be  exerted  to  bring  about  tax  c 
Spokesmen  for  both  parties  in  The  C 
gress  are  already  making  tub-thumj 
pronouncements  urging  such  a  cours 

Current  building  boom  is  small  pota 
compared  to  the  last  one  back  in  1 
says  a  survey  by  Northwestern  Nati 
Life  Insurance  Co.  True,  there  will  p 
ably  be  1.3  million  non-farm  units  s 
ed  in  1955  compared  with  937, 00C 
years  ago.  But  on  a  per  capita  basis 
led  by  42  starts  per  1,000  popula 
against  36  for  1955.  Nor,  says  the  sur 
does  the  $14.6  billion  value  of  1955  bi 
ing  loom  so  impressive  when  it  i; 
membered  that  it  costs  $13,000  to  b 
a  house  today  that  cost  just  $5,000  t 
decades  ago. 

The  four  mutual  funds  managed  b] 
vestors  Diversified  Services  of  Mi 
apolis  passed  the  billion  dollar  mark 
year.  As  of  June  30,  net  assets  of 
combined  funds  amounted  to  sli£ 
more  than  $1,006  million,  investors 
tual,  the  group's  balanced  fund,  she 
net  assets  of  $827  million,  $94  mi 
over  the  1954  year-end  figure.  Inve: 
Stock  Fund  showed  an  increase  ove 
same  period  of  $25  million,  to  $130 
lion.  Investors  Selective  Fund,  whii 
confined  largely  to  bonds  and  prefer 
also  showed  a  slight  increase  to  $21 
lion.  Finally  the  group's  Canadian 
had  net  assets  of  more  than  $28  mil 
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BUSINESS  FLYING: 
THE  COST  FACTOR. 

How  your  company  can  save  money  while 
maintaining  peak  pilot  proficiency 


Today,  more  than  L400  companies 
that  operate  business  aircraft 
insist  that  their  pilots  be  as  good  as 
— or  better  than — commercial  air- 
line pilots. 

These  corporate  pilots  undergo 
regular  refresher  training  and  dem- 
onstrate proficiency  to  the  same 
standards  mandated  by  the  FAA  for 
all  airline  pilots. 

Simulators  save  money 

This  proficiency  training  could 
be  done  two  ways.  In  the  aircraft  or 
in  an  FAA-approved  simulator. 

But  it  doesn't  make  sense  to 
waste  fuel — and  take  an  expensive 
aircraft  out  of  service — by  conduct- 
ing these  sessions  in  the  air.  Our 
clients  hone  their  skills  in  highly 
cost-effective  flight  simulators.  And 
simulators,  in  addition  to  saving 
fuel  and  eliminating  expensive  wear 
and  tear  on  the  aircraft,  keep 
insurance  premiums  to  a  minimum 


(statistics  show  that  a  high  per- 
centage of  accidents  occur  during 
training  flights). 

Simulator  training  is  better 

FlightSafety  International,  a  New  York 
Stock  Exchange  company,  is  the 
industry  leader  in  providing  simulator 
training  for  business  aircraft.  (We 
actually  have  more  simulators  than 
American  Airlines,  Pan  Am  and  TWA 
combined.) 

Our  latest  state-of-the-art  sim- 
ulators are  designed  to  respond  and 
react  just  like  your  aircraft — these 
multi- million  dollar  machines  can 
even  visually  display  a  live,  3-dimen- 
sional  image  of  runways,  approach 
lights,  landmarks  and  terrain. 

A  typical  FlightSafety  simulator 
is  programmed  to  teach  pilots  to  cor- 
rectly handle  over  100  emergencies 
that  simply  can't  be  practiced  in  the 
air  (some  are  too  dangerous;  others, 
such  as  an  electrical  fire  or  hydraulic 


failure  are  impossible  to  demon- 
strate in  an  aircraft).  Our  simulator 
training  is  a  risk-free  way  for  pilots 
to  safely  practice  and  perfect  all 
normal  and  emergency  procedures 
under  controlled  conditions. 

FlightSafety 's  programs  are 
endorsed  by  major  aviation  insurance 
underwriters,  aircraft  manufacturers, 
and  are  approved  by  the  FAA . 

Authorized  training 
Over  7,000  business  pilots  now 
train  regularly  at  FlightSafety.  And 
we  are  the  official  authorized  train- 
ing organization  for  Airbus  Industrie, 
Bell  Helicopter  Textron,  British  Aero- 
space, Canadair,  Cessna,  Dassault, 
Gates  Learjet.  Gulfstream  American, 
Lockheed,  Mitsubishi,  McDonnell 
Douglas ,  Piper,  Rockwell  ,Swearingen 
and  Westwind. 

For  more  information ,  send 
for  our  booklet,  The  Safety  Factor: 
what  you  should  know  if  you  oper- 
ate a  business  aircraft.  Mail  the 
coupon  attached  to  your  letterhead 
or  call  Jim  Waugh,  Vice  President 
of  Marketing  at  212  476-5723 . 


THE 
SAFETY 
FACTOR 


NAME  

TITLE  _ 
COMPANY 
ADDRESS  _ 
CITY 
STATE 


AIRCRAFT  TYPE 


Mail  to:  Mr.  James  S.  Waugh, V.  P  Marketing 
FlightSafety  International.  Inc.,  Marine  Air 
Terminal,  Dept.  0-4.  LaGuardia  Airport. 
Flushing,  N.Y  11371 

□  Check  here  to  also  receive  Annual  Report 

FlightSafety 

international 


Readers  Say 


1, 700-pound  suppository 

Sir:  Interesting  to  note  that  Citizens  for 
Intelligent  Business  Practices  (Readers 
Say,  Sept.  1 )  picked  on  plutonium  for  their 
glass-encased  suppository  for  MSF.  Plu- 
tonium seems  to  hold  a  special  fear  for 
the  antinukes,  primarily  because  they 
usually  know  so  little  about  it. 

Plutonium  is  an  alpha  emitter,  a  form 
of  radiation  that  will  hardly  penetrate 
paper,  so  a  gram  of  it  vitrified  in  borosili- 
cate  glass  would  be  totally  harmless. 

The  choice  of  a  gram  of  the  substance 
is  also  interesting.  The  average  reactor 
will  produce  about  650  pounds  of  plutoni- 
um per  year. 

One  gram  is  my  share  for  three  years 
of  power  production.  I  will  offer  to  accept 
CIBP's  suppository  in  MSF's  place.  It 
should  be  considerably  smaller  than  an 
aspirin. 

In  return,  the  person  who  wrote  the 
letter  must  accept  his  share  of  the  toxic 
wastes  produced  by  fossil  plant  genera- 
tion, like  lead,  mercury,  arsenic,  urani- 
um, etc.,  packaged  in  whatever  form 
they  like. 

Three  years'  worth  comes  to  about 
1,700  pounds — a  suppository  about  the 
size  of  a  Volkswagen. 
— Bill  Babcock 
Portland,  Ore. 


Smart  Japanese 

Sir:  Reader  Rosenthal  (Readers  Say,  Sept 
1)  is  misinformed  as  to  why  the  Japanese 
send  their  spent  nuclear  fuel  to  France.  It 
is  reprocessed  and  returned  to  Japan  in 
the  form  of  more  usable  energy  stock. 

The  U.S.,  paralyzed  by  no-nuke  fanat- 
ics, wastes  fuel  by  not  licensing  a  complet- 
ed reprocessing  plant  in  South  Carolina. 
— George  Kappell 
Essex  Fells,  NJ. 


Iraq— democratic  paradise? 

Sir:  Re  your  article  "Iraq:  The  oil  c'est 
moi"  (Aug.  18).  It  is  obvious  that  [you 
are]  quite  uninformed  about  the  prevail- 
ing conditions  in  Iraq  and  the  over- 
whelming support  the  Revolution  enjoys 
throughout  the  country  and  the  Arab 
Homeland. 

The  democracy  of  the  Baath  Arab  So- 
cialist Party  since  its  inception  40  years 
ago  has  h  n  based  on  a  humanistic 
phiiosoph  al  outlook  wider  and  more 
compreh.  scope  than  that  of  the 

Western  liberal  democracy.  Under  the 
great  and  historic  leadership  of  President 
Saddam  Hussein,  Iraq  enjoys  full  employ- 
ment, free  education  and  health  services, 


stability  and  a  deep  sense  of  national 
pride  and  unity. 

— Kamal  M.  Issa 
Press  Counselor, 
Iraqi  Interest*  Section 
Embassy  of  India 
Washington,  DC 


Colleges  that  teach 

Sir:  The  answer  to  your  question  raised 
in  Fact  and  Comment  (Sept.  1) — "Is  there 
any  college  that  puts  a  premium  on  good 
teaching?" — is  a  resounding  "Yes."  One 
college  that  still  puts  a  premium  on  good 
teaching  is  Westminster  College  in  Ful- 
ton, Mo.  Tenure  has  never  depended 
upon  what  a  faculty  member  publishes. 
— /  Harvey  Saunders 
President, 

Westminster  College 
Fulton,  Mo. 

Sir:  At  our  most  recent  faculty  meeting  a 
resolution  was  passed  unanimously  to 
invite  Forbes  to  learn  firsthand  about  a 
program  that  meets  your  wishes. 
— Edward  L.  Felton  Jr. 
Dean, 

Babcock  Graduate  School  of  Management 
Wake  Forest  University 
Winston-Salem,  N.C. 

Sir:  The  hundreds  of  community  col- 
leges in  our  country  have  faculty  who 
teach.  Faculty  are  recognized  and  re- 
warded for  good  teaching. 
— William  D.  Young 
Dean, 

Cape  Cod  Community  College 
West  Barnstable,  Mass. 

Sir:  .  .  .  Washington  and  Lee  University. 
Imagine:  All  the  professors  teach,  all  the 
deans  teach. 
—John  Dean 
Houston,  Tex. 

Sir:  .  .  .  Siena  College. 
— Prof.  J.  Willard  Frament 
Head  of  Finance  Department, 
Siena  College 
Loudonville,  N.  Y. 

Sir:  .  .  .  Indiana  Vocational  Technical 
College. 

— li<  m  ard  S.  Wilcox 
lndicmapolis,  Ind. 

Sir:  Dartmouth  College  puts  a  premium 
on  good  teaching  and  rewards  good 
teaching. 

— Kenneth  P  Bogart 
Professor  of  Mathematics, 
Dartmouth  College 
Hanover,  N.H 


Sir:  .  .  .  Golden  Gate  University. 
—Robert  K.  Entriken 
Associate  Professor  of  Matiagement, 
San  I  rancisco,  Calif 

Sir:  .  .  .  Chicago's  Keller  Gradull 
School  of  Management. 

— Ronald  L  Taylor 
Dean, 

Keller  Graduate  School  of  Management 
Chicago,  III 

Sir:  ...  St.  John's,  in  Annapolis,  Md. 

— Roger  Greene 
New  York,  NY 

Sir:  Teaching  ability  and  pay  is  inversi 
proportional  to  the  level  of  education^ 
The  best  teaching  and  lowest  | 
starts  at  the  elementary  school,  wq 
the  worst  teaching  and  the  highest  j 
ends  with  the  college  teacher. 
— R.C  Clemensson 
Bakersfield,  Calif. 


We're  a  winner 

Sir:  I  am  a  bit  mystified  as  to  how  y 
could  do  a  major  piece  on  Air  Produd 
involvement  in  synfuels  (May  12)  I 
then  leave  the  company  out  of  the  line 
in  your  July  21  story,  "Picking  the  s| 
fuels  winner." 
—Jack  W.  Butler 
Manager,  Public  Information, 
Air  Products  and  Chemicals,  Inc. 
Allen  town,  Penna. 


A  felony  is  a  felony 

Sir:  Re  your  comments  on  a  Texas  II 
requiring  a  life  sentence  for  persons  c« 
victed  of  a  third  felony  (Fact  and  Cc 
ment,  Aug.  4).  Your  argument  that  1 
total  stolen  in  three  separately  plarm 
and  executed  felonies  was  only  $229' 
points  not  to  the  gravity  of  the  act  but 
the  stupidity  of  the  thief. 
— Wade  H  Cockburn 
Houston,  Tex. 

MBHBHHMMBHHHHMmi 

Dividends  resumed 

Sir:  Our  firm  is  listed  in  "Cellar  dw« 
ers"  (Aug.  18),  but  the  article  says  tl 
only  5  of  the  56  companies  on  the  1 
pay  dividends.  We  should  have  been 
eluded.  We  resumed  cash  dividends  oi 
semiannual  basis  in  January. 
—Wm  Black 
Chairman, 
Chock  Full  O'Nuts 
New  York,  NY. 
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"BOLLATREBBIANQ 
VELCOME  TO  THE  FAMILY" 

—Franco  Bolla 


"Creating  a  great  wine,  my  grand 
father  taught  us,  includes  knowing 
which  wine  tocreate.  Atruly  superb 
taste,  he  believed,  comes  along  only 
very  rarely. 

"Which  brings  us  to  Bolla 
Trebbiano.  This  delicately  light,  dry 
wine  is  the  first  one  we  Bollas  have 
added  in  over  forty  years. 

"Why  so  long  a  wait?  In  a  word, 
taste— the  taste  a  wine  must  have  to 
have  the  Bolla  name.  And  Trebbiano 
is  very  much  a  Bolla!' 

FROM  THE  BOLLA 
FAMILY  OF  GREAT  WINES. 

I  MPORTF.P  BVTHE  JOS  GARNpW'  & )  XV.  N  V-  : 


At  RCA,  this  electronic  "brairfcreates  the  products  of  tomorrow. 

Thousands  of  outstanding  scientists,  engineers  and 
technicians  are  the  core  of  the  sophisticated  electronic 
"brain"  that  is  RCA:  Working  in  modern  laboratories  from 
\  Burlington  to  Van  Nuys,  from  Zurich  to  Tokyo,  these 
electronics  experts  search  constantly  for  new  materials, 
new  devices,  new  systems,  even  new  principles,  all 
designed  to  improve  the  ways  in  which  we  communicate 
with  one  another. 

In  the  past  20  years  alone,  inventions  of  these 
V  scientists  have  been  recognized  in  over  6.700  U.S. 

patents  granted  to  RCA.  There  are  projects  in  electro- 
optics,  such  as  the  development  of  a  solid  state  laser 
that  enables  fiber-optic  communications  systems  to 

;;'.\    ...  »     ■[■  \  ©1980  RCA  Corporation 


transmit  up  to  500  million  bits  of  information  per  second. 
There  are  projects  in  Aerospace.  Digital  systems.  And,  of 
course,  home  entertainment,  as  exemplified  by  color 
television  and  the  new  "SelectaVision"  VideoDisc  System, 
developed  entirely  by  RCA. 

Dedicated  research  has  been  a  tradition  at  RCA  for 
over  sixty  years.  Today,  many  years  after  Nipper  started 
listening  to  "His  Master's  Voice,"  research  and  development 
of  electronic  products  are  funded  at  the  highest  level  in 
our  company's  history.  Our  commitment  is,  as  it 
has  always  been,  to  the  advancement  of 
technology— to  the  creation  of  products  M 
that.expand  the  human  horizon. 


;anon  or  products  ^» 
i  horizon.  IB  I"  J| 

A  tradition  on  the  move 


THE  JAGUAR  SERIES  III 


CONCEIVED  WITHOUT  COMPROMISE  TO  BE  THE  BEST  JAGUAR  EVER  BUIL 


The  Series  III  surpasses  even  the  high 
standards  set  by  previous  Jaguars. 

To  begin  with  its  engine,  it  is  our 
famous  4.2  liter,  double  overhead-cam 
Six  with  the  incredible  response  of  a 
computerized  Bosch/Lucas  electronic 
fuel-injection  system.  Coupled  with  a 
thoroughly  dependable  electronic  igni- 
tion and  our  automatic  cold-start  en- 
richment fuel-injection  system,  the 
engine  is  uncommonly  reliable. 

But  perhaps  the  ultimate  test  of 
greatness  in  any  luxury  car  is  the  way  it 
moves.  The  Series  III  steering  is 
smooth  and  precise,  thanks  to  a  power 
rack  and  pinion  system.  Fully  indepen- 
dent suspension  on  all  four  wheels 
gives  you  a  constant  sense  of  control, 
regardless  of  the  road  surface.  And 


four-wheel  power  disc  brakes  stop  the 
car  with  authority. 

In  refining  the  exterior  styling  of  our 
classic  XJ  sedan,  we  studied  the  car 
long  and  thoughtfully.  Then  we  added  a 
new  sleeker  roofline  that  gives  the  car 
more  glass,  better  visibility  and  more 
headroom  for  rear  passengers.  There 
is  a  new  grille,  new  and  more  subtly 
integrated  bumpers,  a  new  taillight 
grouping  and  other  refinements  of  styl- 
ing throughout  the  car. 

Inside  the  Series  III  you  will  find 
many  luxuries  as  standard  equipment. 
Superb  leathers,  rare  burled  walnut, 
deep  carpeting  and  an  awesome  si- 

JAGUAR 


lence  in  motion  are  all  built  into  the  Co 
And  now  there  is  a  stereophonic  cai 
sette  player  and  four-speaker  AM  FN 
radio  with  signal-seeking  tuner.  Ther 
is.  too,  a  hidden  antenna  that  can  b 
set  to  rise  automatically  after  the  ei 
gine  has  started,  and  to  lower  itse 
when  you  turn  off  the  engine.  Aut 
matic  air  conditioning  and  cruise  co 
trol  are  standard  too,  as  are  radial-pl 
tires  and  power  side-view  mirrors. 

The  Series  III  is  undoubtedly  th 
best  Jaguar  sedan  ever  built.  Com 
drive  this  uncommon  machine  and  se 
for  yourself.  For  the  name  of  the  deale 
nearest  you,  cail  these  numbers  tc 
free:  (800)  447-4700  or,  in  Illinois,  (80C 
322-4400. 
□  Jaguar  Rover  Triumph  Inc.  Leoma.  N.J.  07601 


With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


A  BLOOPER  A  DAT 


going  to  blow  Reagan's  election  away, 
remember  as  if  it  were  yesterday  when  that  dynamo  GOP 
minee,  Wendell  Willkie,  barnstormed  the  country  in  1940 
outing,  "Help  me  to  save  Am-u-rrr-ah-ca!"  from  a  Franklin 
osevelt  third  term.  By  the  time  his  train  whistle-stopped  at 


Princeton  Junction,  he  was  so  hoarse  his  raspy  whispers  could 
rarely  be  understood. 

At  this  point  a  case  of  hoarseness  requiring  a  total  rest  for 
the  vocal  cords  may  be  the  only  way  Mr.  Reagan  can  keep  this 
election  a  horse  race. 


CARTER  S  STRIPPING  OF  OUR  MILITARY  GEARS 


so  much  more  menacing  than  Reagan's  off-the-cuff  quips 
d  slips  that  we  better  hope  the  latter  doesn't  take  the  heat 
d  the  light  off  the  former. 

t  wasn't  many  months  ago  that  the  President  was  bragging 
nit  how  much  he'd  "saved"  on  military  spending.  After  the 
nian  rescue  fiasco  revealed  the  shocking  state  of  our  mili- 
capabilities,  the  Administration  leaks  a  supposedly  super- 
set future  weapon — the  possibility  of  developing  an  "invisi- 
airplane." 

To  top  it  off,  Carter's  fanatical  determination  to  carry  out 

DETROIT  WON'T  BE  ABLE  TO 

Morgan  Guaranty's  senior  vice  president,  Rimmer  de 
Res,  has  his  facts  right,  and  if  the  next  President  comes  up 
fth  a  meaningful  incentive  for  those  driving  old  cars  to 
Dlace  them. 

Writes  de  Vries  in  the  Times:  "If  it  were  possible  to  replace 
lbnce  the  nation's  existing  car  stock  by  vehicles  averaging  40 
|  les  per  gallon,  compared  with  the  14  mpg  at  present,  the 
(h'ings  would  exceed  4  million  barrels  a  day,  or  more  than 
\r/o  of  net  oil  imports  last  year." 

j  Given  a  money-motivating  incentive — perhaps  a  tax  cred- 


the  $34  bullion  MX  mobile  missile  system  would  compound 
rather  than  alleviate  our  military  nuclear  problems  vis-a-vis 
the  U.S.S.R.  Instead  of  stocking  those  200  missiles  into  200  20- 
mile  racetracks  covering  7,000  square  miles  of  Utah  and  Neva- 
da, there's  an  infinitely  sounder,  hugely  less  expensive  and  far 
safer  alternative — 50  or  so  small  conventional  submarines, 
each  carrying  a  couple  of  MX  missiles,  widely  dispersed  under 
the  seas  off  our  coasts. 

Reagan  as  President  is  more  apt  to  listen  to  those  responsible 
for  our  military  capabilities  than  Jimmy  Carter  does. 

MAKE  CARS  FAST  ENOUGH 

it? — to  buy  a  car  that  achieves  close  to  such  an  average  mile- 
age, our  auto  companies  would  be  working  round  the  clock  and 
still  not  be  able  to  meet  demand. 

The  present  price  of  gas — which  will  go  higher  despite  the 
temporary  surplus — has  made  new  car  buyers  intensely  mile- 
age conscious.  The  patriotic  desire  to  free  our  country  from  the 
clutches  of  Qaddafi-Khomeiniesque  OPECers  adds  further  in- 
centive. With  a  tax  kicker,  orders  on  low-gas-consuming  cars 
could  blaze  up  in  prairie-fire  proportions. 

The  recession  would  go  up  in  smoke. 


WATER:  NART  A  DROP  EVER  LOST,  SO  WHAT'S  THE  PROBLEM? 


Twixt  droughts  and  galloping  consumption,  are  we  and  the 
it  of  the  world  running  out  of  water? 
-io  way. 

'The  water  that  John  used  for  baptizing  Jesus  still  exists," 
nts  out  the  August  issue  of  National  Geographic  in  a 


compelling  analysis  of  Our  Most  Precious  Resource.  "Each 
day  the  sun  evaporates  a  trillion  tons  of  water  from  the 
oceans  and  continents  and  pumps  it  as  vapor  into  the  atmo- 
sphere— the  greatest  physical  force  at  work  on  earth.  Each 
day  the  same  amount  of  vapor  condenses  and  falls  as  rain, 
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snow,  sleet  and  hail,  replenishing  its  sources." 

The  problem  isn't  the  quantity  of  water  (which  is  no  more  or 
less  than  it  has  ever  been),  but  where  the  hydrologic  cycle 
picks  up  and  lets  loose  the  stuff  (often  not  where  man  needs  it) 
and  our  polluting  of  it. 

Mankind  (or  are  we  supposed  to  say  "personkind"  these 
days?)  can,  and  for  centuries  did,  live  without  oil  and  energy 
other  than  his  own.  But  there's  no  way  anyone  could  live 
without  water. 

Interestingly  enough,  for  us  to  develop  energy  self-sufficien- 
cy, water  is  vital.  Great  quantities  of  it  are  involved  in  pressing 
oil  from  shale,  or  mining  and  moving  coal.  The  acid-rain  by- 
product of  generating  power  from  coal  looms  as  a  major  prob- 
lem. And  former  "inexpensive"  ways  of  disposing  of  toxic 
industrial  wastes  have  come  back  to  haunt  us  by  infiltrating 
our  water  supplies  with  a  vengeance  that  nature  is  not  unnoted 
for  on  occasion. 

fust  as  we  are  fumbling  expensively  but  inexorably  toward 


energy  solutions,  so  too  will  we  solve  our  water  needs.  Progrel 
has  been  made  in  visibly  lessening  the  pollution  of  our  rive: 
lakes,  shores  and  harbors.  The  disposing  of  toxic  wastes 
doable — for  instance,  according  to  Thomas  Canby's  Nation 
Geographic  article,  Lockheed  "is  developing  a  detoxificatn 
system  that  could  render  toxins  harmless  with  15,000  watts 
microwave  energy." 

It  was  our  capacity  to  work  and  produce  that  contnbut 
mightily  to  winning  WWI  and  II.  Smoking  chimneys  in  ti 
Twenties  were  signs  of  more  jobs,  wealth  and  an  ever-increa 
ing  standard  of  living.  The  lack  of  smoking  chimneys  and  t 
jobs  they  personified  marked  the  black  Depression  days. 

It's  only  a  decade  or  so  ago  that  we  came  to  realize  t. 
atmosphere's  capacity  to  absorb  smoke  and  fumes  is  limitt 
Once  aware,  we've  led  the  world  in  ecological  conscience  a: 
in  developing  knowledge  to  protect  the  environment. 

And,  with  dramatically  growing  awareness  of  the  need,  we 
get  to  solutions  for  our  water  problems,  too. 


AT  THE  RISK  OF  IRKING  THE  INTERERS 

you  have  to  chuckle  over  the  TV  commercials  for  a  cremation       When  Forest  Lawn  Memorial  Park,  not  renowned  for  ; 


chain  in  California  called  the  Neptune  Society. 

They  pitch  for  cremation  and  burial  of  the  dead's  ashes  at 
sea,  prornising  the  whole  package  for  $345  "plus  transporta- 
tion." One  of  their  slogans:  "Save  land  for  the  living." 


reticent  body  disposition,  was  asked  about  this  competi; 
cremation  service  for  half  their  price,  a  spokesman  responde 
"Land  used  for  cemeteries  becomes  a  green  belt." 
For  karatelike  ads,  the  Neptune  Society  gets  a  black  belt. 


.  .-in 


IF  YOU  REALLY  DON'T  WANT  TO  KNOW,  DON'T  ASK 

Earlier  this  year  I  was  carried  away 


by  a  piece  of  sculpture  that  for  sure  no 
one  could  carry  away — a  3-ton  marble 
"book"  that  I  thought  would  be  both 
impressive  and  enjoyed  by  all  who 
saw  it  in  the  spacious  lobby  of  the 
Forbes  Building.  Getting  it  in  place 
involved,  along  with  sweat  and  blood, 
reinforcement  of  the  flooring. 

A  couple  of  days  after  installation, 
having  received  but  few  of  the  antici- 
pated comments  on  this  dramatic 
piece  of  art  from  colleagues,  I  began  to 
seek  some,  and  most  were  either  of 
the  straining-to-be-polite  variety  or  guardedly  derisive.  After 
time  and  a  few  bruised  shins  had  passed,  we  decided  to 
circulate  a  ballot  to  our  250  fellow  headquarters  laborers  asking 
them  to  cast  an  anonymous  vote  on  whether  they  liked  the 
sculpture,  thought  it  had  been  there  long  enough,  or  for  any 
other  comment  they  cared  to  make. 

Ouch!  The  "No"  votes  were  4  to  1  ahead  of  the  "Like  It." 
Many  of  the  nayers  said  they  liked  the  piece,  but  they  thought 
it  belonged  outdoors  where  space  would  greatly  enhance  the 
sculpture's  impact. 

Some  of  the  negative  comments,  though,  varied  from  rough 
to  humorous: 

"It  needs  editing." 


Homage  to  Amerigo  Vespucci 
Forbes  Lobby 

Sculptors:  Kubach-Wilmsen 


Homage  to  Gutenberg 
Gutenberg  Museum 


"I  can't  wait  for  it  to  be  made  into  a  major  motion  picture." 


"It  looks  like  something  Mt.  St.  Helens  blew  out." 

"An  absurd  waste  of  energy  (sculptor's)  and  money  (yours) 

"Like  a  cartoon — you  only  need  to  see  it  once." 

"It  reminds  me  of  books  by  Hegel.  They  were  about  equal 
ponderous  to  read." 

"Must  you  flaunt  your  lack  of  taste  on  your  employees?" 

"Should  be  titled  The  Sayings  of  Chairman  Moses. " 

"Hollow  it  out  and  use  it  as  a  sarcophagus." 

"It's  the  pits — if  I  were  a  magician,  I'd  make  it  go  poof!" 

Voting  on  art  is  basically  absurd.  But  since  this  huge  ai 
several-times-daily  unavoidable  sculpture  had  so  effective 
aroused  responses,  wouldn't  you  agree  that  such  a  wide  marg 
for  the  negative  should  be  heeded? 

Anyway,  it  has  been. 
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SPEAKING 

Getting  By  on  $100,000  a  Year— by  An- 
drew Tobias  (Simon  &  Schuster,  $10.95). 
With  a  writing  style  that  showers  sparks 
and  light  like  a  dazzling  Fourth  of  July 
sparkler,  Andrew  Tobias  brings  you  alive- 
in-print  the  likes  of  Frank  Yablans',  James 
Dines',  David  Begelman's  Needs.  He  even 
has  us  sorrowing  for  that  poor  guy  who 
l't  make  it  in  New  York  on  $100,000  a  year.  The  Herb 
hen  assay  is  a  classic. 

erpts:  The  total  government,  personal,  and  corporate  debt  in 
:  United  States  climbed  from  $1.6  trillion  in  1970  to  over  $4 
.lion  today.  One  way  to  maintain  your  life-style  when  you're 
ting  poorer  is  to  borrow.  .  .  .  The  Lefrak  Organization  head- 
irters  on  Queens  Boulevard  is  more  shirtsleeves  than  show, 
e  reception  area  has  linoleum  on  the  floor  and  a  huge  wooden 
it  of  arms  hanging  on  the  wall  with  the  Lefrak  motto.  It  is 
jot  Omnia  Vincit,  which,  loosely  translated,  means  that 
Tak  employees  had  damned  well  better  work  their  asses  off 

way  Maurice,  Aaron,  Harry,  Sam,  and  Richard  did  and  do. 


OF  BOOKS 

Footprints — by  Brooke  Astor  (Doubleday 
&  Co.,  $13.95).  A  fascinating  autobiogra- 
phy by  that  sparkling  Good  Lady,  Mrs. 
Vincent  Astor.  Her  late  husband,  with 
love  and  wisehess,  entrusted  her  to  Foun- 
dation-away  the  last  American  Astor  mul- 
timillions.  She's  doing  it  with  a  zestfully 
imaginative  Hand  for,  to  and  in  the  City 
of  New  York. 

Excerpts:  People  who  have  had  very  happy  marriages  are  apt  to 
remarry  quickly  after  the  death  of  their  husband  or  wife.  It  is,  in 
fact,  a  tribute  to  a  happy  marriage.  Bad  marriages  make  for  happy 
widows  and  widowers.  ...  I  learned  from  Buddie's  death  that 
one  should  always  go  to  the  house  of  a  friend  who  haslostawifeor 
husband.  They  are  usually  so  dazed  that  they  need  the  warmth 
and  affection  of  friends  who  share  in  their  grief.  I  used  to  feel  that 
a  family  wanted  seclusion  and  wished  to  be  alone.  Now  I  know 
better.  I  take  flowers,  I  don't  send  them,  unless  I  am  ill,  or  if  it  is 
someone  I  only  know  slightly,  but  have  liked.  I  shall  never  forget 
the  friends  who  came  to  see  me. 


THOSE  WHO  SNAP  FINGERS 

o  get  attention  are  seldom  worth  a  snap  of  anyone  else's. 


IGNORANCE  RATHER  THAN  INTENTION 


accounts  for  most  rudeness. 


By  M.S.  Forbes  Jr. 


At  long  last  the  Financial  Account- 
ing Standards  Board,  the  rule-making 
body  for  the  accounting  profession, 
has  proposed  changes  to  its  silliest 
regulation — the  notorious  FASB 
Statement  No.  8,  which  directs  the 
way  in  which  companies  must  handle 
foreign  currency  fluctuations. 

Enacted  in  1976,  FASB  8  had  seri- 
ous flaws  (see  this  column,  June  12, 
1978)  that  led  to  wild  gyrations  in 
quarterly  profits  of  American  multi- 
nationals, profits  that  bore  little  rela- 
tion to  how  a  company  was  actually 
performing.  Corporations  spent  enor- 
mous amounts  of  management  time 
and  money  devising  ways  to  mini- 
mize earnings  volatility. 

The  proposed  changes  would  do 
I  away  with  most  such  distortions.  The 
.  quicker  they're  enacted,  the  better. 

WOULD  BE  REVISIONISTS 

Too  bad  for  Jimmy  Carter  and  his 
Defense  Secretary  Harold  Brown  that 

j  they  can't  conveniently  rewrite  histo- 
ry, as  is  routinely  done  in  the  Soviet 

;  Union.  They  would  like  voters  to  be- 

j  lieve  that  the  Administration  has 
been  consistently  aware  of  our  mili- 
tary shortcomings,  that  the  programs 
needed  to  get  us  back  into  proper  pos- 

I  ture  are  already  under  way. 

Each  year,  along  with  his  depart- 

:  mental  budget  request,  the  Secretary 
of  Defense  issues  a  report  regarded  by 


IT'S  ABOUT  TIME 

analysts  as  a  definitive  statement  of 
the  Administration's  assessment  of 
present  and  future  military  needs. 
What  a  contrast  the  Carter  Adminis- 
tration defense  attitude  makes  to  the 
final  report  by  Defense  Secretary 
Donald  Rumsfeld  of  the  outgoing  Ford 
Administration  in  January  1977. 

Here's  how  Ford  and  Rumsfeld  as- 
sessed the  Soviets'  then  decade-old 
military  buildup:  "The  Soviet  Union  is 
without  question  engaged  in  a  serious, 
steady  and  sustained  effort  which,  in 
the  absence  of  a  U.S.  response,  could 
make  it  the  dominant  military  power 
in  the  world.  ...  To  reverse  that  unac- 
ceptable course,  President  Ford  pro- 
posed a  real  increase  in  last  year's 
defense  budget.  Even  more  effort  will 
be  required  of  us  in  the  coming  years." 
The  report  outlined  a  five-year  pro- 
gram to  redress  the  imbalance. 

Compare  this  analysis  with  the  one 
we  got  a  year  later  from  Harold  Brown. 
There  were  the  obligatory  remarks 
about  maintaining  our  readiness  and 
acknowledgments  of  the  Soviet  build- 
up. But  the  tone  and  thrust  were  en- 
tirely different. 

Strip  away  the  bureaucratese,  and 
the  Brown  report  made  clear  that  the 
new  Administration  viewed  the  Ford- 
Rumsfeld  approach  as  unduly  alarmist. 
"There  are  no  grounds  for  panic  or 
crash  efforts."  It  cautioned  against 
"exaggerated  statements"  about  Sovi- 
et military  strength.  "We  are  not 
midgets  and  they  are  not  giants," 


Brown  declared.  "Both  of  us  are 
heavyweights  [and]  we  remain  the 
more  agile  of  the  two." 

The  Ford  Administration,  for  in- 
stance, was  worried  that  the  Soviets 
were  fast  achieving  the  ability  to 
knock  out  our  land-based  missiles  in  a 
first  strike.  Brown  conceded  that  Mos- 
cow might  indeed  "theoretically" 
achieve  such  a  capability  by  the  mid- 
1980s,  but  he  warned  against  getting 
too  upset.  (A  few  weeks  ago  our  fax- 
sighted  Defense  chief  revealed  that 
Moscow's  goal  for  achieving  a  first- 
strike  capacity  against  our  ICBMs 
"has  been  realized  or  close  to  it.") 

Brown  was  as  good  as  his  1978 
words.  He  and  Carter  cut  the  equiv- 
alent of  $38  billion  from  the  Ford  Ad- 
ministration's five-year  defense 
spending  plan.  They  delayed  or  can- 
celed virtually  every  major  weapons 
system  proposed  or  started  by  the  out- 
going Republicans.  Our  conventional 
forces  were  allowed  to  deteriorate  to 
the  point  of  incapacity. 

Incredibly,  this  myopic,  dangerous 
attitude  still  persists.  Carter  has  been 
portraying  Reagan  as  a  man  who  would 
plunge  the  U.S.  into  a  "massive  nuclear 
arms  race  with  the  Soviet  Union," 
apparently  unaware  that  the  Russians 
have  been  on  a  major  arms  buildup 
since  the  mid-1960s.  The  question  is: 
Which  presidential  candidate  is  most 
likely  to  undertake  the  rapid,  expen- 
sive, far-reaching  measures  necessary 
to  close  the  widening  gap? 
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Other  Comments 

Often  comments  b\  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSI 


New  York 
Will  Slay  You 

New  York — I  hate  to  admit  this,  but 
there  are  reasons  for  a  Chicagoan  to  envy 
New  York.  The  reason  I  envy  New  York 
is  the  style  with  which  its  gangsters  kill 
each  other.  Umberto's  is  the  only  joint 
on  Mulberry  St.  that  can  boast  that 
Crazy  Joey  Gallo  was  ventilated  while 
eating  its  magnificent  linguine  with 
clam  sauce.  I  asked  [the  chef]  what  the 
effect  was  when  someone  was  bumped 
off  in  a  New  York  restaurant. 

"I'll  tell  you  the  truth.  Business  gets 
bigger  and  better.  You  want  to  make  it  in 
New  York?  Have  somebody  big  knocked 
off  in  your  place.  It's  great.  We  were 
never  that  well  known.  But  if  another 
guy  gets  knocked  off  in  here,  we  might 
have  to  expand." 

— Mike  Royko,  columnist, 
Chicago  Sun-Times 

Nix  the  MX? 

Is  the  MX  missile  system  proposed  by 
the  Air  Force  necessary  for  national  de- 
fense- The  Air  Force  is  proceeding  as 
though  there  were  no  question  of  this, 
but  in  fact  there  are  many  dissenters — 
within  and  outside  the  defense  commu- 
nity. Some,  like  Naval  War  College  lec- 
turer Henry  E.  Eccles,  formerly  a  rear 
admiral  in  the  Navy,  believe  that  a  new 
missile  system  is  unnecessary.  Others, 
like  retired  Admiral  Thomas  Moorer, 
former  chairman  of  the  Joint  Chiefs  of 
Staff,  and  Sidney  Drell  of  Stanford  Uni- 
versity, a  consultant  to  the  National 
Security  Council,  believe  that  a  new 
missile  system  should  be  built;  however, 
it  should  be  based  not  on  land  but  in 
small  submarines  cruising  in  U.S.  coast- 
al waters. 

— Sierra  Club  Bulletin 

Water,  Water  Everywhere? 

On  an  average  day  you  and  I  each  draw 
about  87  gallons:  24  for  flushing,  32  for 
bathing,  laundry,  and  dishwashing,  and 
25  for  swimming  pools  and  watering  the 
lawn.  We  use  a  mere  two  gallons  for 
drinking  and  cooking — the  only  water 
we  actually  require  to  survive.  Traced 
back,  the  eggs  you  ate  for  breakfast  re- 
quired 120  gallons  of  water  each;  the  ton 
of  steel  in  your  car,  about  60,000  gallons. 
With  these  indirect  uses  our  daily  need 
soars  to  some  2,000  gallons  each. 

Considering  this,  are  we  running  out? 
The  answer,  most  experts  agree,  is  a  re- 
sounding "no."  Yet  the  United  States 
faces  serious  water  problems,  of  both 


quantity  and  quality.  Rain  and  snow  do 
not  fall  evenly  across  the  land;  the  West, 
with  60  percent  of  the  nation's  real  es- 
tate, receives  only  25  percent  of  its  mois- 
ture. .  .  .  The  rain-rich  East  faces  water 
challenges  equally  severe,  some  of  quan- 
tity and  more  of  quality.  The  immense 
populations  of  metropolitan  Boston, 
New  York  and  Washington,  D.C.  will 
face  rationing  if  nature  repeats  the 
drought  that  struck  in  the  1960s.  Pollu- 
tion plagues  waterways  that  we  use  as 
both  fountains  and  sewers. 

— National  Geographic 

Good  Neighbor 

Farm  experts  report  that  Canada  sold 
so  much  grain  to  the  Soviet  Union — 
after  agreeing  to  abide  by  Carter's  em- 
bargo— that  it  now  is  being  forced  to 
buy  feed  grains  from  the  U.S.  to  meet 
demands  at  home. 

— U.S.  News  &)  World  Report 

Like  a  Nervous  Burglar 

If  Congress  mandated  a  $l-a-gallon 
federal  tax  to  be  placed  on  gasoline  in  25- 
cent-a-year  steps  over  the  next  four 
years,  people  would  have  the  prospect, 
when  they  went  to  pick  out  their  next 
new  car,  of  paying  $2  to  $3  for  a  gallon  of 
gas,  which  is  already  fact  throughout  Eu- 
rope. The  average  fuel  efficiency  of  the 
American  automobile  would  jump  from 
14  miles  a  gallon  like  a  nervous  burglar  at 
the  sound  of  a  doorbell.  Nothing  can  pro- 
vide an  incentive  to  conserve  fuel  like 


making  it  more  expensive.  .  .  .  The  | 
sacrifice  I  am  suggesting  is  the  sacri] 
of  driving  in  a  smaller  car  with 
pickup  ...  a  sacrifice  that  would  s 
the  country  $30  billion  or  so  a  yearj 
$40  billion  or  $50  billion  a  year  depcj 
ing  on  where  the  price  of  oil  goes. 

—Getting  By  on  $100,000  a  Yi 
by  Andrew  Tol 


On  the  outside  chance  th 
there  are  those  who  have  n< 
er  handled  $1.1  billion,  let 
note  that  1.1  billion  minut 
ago  Cleopatra  was  on  the  Ni 
—Senator  Daniel  Patrick  Moyni 
Democrat  New  v 


Too  Early  to  Rise? 

One  senator  bet  another  that  he  a 
get  [Martin]  Van  Buren  to  commit  h 
self  publicly  on  a  public  issue.  "M 
there's  been  some  talk  that  the  sun  r 
in  the  east.  What  do  you  think?"  " 
heard  the  same  rumour,  Senator, 
since  I  never  get  up  until  after  dawt 
have  no  useful  opinion  in  the  matter. 

— Burr,  by  Gore  V 

Youthful  Assurance 

One  night  (I  was  1 1  years  old  at  the  ti 
my  grandfather  came  and  shook  me  fi 
my  sleep  and  announced  with  the  ss 
grumbling  laconism  that  he  would  h 
employed  to  predict  a  good  harvest  to 
tenants,  that  I  should  rule  the  world.  I 
His  news  affected  me  less  than  one  mil 
think;  a  child  is  ready  for  anything. 

— Memoirs  of  HadrM 
by  Marguerite  Yourctl 
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CPT  explains 
what  word  processing  is 
-in  plain  English 


"  Exactly  what  is  word  processing?  Is  it 
„  ^  practical  in  a  small  office?  And  will  your 
ti  cretaries  love  it  or  hate  it?  CPT 
Jiswers  these  and  other 
fifiestions— and  includes 

me  surprising  facts 
"out  the  remarkable 
I PT  8000. 

>rd  processing  is  simply  a 
ter,  easier,  less  expensive  way 
lype.  A  word  processor  does  many 
ngs.  However,  typing  is  its  main  job. 

Let's  say  you're  preparing  a  sales 
iposal  on  the  CPT  8000  (right). 

Instead  of  reaching  for  typing  paper 
d  inserting  it  like  you  would  on  a  type- 
ter,  you  begin  typing  immediately. 

What  you  type  appears  on  an  easy- 
read  screen  that  actually  looks  like  a 
et  of  paper:  full-size,  with  black 
racters  on  a  white  background. 

store.  The  black-on-white  screen  is  a  major 
Mure  of  the  CPT  8000;  some  competitive 
iodeh>  have  only  a  partial-page  display, 
id  a  green-on-green,  computer-like  screen. 


Power  typing 

:ause  nothing's  on  paper  yet,  you  can 
>wer  type"  at  full  rough  draft  speed 
hout  worrying  about  typos  and  other 
Drs. 

Mistakes  are  corrected  easily  right 
the  CPT  8000  screen.  Leave  out  a 
d  or  paragraph'  Just  type  it  in  and 
entire  text  can  be  readjusted 
n:tronically. 


Now  we  come  to 
some  of  those  other 
remarkable  things 
your  CPT  8000 
can  do. 

"Electronic 
Filing" 

Everything  you  type  on  the  CPT  8000 
can  be  captured  on  small,  magnetic  mem- 
ory disks.  Each  holds  up  to  one  huncired 
business  letters.  Individual  documents 
can  be  recalled  to  the  screen  in  moments. 
So  you  can  update  documents  any  time  — 
as  easily  as  you  made  corrections  on 
the  originals. 

With  CPT's  "electronic  filing"  system, 
you  can  replace  rows  of  bulky  filing  cabi- 
nets with  small  disk  storage  boxes. 

More  than  words 

A  relatively  new  feature,  found  only  on 
the  CPT  8000  and  other  advanced  word 
processors,  is  called  "software  program- 
ming" (Don't  worry,  we  do  the 
programming,  not  you. ) 

Small,  preprogrammed 

disks  let  you  use  your 
CPT  8000  to  do  jobs 
impossible  on  an  ordinary 
typewriter.  You  can  prepare 
payrolls,  keep  ledgers,  handle 
inventory  and  bookkeeping, 
and  more.  It's  so  simple  that  no 


^§$5*0*%,         special  computer  language  or 
""^J^        knowledge  is  necessary. 


secretary's  time  for  more  challenging 
duties. 

Pays  for  itself 

Even  in  a  small  office,  a  word  processor 
can  save  so  much  time  and  increase 
output  so  dramatically,  that  it  will  quickly 
pay  for  itself. 

A  conservative  estimate  is  that  a  word 
processor  will  double  a  secretary's  output. 

Just  as  important— is  the  valuable 
executive  time  you  save  by  getting  your 
letters  and  reports  back  faster. 

Obviously,  we  have  only  touched  on 
how  word  processing  can  speed  up  and 
simplify  routine  office  chores.  For  a  more 
thorough  explanation,  please  send 
for  our  free  booklet, 
CPT  Takes  The  Mystery  l 
Out  of  Word  Processing.  \ 

CPT" 


Only  when  your  document  is  letter- 
|fect  do  you  transfer  it  from  screen 
iaper.  Just  touch  a  button  and  the 
T  8000  printer  produces  a  crisp 
.  jinal  at  the  amazing  speed  of  up  to 
1)  words  a  minute. 


The  best  judge 

If  anyone  might  resist  word  processing, 
it's  the  secretary  who  has  to  use  it.  But 
the  CPT  8000  is  so  easy  to  use,  secretaries 
are  among  its  strongest  advocates.  Gone 
are  the  false  starts,  messy  whiteouts,  and 
hours  of  retyping  just  to  make  simple 
revisions.  The  CPT  8000  now  frees  your 


COT 


Mail  to:  CPT  Corporation 
P.O.  Box  17, 

Minneapolis,  MN  55440 
I  d  like  to  know  more  about  word  processing  and 
the  CPT  8000.  Please  send  me  your  free  booklet 
CPT  Takes  The  Mystery  Out  of  Word  Processing 

Name  

Title/Company  

Address  

City_  


.State. 


:Zip_ 


Phone  (. 
FS-01 


Start  saving 
money...stop  playing 
in  our  business. 


You  may  be  a  leading  player  in  your  game,  but  if 
you're  playing  in  ours,  you  may  be  making  an 
expensive  mistake.  We're  PHH  Group,  a  team  of 
companies  dedicated  to  providing  specialized, 
cost-saving  services  that  free  you  to  follow  your 
own  game  plan. 

The  experts  on  our  team  can  help  you  save 
money  by  managing  your  employee  relocations, 
providing  car  and  truck  fleet  management, 
monitoring  diesel  fuel  and  related  truck  and  equip- 
ment purchases,  and  providing  maintenance 
control  for  centrally  garaged  vehicles.  Many  of 
America's  biggest  corporations  are  able  to  save 
big  money— in  good  times  and  bad— because  of 
our  experience.  Here's  how. 

FUEL  PURCHASE  PROGRAMS 

If  you  need  to  monitor  and  control  the  purchase 
of  diesel  fuel  for  your  over-the-road  trucks,  our 
National  Truckers  Service  can  do  it.  NTS  will  ease 
your  paperwork,  solve  your  fuel  tax  problems, 
and  relieve  your  operational  headaches.  Disci- 
plined purchasing  practices  and  detailed  docu- 
mentation are  parts  of  a  program  that  gives  you 
better  control. 

FLEET  MANAGEMENT  SERVICES 

Peterson,  Howell  &  Heather  saves  money  for 
corporate  clients  through  a  wide  range  of  vehicle 
management  and  cost-control  programs.  We 
will  manage  your  vehicle  fleets,  control  their 
maintenance,  and  continually  audit  their  cost 
efficiency  to  save  you  every  possible  dollar.  More 
than  180,000  vehicles— cars  and  trucks— are 


under  management,  making  us  the  largest 
company  of  our  kind  in  the  world. 

MAINTENANCE  REPORTING  SYSTEMS 

Our  Mainstem  company  specializes  in  identify- 
ing and  controlling  the  maintenance  costs  associ- 
ated with  large,  centrally  garaged  fleets  of 
vehicles  and  equipment.  Corporate,  utility  and 
municipal  fleet  operators,  working  with  Main- 
stem's  experienced  advisors,  now  monitor  and 
schedule  the  maintenance  and  replacement  of 
more  than  220,000  pieces  of  equipment. 

PERSONNEL  RELOCATION 

Homequity,  the  nation's  leading  authority  on 
executive  relocation,  helps  control  the  costs  of 
relocating  more  than  25,000  transferring  em- 
ployees and  their  families  throughout  the  country. 
Homequity  will  buy  your  transferring  employees' 
homes  at  their  full  market  value,  assist  in  locating 
new  homes,  and  manage  the  movement  of  their 
household  goods.  Homequity  services  translate 
into  greater  convenience  for  the  moving  families 
and  an  improved  bottom  line  for  companies  now 
handling  their  own  employee  transfers  and 
relocations. 

Instead  of  playing  in  our  business,  call  us.  We'll 
show  you  how  you  can  concentrate  on  what  you 
do  best,  and  save  a  lot  of  money  by  letting  us 
do  for  you  what  we  do  best.  For  a  copy  of  our 
Company  Book,  call  (301)  667-4000.  Or  write 
PHH  Group,  Inc.,  Corporate  Communications 
Dept.  FB3, 11333  McCormick  Road,  Hunt 
Valley,  Maryland  21031. 


GROUP 

WE  HELP  COMPANIES  MIND 
THEIR  OWN  BUSINESS 


(ENGELHARD) 

FINE  SILVER  BARS 


Available  in  \-oz.,  \0-oz.,  \00-oz.,and  l-K/'/o  sizes  -  Only  through  independent  dealers 


Now  you  can  buy  quality 
silver  bars  manufactured  by 
Engelhard.  Every  Engelhard  silver 
bar  is  .999+  fine  silver  and  is 
embossed  with  its  individual 
serial  number  and  carries 
the  {Engelhard)  mark. 


You  can  buy  Engelhard's 
fine  silver  bullion  from 
independent  dealers,  but  you 
should  know  the  dealer  from 
whom  you  buy  Call  Engelhard 
directly  at  (800)  526-7680  (in  New 
lersey,  (800)  272- 104 1  (for 


additional  information  Now  you 
too,  can  own  Engelhard  silver 
bullion. 


ENGELHARD    INDUSTRIES  DIVISION 

ENGELHARD  MINERALS  &  CHEMICALS  CORPORATION 
70    WOOD    AVENUE    SOUTH.    ISELIN.    N    J      088  30 

An  equal  opportunity  employer 
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fmost  without  notice,  banking  deregulation 
is  arrived.  Eventually  the  public  will  benefit, 
nd  many  banks  will  disappear. 

If  it  looks  like 
a  bank  and  acts 
like  a  bank . . . 


iral  Reserve  Chairman  Paul  Volcker 

ally,  a  constituency  for  change  within  the  banking  industry  itself. 


By  Ben  Weberman 

This  is  deregulation  like  Sher- 
man's march  through  Atlanta  was 
urban  renewal,"  warns  a  retired 
banking  official.  "It's  going  to  leave  a  lot 
of  wreckage  behind."  He's  talking  about 
the  blockbuster  banking  bill  that  quietly 
passed  into  law  this  spring  but  whose  full 
implications  are  only  slowly  dawning  on 
the  banking  community. 

The  ex-regulator  isn't  against  the 
changes;  he's  just  warning  that  they  will 
not  be  without  serious  consequences. 
The  Depository  Institutions  Deregula- 
tion &  Monetary  Control  Act  of  1980 
loosens  the  net  of  government  controls 
over  various  kinds  of  banking  institu- 
tions and  opens  the  way  to  more  compe- 
tition. The  small  depositor  will  benefit. 
So  will  a  number  of  banking  and  finan- 
cial institutions;  for  others  it  spells  an 
eventual  death  knell.  Like  the  deregula- 
tion that  in  the  past  decade  was  visited 
first  on  Wall  Street,  later  on  airlines,  the 
new  bill  will  cause  tremendous  turmoil 
before  the  dust  finally  settles. 
Some  highlights: 

•  Gradually — over  six  years — ceilings 
on  savings  account  interest  rates  will  be 
gone.  This  will  enable  all  kinds  of  bank- 
ing institutions  to  bid  against  each  other 
for  small  deposits.  Good  news  for  the 
small  depositor  who  had  to  accept  5V2% 
when  the  prevailing  rate  was  double  and 
treble  that.  Bad  news  for  the  money  mar- 
ket mutual  funds,  which  thrive  by  luring 
small  deposits  from  banks,  then  lending 
the  money  back  to  the  banks  as  certifi- 
cates of  deposit. 

•  The  Federal  Reserve  Board's  control 
of  the  money  supply  will  be  tightened: 
Beginning  Oct.  30,  deposits  at  non- 
member  banks,  checking  accounts  at 
S&Ls  and  credit  unions,  and  certain 
Eurodollar  deposits  will  be  phased  into 
reserve  requirements  over  an  eight-year 
period.  This  provision  should  check  the 
exodus  from  the  Fed  by  commercial 
banks.  As  things  now  stand,  Fed  mem- 
bers control  only  about  60%  of  the  $1.6 
trillion  of  total  bank  assets.  The  move 
will  put  an  additional  $600  billion  of 
bank  deposits  under  Fed  control.  About 
$81  billion  of  S&L,  credit  union  and 
Eurodollar  deposits  will  also  come  under 
reserve  requirements. 

As  a  sop  to  the  nonmembers  and 
S&Ls,  the  Fed's  discount  window  privi- 
lege is  extended  to  them  when  their  own 
regulators  are  slow  on  the  draw. 

•  The  Fed  will  begin  charging  mem- 
bers and  nonmembers  for  services  it  ren- 
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ders,  such  as  check  clearing  and  collec- 
tion, wire  transfer  of  funds,  safekeeping 
of  securities  and  interest  against  the  float 
of  uncollected  checks.  As  financial  insti- 
tutions, particularly  small  and  medium- 
size  organizations,  see  how  much  they 
are  paying  to  the  Federal  Reserve  for 
services,  they  will  analyze  their  own 
costs  much  more  closely. 

•  NOW  accounts — savings  accounts 
with  check-writing  privileges — will  be 
permitted  nationwide  to  all  kinds  of  fi- 
nancial institutions. 

Banks  will  be  paying  interest  to  check- 
ing account  depositors  on  the  one  hand 
because  of  the  spread  of  NOW  accounts; 
but  they  will  be  taking  it  away  with  the 
other  as  all  transactions  are  put  on  a  cost- 
of-doing-business  basis.  Check  charges 
will  rise — some  estimate  as  high  as  50 
cents  a  check — and  fees  will  be  assessed 
for  dividend  collection,  credit  cards  and 
credit  card  charges.  Says  one  banker: 
"We  may  finally  be  able  to  achieve  the 
old  goal  of  eliminating  the  return  of  can- 
celled checks  to  depositors.  Charge  for 
returning  checks  and  abolish  the  fee  for 
those  who  consent  to  truncation  and  the 
American  public  will  finally  accept  the 
concept." 

The  bill  will  break  down  the  bound- 
aries between  thrift  institutions  and 
banks.  The  thrifts  will  be  allowed  to  put 
large  portions  of  their  assets  into  con- 
sumer loans,  commercial  paper  and  cor- 
porate debt  securities;  they  will  no  long- 
er be  restricted  to  mortgage  lending.  As- 
sets will  be  diversified. 

The  giant,  Federal  Reserve-member 
banks  have  long  pressed  for  these 
changes.  Why  have  they  finally  come  to 
pass?  Partly  it's  the  urge  for  deregulation 
that  is  sweeping  Congress.  Partly  it  was 
the  lessons  of  the  recent  money  crunch 
when  the  Fed's  control  of  the  money 
supply  was  severely  limited  and  when  so 
many  banking  institutions  came  close  to 
collapse. 

Partly,  too,  a  constituency  now  exists 
for  those  changes  within  the  banking 
business  itself.  Regulators  such  as  Feder- 
al Reserve  Chairman  Paul  A.  Volcker  and 
Treasury  Secretary  G.  William  Miller, 
two  of  the  six  members  of  the  Deposi- 
tory Institutions  Deregulation  Commit- 
tee established  by  the  act,  fought  for 
these  rules  for  years,  and  have  suddenly 
found  backing  from  the  institutions  they 
govern.  Says  Volcker,  "I  believe  all  of  the 
DIDC  members  are  sensitive  to  the  reali- 
ty of  an  environment  in  which  the  cut- 
ting edge  of  competition  has  been  in- 
creasingly with  nondeposit  instru- 
ments— and  especially  with  new 
vehicles  such  as  money  market  mutual 
funds." 

Miller  refutes  the  argument  that  inter- 
est ceilings  protect  the  flow  of  funds  for 
housing.  "Comparing  the  experiences  of 
1973-74  and  1978-79  indicates  that  the 
ceilings  lead  to  disintermediation  and 


Treasury  Secretary  Miller 


Don't  worry  about  disintermediation. 

loss  of  funds  to  depository  institutions," 
he  contends. 

John  G.  Heimann,  comptroller  of  the 
currency  and  a  nonvoting  member  of  the 
DIDC,  has  long  been  a  believer  in  the 
reforms.  He  thinks  they  will  increase 
competition.  "Phasing  out  interest  rate 
ceilings  and  phasing  in  nationwide  NOW 
accounts,"  he  says,  "will  create  more 
equal  competition  between  different  in- 
stitutions than  has  ever  before  existed  in 
this  country." 

Many  bankers  point  out  an  obvious 
result  of  that  competition:  a  squeeze  on 
margins.  Says  George  A.  Butler,  chair- 
man and  president  of  First  Pennsylvania 
Corp.:  "The  act  says  S&Ls  can  invest 
20%  of  their  assets  in  commercial  real 
estate  loans  and  another  20%  in  consum- 
er loans,  commercial  paper  or  corporate 
debt  securities.  When  you  figure  that 
thrifts  had  $580  million  in  assets  at  the 
end  of  1979,  the  potential  for  new  com- 
petition is  around  $116  billion  in  each  of 
these  two  areas.  The  result  will  be  en- 
hanced credit  availability  to  the  borrow- 
er in  an  already  crowded  consumer  loan 
market.  This  has  to  mean  lower  loan 
rates  and  profit  margins  in  relation  to  the 
cost  of  funds  for  lenders,  and  a  potential 
decline  in  credit  quality." 

It  means,  too,  that  bankers  are  going  to 
have  to  come  up  with  better  cost  analy- 
sis, says  C.C.  Hope  Jr.,  vice  chairman  of 
First  Union  National  Bank  in  Charlotte, 
N.C.  and  president  of  the  American 
Bankers  Association.  "The  new  law  will 
result  in  so  many  fees  and  charges  that 
even  the  small  institutions  will  have  to 
know  what  they're  doing,"  he  says. 
"And  the  volatility  of  interest  rates  is 
so  great  today  that  even  larger  banks 
must  gear  their  portfolios  to  move  on 
both  sides  of  the  ledger.  We're  going  to 
have  to  aim  for  more  loans,  investments 


and    liabilities    with    floating  rat 

Many  bankers  and  regulators  thir 
shakeout  is  inevitable.  "I  ques 
whether  a  great  number  of  institut 
with  assets  of  less  than  $10  million 
remain  viable,"  says  Butler.  There 
around  3,000  such  banking  instituti 
in  the  country.  Comptroller  Heimj 
who  was  New  York  State's  banking  n 
lator  when  the  state  allowed  bra 
banking  in  1976,  agrees  that  there  wil 
a  shakeout  but  he  thinks  the  smal 
banks  are  not  necessarily  the  most 
nerable.  "There  was  a  fascinating 
suit,"  he  says,  recalling  the  spreac 
branch  banking  in  New  York.  "Sr. 
banks  survived  well  because  of  t 
close  ties  to  their  communities; 
banks  survived  because  they  were 
The  banks  that  get  into  trouble  are  so 
where  in  between.  They're  not  1. 
enough  to  provide  the  services  at 
price  the  big  banks  can,  and  they  dl 
have  the  intimate  relationship  with 
community  the  small  banks  have." 

Heimann  also  thinks  the  shakeout 
be  "a  process  of  disappearance,  not 
ure."  In  New  York  and  other  states 
have  allowed  branch  banking,  he  si 
most  marginally  profitable  instituti 
were  sold  or  merged.  "Only  a  small  n 
ber  failed,  usually  because  of  ten) 
management  or  fraud,  not  because  oft 
competition." 

But  if  the  banks  will  have  proble 
thrifts  and  credit  unions  may  have  m 
Listen  to  George  LeMaistre,  for: 
chairman  of  the  Federal  Deposit  In 
ance  Corp.  and  now  a  professor  at 
University  of  Alabama  holding  the  . 
bama  Bankers  Educational  Four 
Banking  Chair:  "The  thrift  instituti 
have  really  not  handled  checking 
counts  before  and  they  don't  realize  w 
the  real  costs  are,-  so  I  don't  know  ] 
well  they're  going  to  do  with  NOW 
counts.  The  thrifts  are  going  to  hav 
get  better  or  they're  going  to  be  in 
trouble.  They  have  something  to  j 
because  they  have  more  to  do.  But  t 
will  have  to  do  it  well." 

What's  next?  Nationwide  bra 
banking?  That  may  be  some  time 
even  if,  as  some  bankers  think,  ii 
inevitable;  for  small  banks  will  figt 
tooth  and  nail.  But,  says  C.C.  H< 
"The  thrifts  and  credit  unions  are  a  li 
disenchanted  now,  but  they'll  get  c 
their  apprehension  and  see  that  they 
we  still  have  a  common  enemy." 

Common  enemy?  "The  money  r 
ket  mutual  funds,  the  Sears,  Roeb 
charge  systems,  the  General  Elec 
Credit  and  the  Merrill  Lynch  hnan 
services  organizations,"  replies  Hope 

In  the  end  there  will  be  a  lot  fe 
banking  institutions  in  the  U.S.  But, 
public  good  will  be  served  by  giving; 
Fed  a  better  grip  on  the  money  su] 
and  by  ending  the  exploitation  of 
small  saver.  ■ 
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*tter  late  than  never,  says  the  New  York 
mes  Co.,  plunging  into  what  may  he  the 
?dium  of  the  future — at  a  stiff price. 


Can  the  Times 
make  cable  pay? 


By  Allan  Sloan 
with  Jonathan  Greenberg 


|    OR  A 

Times 


decade  the  New  York 
Co.   has  sat  back  and 
watched  the  acquisitions  parade 
y  with  companies  like  Times  Mirror 
Time  Inc.  gobbling  up  properties  and 
iinding  head-on  into  cable  television. 
V  the  Times,  in  a  $100  million  deal,  is 
lg  to  catch  up.  Fast, 
ne  deal  gives  the  Times  a  mostly 
cable  TV  operation  serving  55  com- 
lities  in  southern  New  Jersey.  It  is 
[Times'  first  significant  acquisition 
\  it  swapped  2.6  million  shares  for 
les    Communications'  publishing 
>erties  nine  years  ago,  and  will  force 
Times  to  more  than  double  its  long- 
i  debt.  The  Times  agreed  to  this  ven- 
isome  departure  from  its  past  corpo- 
!  philosophy  following  a  year  of  tortu- 


ous negotiations  that  pitted  its  bright 
young  M.B.A.s,  armed  with  computer 
models  and  a  dozen  lawyers,  against  Ir- 
ving Berlin  Kahn.  The  62-year-old 
founder  of  Teleprompter  Corp.,  Kahn  is 
one  of  cable  TV's  craftiest  veterans,  a 
man  who  could  sell  an  Eskimo  a  refrig- 
erator, then  convince  him  to  buy  a  bil- 
lion-dollar nuclear  plant  to  run  it. 

When  the  dust  cleared  in  late  July,  the 
Times,  brandishing  its  computerized 
cash  flow  projections,  was  claiming  a 
famous  victory.  Times  stock  has  soared 
since  the  deal  was  announced,  adding  to 
the  rosy  glow  that  the  deal  has  cast  on 
the  executive  floor  of  the  Times  Build- 
ing. "This  gives  us  a  better  return  than 
newspapers,  TV  or  magazines,"  says 
Times  Vice  Chairman  Sydney  Gruson, 
who  in  1979  got  the  job  of  diversifying 
the  company. 

What  the  Times  is  paying  depends  on 


how  you  count.  Kahn  counts  high,  the 
Times  counts  low.  Forbes  counts  in  the 
middle.  The  deal  calls  for  $72.7  million 
in  payments  to  Kahn  and  his  partners 
over  six  years,  a  $10  million  payment  in 
the  sixth  year  if  cash  flows  reach  certain 
levels,  payment  of  $4  million  to  Kahn 
personally,  assumption  of  $24  million  of 
Kahn's  companies'  debt  and  the  Times' 
investment  of  up  to  $12.5  million  to 
complete  construction.  (Anything  more 
than  $12.5  million  comes  out  of  Kahn's 
take.)  Kahn  adds  up  all  the  numbers  and 
calls  it  "$123  million  of  hard  cash."  The 
Times,  wanting  to  show  how  shrewd  it 
is,  comes  up  with  $78.9  million.  How?  It 
says  because  the  $72.7  million  is  spread 
over  such  a  long  period,  it's  equal  to  only 
$54.9  million  today,  if  you  assume  mon- 
ey costs  11%.  Take  the  $54.9  million, 
add  the  $24  million  of  assumed  debt  and 
you  have  the  Times'  number.  A  more 
realistic  way  might  be  to  take  the  $54.9 
million,  add  the  $5.5  million  present  val- 
ue of  the  contingent  payment  of  $10 
million,  the  assumed  debt  of  $24  million, 
the  $12  million  to  finish  the  system  and 
the  $4  million  payment  to  Kahn.  Call  it 
$100  million.  The  Times  swears  by  $78.9 
million,  however.  "We  got  it  cheap," 
says  Denise  Fletcher,  the  Times'  bright 
32-year-old  treasurer. 

Kahn,  not  a  man  known  for  self-efface- 
ment, doesn't  leap  to  his  own  defense 
when  he  hears  the  Times  boasting  about 
what  a  good  deal  it  got  from  him.  "I'm 
not  coming  out  of  this  a  poor  man,"  he 
says  with  a  smile.  You'd  smile,  too,  in 
Kahn's  place.  Kahn  stands  to  walk  away 
with  about  $50  million  after  taxes — not  a 
bad  return  on  a  $2.5  million  investment. 
And  Kahn,  who  served  20  months  in  jail 
for  bribery  and  perjury  in  connection 


>  habit  with  maps  of  the  cable  systems  he's  sold  to  the  New  York  Times  Co. 

s  is  a  wonderful  deal  for  the  Times  for  reasons  they  dont  even  know  yet. 
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with  a  cable  TV  franchise  he  got  Tele- 
prompter  in  1966;  will  get  even  more 
than  money.  He  gets  respectability  that 
even  $50  million  couldn't  buy.  For  the 
next  six  years,  Kahn  will  have  the  cachet 
of  being  the  Times  Co.'s  highest-paid 
employee.  The  $4  million— $666,000  a 
year — the  Times  is  paying  him  for  part- 
time  consulting  work  and  a  noncompete 
agreement  is  nearly  double  the  salary  and 
bonus  Times  Chairman  Arthur  Ochs 
(Punch)  Sulzberger  got  last  year. 

What's  the  Times  getting?  A  cable  sys- 
tem with  terrific  potential,  but  which 
will  damage  the  Times  Co.'s  reported 
earnings  for  at  least  three  years.  The 
Times'  deal  also  raised  the  price  of  every- 
one's future  cable  acquisitions.  The 
Times'  purchase  price  is  set  on  the  basis 
of  the  cable  system's  future  cash  flow* — 
a  cash  flow  that  will  be  generated,  in 
part,  by  the  Times'  own  capital  invest- 
ment to  complete  the  sys- 
tems. In  most  past  cable 
deals,  the  price  was  based 
on  current  cash  flow.  Bas- 
ing it  on  future  cash  flows 
is  a  quantum  increase. 

Much  of  the  return  the 
Times  will  get  from  its  ca- 
ble properties  is  cash 
thrown  off  by  depreci- 
ation. One  lovely  aspect  of 
cable  is  that  with  a  sharp 
pencil  you  don't  have  to 
get  stuck  with  things  like 
"amortization  of  good- 
will. "Normally,  when  one 
company  acquires  another 
for  a  price  above  book  val- 
ue, the  acquiring  company 
is  required  to  write  off 
over  40  years  the  excess 
over  book.  However,  the 
writeoff  is  not  deductible 
for  tax  purposes  and  so  it 
penalizes  aftertax  cash  flow.  But  with 
cable  franchises,  the  courts  have  ruled 
that  the  amortization  is  tax-deductible 
because  the  franchises  have  an  expira- 
tion date.  So  the  Times'  cash  flow  from 
cable  will  be  almost  entirely  tax-shel- 
tered for  a  number  of  years.  The  Times 
will  have  almost  $8  million  of  depreci- 
ation a  year  from  its  cable  properties,  but 
low  earnings.  That's  the  problem  with  a 
public  company  owning  cable.  The  prop- 
erties throw  off  tons  of  cash  but,  like  real 
estate,  don't  produce  tidy  reported  earn- 
ings that  analysts  can  multiply  to  deter- 
mine a  stock  price.  A  big  company  like 
Times  Mirror  or  Time  can  absorb  the 
jolt,  and  hang  on  until  depreciation  be- 
gins to  run  down  and  cable  earnings  soar. 
But  Times'  revenues  ($700  million  for 
the  most  recent  12  months)  are  less  than 
half  as  big  as  its  two  publishing  rivals.  It 
is  going  to  dress  up  its  books  a  bit — it  has 


'Cash  flow  in  cable  accounting  is  revenues  less  expenses 
before  depreciation,  debt  senice  or  income  taxes 
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investment  credits  coming  in  from  a 
Maine  paper  mill  it  is  joint-venturing 
with  a  Finnish  company — by  picking  up 
some  onetime  income  items  to  offset 
cable's  impact  on  the  books  over  the 
next  few  years. 

Let's  take  a  look  at  the  Times'  project- 
ed numbers  for  the  first  three  years  of  its 
New  Jersey  business.  Remember,  these 
numbers  are  based  on  favorable  assump- 
tions. They  assume  that  120,000  of  the 
215,000  homes  passed  by  cable  wires 
subscribe,  that  the  Times  will  put  rate 
increases  into  effect  and  that  the  extraor- 
dinarily high  rate  of  penetration  by  sup- 
plemental pay-cable  services  will  contin- 
ue. The  system  offers  two  supplemental 
systems,  Home  Box  Office  and  Prism, 
and  some  people  take  both.  This  gives 
the  system  as  many  pay-cable  subscrip- 
tions as  basic  subscriptions. 

For  the  next  three  years,  the  average 


Kahn  and  the  Times'  Punch  Sulzberger  and  Sydney  Gruson 
Corporate  America's  odd  couple  shakes  on  the  deal. 


annual  numbers  are  (roughly): 
$29.5  million  —  gross  revenues 
-14.7  million  —  operating  expenses 


14.8  million 
-7.8  million 
-3.0  million 
-2.6  million 


cash  flow 
depreciation 
interest  to  Kahn 
interest  on  assumed  debt 


1.4  million  —  pretax  profit 
0.7  million  —  net  profit 

These  numbers  don't  include  any  pro- 
vision for  the  $10  million  the  Times  may 
have  to  pay  Kahn  in  the  sixth  year  of  the 
buyout,  or  any  cost  of  capital  on  the  up  to 
$12.5  million  the  Times  will  invest  to 
finish  building  the  system. 

Such  is  the  promise  of  cable  TV  that 
the  Times,  in  spite  of  the  high  cost,  may 
have  what  will  turn  out  to  be  a  good  deal. 
If  the  Times  gets  more  than  120,000 
customers,  or  can  develop  and  sell  new 
services,  it's  pure  pretax  profit.  The  in- 
terest payments  to  Kahn  last  only  six 
years,  and  the  rapid  depreciation  lowers 
the  cost  basis  of  the  Times'  investment, 
thus  increasing  return  on  assets.  There's 


the  chance  the  Times  will  find  a  way 
mate  its  technology  to  cable  TV  and  d 
velop  something  revolutionary,  thou 
past    performance    isn't  encouragirljij 
There's  always  the  chance  of  serendr 
ity,  like  the  communications  satelli 
revolution  five  years  ago  that  ma 
Home  Box  Office  accessible  to  any  cat 
system  with  $10,000  to  spend  for 
earth  station,  an  event  that  transform 
cable.  "This  is  a  wonderful  deal  for  t 
Times,"  says  Kahn,  "for  reasons  th 
don't  even  know  yet." 

The  combination  of  the  effusive,  hai 
selling   Kahn   with   the  oh-so-seria 
Times  is  corporate  America's  version 
the  odd  couple.  But  there's  been  sor 
cross-cultural  fertilization.  The  63-yej 
old  Gruson,  a  former  reporter,  is  becoi 
ing  something  of  a  salesman — because 
his  bad  back.  Kahn,  who  also  has  a  b 
back,  bought  three  Swedish  back  brae 
recommended  by  Grusc 
and  now  swears  by  ther 
Bad  back  and  all,  K& 
still  gets  around.  While 
one  was  looking  two  ye 
ago,  he  and  his  associal 
highballed  through  sou\ 
ern  New  Jersey  picking 
little  cable  franchises 
one  wanted.  The  55  iri 
chise  areas  Kahn  is  sellii 
the  Times  average  4,0 
homes  each,  and  no  se 
respecting,  big-time  nj 
dia  company  would  wa 
across  the  room  to  pick 
4,000  homes.  But  agg 
gate    the  franchises 
Kahn  did,  and  you  rea 
critical  mass.  That's  bur11 
ness  genius.  The  fact  tl 
the  franchises  weren't 
gerly  sought  makes 

  Times    sleep  easier 

night,  too.  Southern  New  Jersey  isi 
known  for  clean  government,  but 
hard  for  local  pols  to  look  for  favors 
they're  granting  franchises  almost 
one  wants.  That's  how  Kahn  could  ta 
$2.5  million  of  his  own,  about  $1  milli 
of  outside-investor  money  and  $24  rr 
lion  borrowed  from  banks,  and  par!a> 
into  the  deal  he  got  from  the  Times. 

As  for  the  Times,  the  company  is  wj 
ing.to  go  into  cable  for  potential  a  I 
years  down  the  road,  rather  than  concf 
trating  on  what  looks  good  this  quart 
That's  a  worthy  approach. 

Also  encouraging  is  that  Gruson  ; 
mits  the  Times  has  come  to  the  cal 
game  late.  "The  reason  we  didn't  do  tl 
earlier  is  because  we're  late,"  he  sa 
From  now  on,  says  Gruson,  the  Tin) 
isn't  piddling  around  with  little  acqui 
tions.  "I  don't  think  you'll  find  us  doi 
any  more  peanut  stands,"  he  adds, 
nice,  round  $100  million  says  the  col 
pany  is  putting  its  money  where 
mouth  is.  ■ 
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iterferon  may  or  may  not  cure  cancer,  but 
>e  mere  mention  of  it  can  send  a  stock  price 
5  nraling  like  a  double  helix. 
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Catching 
interferon 
fever 


By  William  Baldwin 


r theft  nterferon,"  says  a  cynical  scientist, 
I  j  j  "is  a  substance  you  rub  on  stockbro- 
kers."  Outside  of  brokerage  houses, 
rferon  is  a  protein  molecule,  or  chain 
amino  acids,  now  being  tested  as  a 
ential  cancer  cure.  But  these  days  it's 
\,r  re  a  hot  item  in  the  market  than  in  the 
pital  where  it  remains  unproven. 

Flow  General,  a  fast-growing  bio- 
dical  and  electronics  firm  in  McLean, 
the  closing  price  of  Flow's  common 
)osted  on  the  bulletin  board  at  the 
it  door.  Genentech,  one  of  four  major 
/ate  firms  hoping  to  make  interferon 
gene-splicing  techniques  (the  others 
Biogen,  Cetus  and  Genex),  is  going 
lie  this  month  and  expects  to  sell  1 
lion  shares  at  30. 

•thers  will  come  on  Genentech's 
tails.  "There's  going  to  be  a  parade  of 


uses 
55  f 
s 
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them,"  says  one  investment  analyst.  Es- 
tablished companies  with  a  stake  in  in- 
terferon research,  such  as  Schering- 
Plough,  have  had  stock  run-ups.  And 
brand-new  outfits  floating  stock  issues 
on  the  strength  of  interferon  and  related 
high-tech  medical  developments  seem  to 
be  multiplying  like  cloned  bacteria. 

Flow  is  one  of  the  highflyers.  At  a 
recent  price  in  the  low  30s,  the  stock 
sells  at  30  times  earnings,  up  1,000% 
from  three  years  ago.  The  company,  un- 
like many  in  the  interferon  business,  at 
least  has  a  track  record  in  other  products; 
its  five-year  growth  rate  in  earnings  per 
share  is  46%.  But  much  of  the  magic  in 
the  stock  performance  is  to  be  found  just 
a  few  corridors  from  the  bulletin  board, 
in  a  small  room  holding  13-gallon  flasks 
that  will  be  used  to  grow  human  fibro- 
blast cells.  After  a  week's  incubation,  the 
cells  are  stimulated  to  throw  off  minute 


en 


General  President  Joseph  E  Hall,  beside  fermenter  used  to  brew  interferon 
interesting,  but  it  has  yet  to  contribute  anything  to  revenues." 
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but  valuable  quantities  of  fibroblast  in- 
terferon, one  of  three  types  being  investi- 
gated for  curative  properties.  (Splicing 
interferon  genes  into  bacterial  chromo- 
somes is  Biogen's  different  approach  to 
the  same  end  result.)  Flow  has  a  license, 
currently  exclusive,  to  use  a  patented 
Massachusetts  Institute  of  Technology 
process  for  growing  cells  on  the  surface 
of  microscopic  beads,  which  are  given  a 
positive  electrochemical  charge  to  at- 
tract the  negative  cells. 

Flow's  "Superbeads,"  one-sixth  of  a 
millimeter  in  diameter,  dramatically 
compress  the  space  needed  for  cell 
growth.  The  company  figures  that  six 
flasks  attached  to  $300,000  worth  of  fer- 
mentation equipment  can  produce  at 
least  50  billion  units  a  year  of  interferon, 
or  50,000  doses  worth  $40  each.  But  Jo- 
seph E.  Hall,  a  45-year-old  former  CPA 
who  is  Flow's  president  and  CEO,  likes 
to  think  of  his  company  not  as  an  inter- 
feron play  but  as  the  manufacturer  of  a 
bevy  of  high-technology  products,  from 
radio  antenna  controllers  to  viral  diag- 
nostic kits.  He  insists  that  he  has  avoid- 
ed publicizing  the  company's  connection 
with  the  possible  miracle  drug.  "Inter- 
feron is  a  very  interesting  situation.  But 
interferon  has  yet  to  contribute  anything 
to  the  revenues  or  earnings  of  this  com- 
pany," he  says  somewhat  coyly. 

Still,  word  leaks  out  to  an  investing 
public  avid  for  new  medical  break- 
throughs. In  one  day  in  July,  after  the 
Boston  Globe  mentioned  Flow  in  an  arti- 
cle about  using  Superbeads  to  make  arti- 
ficial skin,  Flow's  stock  jumped  10%. 
And  a  $14  million  stock  offering  by  Flow 
last  February  obviously  wasn't  hurt  by  a 
casual  reference  to  interferon  in  the  pro- 
spectus. Hall's  94,600  shares  in  the  com- 
pany (including  unexercised  options  and 
warrants)  are  worth  over  $3  million. 

Flow  isn't  the  only  company  to  capital- 
ize on  the  epidemic  of  interferon  fever 
on  Wall  Street.  You  don't  have  to  have 
done  any  research,  or  even  have  any  re- 
search scientists  lined  up,  to  float  a  bio- 
technology stock  offering.  Neo-Bionics 
of  Albuquerque,  N.M.,  which  went  public 
in  April  with  4  million  shares  at  50  cents 
each,  had  a  prospectus  full  of  science 
lessons  about  cell  fusion,  hybridomas 
and  other  exotics.  The  statement  also 
revealed  that  the  promoters,  two  former 
drug-company  employees  and  a  28-year- 
old  Harvard  dropout,  bought  their  stock 
at  a  tenth  of  a  cent  (plus  "services  ren- 
dered"), giving  public  investors  an  im- 
mediate 66%  dilution.  Investors  weren't 
dismayed;  they  have  bid  the  stock  up  to 
as  high  as  2  3/16. 

In  the  two  days  of  trading  after  a 
splashy  announcement  by  Biogen  on  its 
success  in  making  an  interferon-like  sub- 
stance in  bacteria,  the  stock  of  Schering- 
Plough,  which  owns  16%  of  Biogen  plus 
marketing  rights  to  Biogen's  discoveries, 
climbed  7  points.  The  market  was  put- 
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ting  a  $350  million  valuation  on  a  part 
interest  in  an  iffy  gene  company. 

University  Patents  is  trading  near  20 — 
100  times  earnings  and  almost  double 
what  it  was  last  fall  when  interferon  was 
mentioned  in  an  annual  report.  The  com- 
pany has  licensing  agreements  with  uni- 
versities working  on  techniques,  still  far 
from  commercial,  for  synthesizing  DNA 
gene  sequences.  (The  last  big  University 
Patents  announcement  four  years  ago 
was  about  a  proposed  nuclear  reactor 
that  would  burn  ordinary  chemicals  and 
produce  no  harmful  radiation.  There  was 
a  big  jump  in  *:he  stock,  but  nothing  ever 
came  of  the  theory.) 

Some  big  drug  houses  don't  think  in- 
terferon is  such  a  gold  mine.  Warner- 
Lambert  is  quitting  the  field  at  the  end  of 
a  contract  to  supply  the  National  Cancer 
Institute  with  50,000  1 -million-unit 
doses  at  an  average  $18  a  dose.  The  con- 
tract calls  for  leucocyte  interferon,  made 
by  conventional  means  from  blood  rath- 
er than  by  genetic  tricks  like  Biogen's. 

Warner-Lambert  doesn't  even  want 
into  the  gene  business.  "If  Biogen  can 
make  it  by  recombinant  DNA,  then 
Genex  and  Cetus  and  Genentech  and  30 
other  companies  are  going  to  make  it  by 
recombinant  DNA.  This  will  be  a  com- 
modity market  eventually,"  explains  Jer- 
ry A.  Weisbach,  head  of  pharmaceutical 
research  for  Warner-Lambert.  Adds  Deb- 
orah Fikuart,  an  A.G.  Edwards  analyst 
who  follows  Flow  General:  "It's  going  to 
be  very  hard  to  achieve  or  maintain  a 
proprietary  position."  That  Supreme 
Court  decision  said  an  organism  is  pat- 
entable. "You  can't  patent  a  genetic  se- 
quence," says  Weisbach.  Not  surprising- 
ly, University  Patents  disagrees. 

If  gene  splicing  works  and  it  is  possible 
to  maintain  a  patent  position,  getting 
profitable  products  could  still  take  a  de- 
cade. "There's  a  lot  of  biohype,"  says 
Scott  R.  King  of  F.  Eberstadt  &  Co.  "It's 
difficult  to  say  when  the  bubble  will 
burst.  How  long  will  it  take  people  to 
notice  that  no  one's  selling  anything?" 

Not  anything,  that  is,  except  inter- 
feron stocks.  Gregory  S.  Pusey,  a  former 
stockbroker  and  now  28-year-old  presi- 
dent of  Applied  Medical  Devices,  is 
worth  $4  million  on  paper.  His  company 
went  public  a  year  ago  in  a  1.4  million- 
share  offering  at  $1  per  share.  As  of  Apr. 
30,  the  latest  10K  report  says,  sales  of  the 
company's  principal  product,  an  $8  bone 
marrow  syringe,  were  "nominal."  But 
investors  are  enthusiastic  about  the 
stock,  thanks  to  AMD's  recent  entry 
into  interferon.  The  company  plans  to 
buy  fibroblast  interferon  from  Hem  Re- 
search, a  Rockville,  Md.  competitor  of 
Flow,  at  about  $150  per  million  units  and 
sell  it  in  Canada.  AMD's  stock  was  split 
10-for-l  in  January  and  has  since  climbed 
to  Vs  bid.  The  Genentech  offering  will 
make  Robert  A.  Swanson,  32,  and  Her- 
bert W.  Boyer,  44,  who  each  sank  $500 
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into  the  business,  worth  $27  million 

apiece. 

Another  winner  is  Elazar  Rabbani,  36, 
a  Columbia  Ph.D.  who  in  June  took  Enzo 
Biochem  public,  aided  by  his  28-year-old 
brother,  formerly  with  Dickard  Sample 
Card  Co.,  and  their  30-year-old  brother- 
in-law,  previously  a  Colgate-Palmolive 
product  manager.  The  prospectus  de- 
scribes the  company's  hopes  for  using 
microorganisms  to  make  interferon  and 
convert  cellulose  into  alcohol.  Several  re- 
search scientists  have  been  lined  up  at 
Sloan-Kettering  and  elsewhere.  Though 


no  discoveries  have  been  reported,  • 
stock  has  quadrupled  to  25. 

How  can  Enzo  Biochem's  handful 
scientists  beat  out  the  other  DNA  firn 
How  can  its  $800,000  bioenergy  proj< 
hope  to  compete  with  billions  of  doll 
of  government  research?  Not  to  wor 
says  Rabbani:  "In  the  scientific  field  I 
numbers  don't  mean  anything." 

Perhaps  so,  perhaps  not.  But  they  I 
mean  something  in  investing,  and  i 
wary  investors  in  the  interferon  field  v» 
probably  soon  learn  just  how  unpleas; 
they  can  become.  ■ 


There's  a  good  chance  that  Korvettes  will  g\ 
under  But  even  if  it  does,  its  owners  may  b\ 
hurt  less  than  their  creditors. 
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By  Stanley  Ginsberg 


Sitting  slumped  in  his  chair,  Jo- 
seph A.  Ris,  44,  the  bespectacled 
CEO  of  debt-ridden  retailer  Kor- 
vettes Inc.,  exudes  weariness  and  an  un- 
mistakable air  of  defeat.  "It  is  a  very 
difficult  moment,"  he  reflects,  "when, 
after  struggling  for  so  long  to  get  hold  of 
something,  you  open  your  hand  and  dis- 
cover you  have  nothing  at  all." 

Ris  is  referring,  of  course,  to  the 
months  he  spent  struggling  with  Kor- 
vettes' creditors  over  restructuring  its 
$55  million  debt — a  task  made  no  easier 
by  the  bulldozer  tactics  of  Agache-Willot, 
Korvettes'  French  parent,  whose  mal- 
adroit and  ill-timed  interventions 
caused,  among  other  things:  Ris'  resigna- 
tion and  rehiring;  the  seizure  of  over  $5 
million  in  Korvettes  deposits  by  creditor 
banks;  a  defaulted  payment  of  $26  mil- 
lion; and,  finally,  the  sale  of  Korvettes' 
inventories  to  a  liquidator  for  one-half  of 
their  value.  "At  best,"  says  Ris,  "Kor- 
vettes has  a  50-50  chance  of  surviving." 

Agache,  a  $3.5  billion  (1979  sales)  tex- 
tiles manufacturer  and  retailer  whose 
properties  include  such  prestigious 
names  as  Christian  Dior,  Ted  Lapidus, 
and  Au  Bon  Marche,  had  to  know  what  it 
was  getting  into.  When  it  paid  Arlen 
Realty  &  Development  Corp.  $31  mil- 
lion for  Korvettes  in  April  1979,  the 


chain  was  already  headed  for  seru 
trouble.  Losses  in  the  first  quarter 
1979  had  exploded  to  $6  million  [vs.  S 
million  the  year  before).  Suppliers 
already  begun  to  worry  about  its  cre< 
worthiness.  "It  was  clear  that  Aga> 
was  out  for  a  distress-sale  property  ths 
could  turn  around,"  says  one  investmi 
banker.  "After  all,  they  did  it  successfi 
in  Europe  several  times." 

But  Korvettes,  once  the  hottest  of 
discount  retailers,  proved  to  be 
much.  Instead  of  turning  things  arou 
whiz  kid  Alain  Mathieu,  Agache's  f 
appointee  to  the  hotseat,  had  to  repo 
loss  of  $18  million  on  the  year,  with  sj 
shrinking  to  $550  million  [vs.  $600 
lion  in  1978).  "Mathieu  was  too  coc 
too  European,"  says  a  Korvettes  insi 
"He  had  the  French  style  of  mans 
rnent,  which  turned  people  off." 

Last  May,  Agache  sacked  Mathieu 
replaced  him  with  Ris,  then  head  of  n 
keting  at  Chrysler's  French  operati 
"It  gave  me  the  chance  to  run  my  c 
show,"  says  Ris.  "I  had  no  idea 
lonely  it  is  when  no  one  is  behind  yoi 
make  the  difficult  decisions." 

Ris  had  plenty  of  those.  Withii 
month,  he  found  himself  closeted  v 
Korvettes'  principal  creditors — Bant 
Trust,  Manufacturers  Hanover,  Cr 
Manhattan  and  Prudential  Insurai 
They  wanted  their  money.  So  did  1 
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n.<ettes  CEO  Joseph  A  Ris 
•ymlaes  to  keep. 


ttes'  suppliers,  some  of  whom  were 
thhoiding  deliveries, 
t  took  Ris  over  a  month  to  work  out  a 
itable  deal  on  his  $55  million  debt:  For 
settlement  of  40  cents  on  the  dollar, 
as  a  quarter  of  Korvettes'  profits 
ough  1987,  the  creditors  would  call  it 
hare.  Unfortunately,  Agache's  manage- 
:nt,  the  reclusive  Willot  brothers,  re- 
ted  the  deal  their  man  in  New  York 
i  made.  On  Aug.  7,  Ris  resigned.  "It 
is  a  matter  of  honor — of  having  given 
word,"  says  Ris.  "My  credibility  was 


got  reported  as  a  $4  million  profit  on  a 
company  statement.  (This  was  the  sec- 
ond time  the  Willots  had  run  afoul  of  the 
authorities:  In  1974  they  were  found 
guilty  of  misusing  company  property  to 
the  detriment  of  shareholders.) 

Korvettes'  creditors  showed  consider- 
able forbearance.  Instead  of  instituting 
legal  action,  they  agreed  to  meet  with 
Ris  and  Jean-Pierre  Willot.  During  the 
negotiations,  Agache  announced  that 
Korvettes  was  for  sale.  "I  knew  nothing 
about  it,"  says  Ris.  "It  was  an  action 
taken  from  France."  Was  it  a  bargaining 
ploy  by  which  Willot  hoped  to  get  some 
leverage?  Says  Ris:  "I  think  not." 

Finally  it  was  settled  earlier  this 
month  when  the  creditors  agreed  to  ac- 
cept $10  million  in  cash  and  another  $12 
million  in  notes  for  the  entire  $55  mil- 
lion debt.  A  few  days  later,  Korvettes 
announced  that  it  had  sold  $58  million  in 
inventories  for  about  $25  million  to 
M.H.  Fishman  &  Co.,  a  Columbus,  Ohio 


liquidator.  Ris  had  little  choice.  Some 
8,000  employees  will  have  lost  their  jobs 
by  the  time  Korvettes  finishes  closing  34 
of  the  50  stores  it  had  in  January.  Says 
Ris:  "We  need  that  money  to  pay  suppli- 
ers and  to  take  care  of  severance." 

Even  if  Korvettes  does  go  under,  the 
Willots  may  do  no  worse  than  their 
creditors.  They  have  liquidated  $55  mil- 
lion in  debts  for  a  mere  $22  million — of 
which  only  $10  million  was  paid  up 
front.  They  have  sold  off  existing  stocks 
to  liquidate  suppliers'  claims;  and  they 
still  control  leases — many  of  them  long- 
term,  low-cost  obligations — on  prime  re- 
tail locations,  which  should  command  a 
premium  once  the  recession  eases. 

For  Joseph  Ris,  however,  the  Korvettes 
experience  has  been  a  difficult  one.  "I 
feel  as  though  we  lost  an  opportunity," 
he  says  sadly,  shaking  his  head.  "We  had 
a  real  chance  to  turn  this  company 
around.  Now  the  best  I  can  hope  to  do  is 
to  honor  my  promises."  ■ 
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uI  vlore  than  just  his  credibility,  it  turned 
{'  t.  The  banks  immediately  seized  over 
million  of  Korvettes'  cash — cash  that 
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The  books  aren't  closed  on  the  Hunt  brothers' 
silver  caper.  An  answer  may  be  at  hand  to  the 
biggest  question  of  all. 

Sell? 
But  to  whom? 


[desperately  needed  to  keep  suppliers 
"  !>llified — and  demanded  that  Ris  be  re- 
ed as  a  condition  to  reopening  discus- 
ns.  "Our  biggest  problem  was — and 
1  is — cash,"  Ris  acknowledges.  "We 
ed  creditors,  we  owed  suppliers,  we 
ed  employees." 

Lis  rejoined  the  company  on  Aug.  12. 

0  days  later,  another  agreement:  The 
ditors  would  accept  $28  million  in 

lj  al  settlement  of  the  debt — $26  million 
)e  paid  immediately,  the  additional  $2 
lion  to  fall  due  in  January  1981.  The 

1  was  subject  to  approval  by  Agache's 
rd  of  directors — a  certainty,  it  was 
ught,  since  Jean-Pierre  Willot,  the 
st  actively  involved  of  the  brothers, 

keeping  tabs  on  the  meetings — and 
he  French  government,  which  had  to 
horize  the  foreign  exchange.  Payment 
due  on  Aug.  22. 

'he  day  came,  but  not  the  money, 
ording  to  a  Korvettes  spokesman,  the 
nch  government  had  delayed  authori- 
on  of  the  transfer.  Which  is  not  sur- 
ing,  considering  that  trading  in 
che  stock  had  been  suspended  pend- 
an  investigation — under  way  since 
1 1 — by  the  French  equivalent  of  the 
I  into  a  $3  million  loss  that  somehow 
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By  Maurice  Barnf  attaer 


IN  ALL  THE  TENS  OF  THOUSANDS  of 
words  written  on  the  Hunt  brothers' 
silver  fiasco,  no  one  has  quite  ad- 
dressed the  big  question:  To  whom  did 
the  Dallas  brothers,  Nelson  Bunker  and 
William  Herbert  Hunt,  expect  to  sell 
their  silver?  What  use  is  it  to  corner  a 
market  if  you  can't  cash  in  your  chips? 

Now,  several  months  later,  the  answer 
is  beginning  to  emerge.  It  appears  that 
the  Hunts  may  have  had  an  elaborate 
plan.  To  pay  their  mounting  debts  and 
finance  continuing  support  of  the  silver 
market,  they  would  sell  many  billions  of 
dollars  worth  of  silver-backed  bonds. 
That  way  they  could  cash  in  without 
flooding  the  market  with  silver.  The  pub- 
lic would  devour  bonds  that  were  payable 
not  in  evaporating  currencies  but  in  hard 
metal.  In  contrast  to  possession  of  hard 
metal,  possession  of  the  bonds  would 
yield  an  interest  return.  The  return 
would  be  below  the  market  rate,  to  be 
sure,  but  the  public  would  be  willing  to 


sacrifice  yield  for  a  hard-metal  backing. 

Sunshine  Mining,  owner  of  the  largest 
U.S.  silver  mine  in  the  Coeur  d'Alene 
district  near  Kellogg,  Idaho,  did  issue  $30 
million  of  8V2  %  silver  bonds  in  April  of 
this  year.  A  planned  $100  million  issue 
was  scaled  down  in  the  wake  of  last 
March's  silver  crisis.  The  bonds,  issued 
at  $1,000  each,  now  sell  for  $1,340. 

Insiders  say  the  plan  was  this:  Sun- 
shine, once  it  was  publicly  separated 
from  the  Hunts,  would  market  these  se- 
curities; then  the  Hunt  cabal,  with  its 
own  huge  stockpile  of  silver,  would  do 
the  same.  With  control  of  the  world's 
silver  price,  the  issuing  of  silver-backed 
bonds  was  a  license  to  print  money.  In- 
deed, on  the  scale  envisaged  by  the 
Hunts,  issuing  silver  bonds  was  nothing 
short  of  creating  a  new  currency,-  in  ef- 
fect, it  would  monetize  silver. 

Bunker  Hunt  announced  his  scheme  in 
Paris  barely  24  hours  before  the  shaky 
props  beneath  the  silver  market  gave 
way  on  Mar.  27,  and  the  metal  complet- 
ed its  plunge  from  an  earlier  high  of 
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William  Herbert  Hunt  ( left)  and  Nelson  Bunker  Hunt 
Not  all  the  questions  have  been  answered. 


$50.35  an  ounce  to  $10.80.  But  it  was  not 
the  hurried  plan  it  seemed.  Events  had 
forced  it  to  be  brought  forward.  The 
Hunt  consortium,  which  included 
wealthy  Arabs,  had  200  million  ounces  of 
silver,  worth  then  about  $3.5  billion,  that 
they  wanted  to  turn  into  hard  cash. 
Some  of  the  proceeds  from  the  bonds 
could  go  into  more  silver,  driving  up  the 
price  in  anticipation  of  yet  another  issue 
of  silver  bonds.  And  so  on.  This  was  the 
Hunts'  way  to  get  cash  for  their  chips 
without  giving  them  up.  Events  since 
then  have  been  well  chronicled.  The 
brothers  from  Dallas  had  a  net  worth  of 
around  $8  billion,  but  didn't  have  $100 
million  in  ready  cash.  On  Mar.  27  they 
couldn't  find  enough  up-front  money  to 
honor  long  positions  in  a  collapsing  sil- 
ver market. 

It  hit  Wall  Street  in  the  solar  plexus.  If 
the  Hunts  needed  $100  million,  then  so 
did  their  brokers,  Bache  Halsey  Stuart 
Shields.  The  waves  from  the  Hunts'  cash 
crisis  would,  it  was  thought,  spread  far 
and  wide.  The  Dow  crashed  25  points  to 
a  low  of  736  on  Mar.  27,  before  rebound- 
ing late  in  the  session,  as  parallels  were 
drawn  with  1929. 

Bankers,  commodity  dealers  and 
brokers  who  had  financed  the  Hunts' 
wild  speculation  in  silver  were  owed  al- 
most $1.3  billion  at  end-March.  Fearing 
the  worst,  13  North  American  banks  lent 
the  Hunt  brothers  another  $1.1  billion. 
The  price:  interest  payments  of  over 
$100  million  a  year  and  the  security  of  all 
Hunt  assets  down  to  Bunker's  socks.  The 
Hunts  had  been  fished  from  the  sea,  and 
the  financial  waters  were  again  calm. 

But  the  last  word  hasn't  been  spoken. 
The  Securities  &  Exchange  Commission 
is  taking  a  look  at  Sunshine  Mining.  The 
SEC  may  want  to  know: 
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•  Why  did  the  Hunts,  so  bullish  on 
silver,  sell  back  to  Sunshine  Mining, 
owner  of  the  largest  U.S.  silver  mine,  a 
28%  shareholding  in  Sunshine?  The 
Hunts  paid  $18.8  million  for  this  share- 
holding. With  it  came  an  agreement  to 
pay  $15  a  share,  or  about  $60  million,  for 
the  rest.  This  was  the  core  of  a  settle- 
ment in  October  1977  with  the  Sunshine 
board,  who  opposed  a  full  Hunt  takeover. 
The  Hunts  then  installed  their  own  man, 
G.  Michael  Boswell,  as  Sunshine's  presi- 
dent. But  Boswell  opposed  the  Hunts 
when  they  later  tried  to  mop  up  the  rest 
of  Sunshine.  Stranger  still,  the  Hunts, 
rather  than  ousting  Boswell,  sold  their 
28%  of  Sunshine  to  a  management  trust 
set  up  by  Boswell  for  the  company. 

•  Why  did  Michael  Boswell  then  sell 
that  former  Hunt  stake  (an  initial  1 
million  shares  with  an  option,  since 
exercised,  on  an  additional  half-million 
shares)  to  the  Luxembourg-based  Arab 
Investors  Group  S.A.?  After  all,  Sun- 
shine didn't  need  the  money,  having 
tripled  profits  and  doubled  dividends  in 
1979.  And  if  it  had  needed  money,  New 
York  stockbroker  Andrew  Racz  claims 
that  a  group  he  led  offered  $1  a  share 
higher. 

•  How  close  was  Boswell  to  AIG?  He 
had  a  consultancy  agreement — as  did  a 
company  he  controlled,  Commodity  & 
Raw  Materials  Ltd.  of  London — with  an- 
other Arab  outfit,  First  Arabian  Corp. 
Indeed,  First  Arabian  Corp.  sold  its  Lon- 
don commodity  trader  f.H.  Rayner 
(Holdings)  Ltd.  to  Sunshine  in  exchange 
for  3%  of  the  mining  company.  Surely 
Boswell  could  have  sold  a  second  interest 
in  Sunshine  to  FAC,  run  by  his  friend 
Roger  Tamraz.  Clearly  FAC  is  not  short 
of  money.  It  has  bought  several  U.S. 
banks,  among  them  Detroit's  Bank  of 


the  Commonwealth.  One  of  FAC's  dir 
tors  is  a  certain  Prince  Abdullah,  a  me 
ber  of  Saudi  Arabia's  ruling  family.  (C 
incidentally,  another  Saudi  prince,  Fai 
bin  Abdullah,  participated  in  the  Hun 
silver  stockpiling.) 

Could  it  be,  as  Boswell  concedes,  tl 
First  Arabian  "knows  some  people" 
AIG?  Knows  them  well  enough  that 
made  little  difference  who  warehous 
the  former  Hunt  interest?  The  effect  v 
the  same:  Boswell  had  passed  the  Hi 
stake  to  people  friendly  to  him  and, 
would  seem,  also  friendly  to  the  Hun 
So  the  conjecture  runs.  Untrue,  say  Si 
shine  officials.  They  insist  that  to  th 
knowledge  there  were  no  business  cc 
nections  between  AIG  and  FAC.  And  i 
Hunts  claim  they  had  no  knowledge 
what  would  happen  to  the  shares  tr 
sold  back  to  Sunshine. 

The  outcome  of  the  SEC  probe  will 
of  interest  to  Sunshine  and  Boswe 
whose  deal  with  AIG  could  conceival 
be  unwound  if  it  were  judged  not  to  hs 
been  made  at  arm's  length.  It  will  be 
equal  interest  to  the  Hunts,  the  details 
whose  silver  dealings  still  remain  larg 
under  wraps.  Also  concerned  are:  Prir 
Faisal  bin  Abdullah  Al  Saud,  Mahmo 
Fustock,  Sheikh  Mohammad  al  Amoi 
of  Saudi  Arabia  and  Brazilian  Naji  f 
has — all  participants  in  Bunker's  ab 
tive  silver-bonds  scheme.  Then  there 
Roger  Tamraz  and  First  Arabian,  wh 
banking  ambitions  in  the  U.S.  requ 
him  to  be  as  pure  as  Snow  White. 

Does  it  all  sound  conspiratorial?  Mc 
suited  to  a  Paul  Erdman  novel  than 
real  life?  Remember  the  words  of  Shi 
lock  Holmes:  "It  is  an  old  maxim 
mine  that  when  you  have  excluded  t 
impossible,  whatever  remains,  howe1 
improbable,  is  the  truth."  ■ 
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This  is  press-on  lettering. 
This  is  hand  lettering. 

This  is  mechanical  drafting  lettering. 

This  is  typehouse  lettering. 
This  is  KroyType  lettering! 


"This  is  KroyType"  lettering  enlarged  to  124%. 


Only  one  can  be  done  quickly  and  economically 
with  quality  right  in  your  own  office. 

It's  KroyType  lettering. 


It's  a  revolutionary  technology.  Now  anyone  in 
your  office  can  get  high  quality  type  instantly  with  this 
!  remarkable  system:  KroyType™  lettering  and  the 
KroyType  80™  automatic  lettering  machine. 

Here's  how:  Just  turn  the  typedisc  to  automatically 
position  the  letter  and  push  a  button.  Out  comes  quality 

type  on  transparent 
^  tape.  Alignment 
and  spacing  are 
always  perfect. 


^^^^^  Peel  the  tape  from  its 
backing  and  position  the  type  wherever  you  want  it. 
It's  that  easy! 


It's  5  times  faster.  If  you've  ever  used  press-on 
I  lettering,  you  know  how  long  it  takes  to  complete  the 
t!  job.  And  then  a  letter  or  an  entire  line  can  be  crooked, 
i  Not  so  with  KroyType  lettering.  All  the  letters  are  always 
I  in  a  straight  line.  Your  job  can  be  completed  five  times 
I  faster  than  press-ons,  and  at  least  twice  as  fast  as 
I :  mechanical  drafting  lettering.  And  there's  no  lost  time 
I  waiting  for  an  outside  typesetter. 

It's  economical.  KroyType  lettering  can  cost 
you  less  than  a  nickle  a  word.  And  you  can  expect  the 
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KroyType  80  lettering  machine  to  pay  for  itself  in  a  very 
short  period  of  time.  In  fact,  you  can  discover  the  labor 
savings  of  businesses  everywhere  in  our  free  brochure. 
We'll  send  it  immediately  at  your  request. 

Because  KroyType  lettering  will  make  you  look 
more  professional,  you  can  expect  to  make  a  better 
impression.  And  bring  in  more  business. 

It's  professional  quality.  Look  at  the  headline 
of  this  ad.  Compare  KroyType  lettering  with  hand 
lettering  or  mechanical  drafting  lettering.  There's  no 
contest.  Now  compare  it  with  press-ons  and 


commercially  set  type.  Notice  how  KroyType  lettering 
has  this  same  high  quality. 

It's  used  everywhere.  Any  place  you  set 
down  words,  you  can  use  KroyType  lettering. 
It's  perfect  for: 

•  office  forms  •  notebooks 

•  labeling  •  mail  bins 

•  name  badges  •  easel  cards 

•  TV  story  boards  •  slides 

•  overhead  transparencies       •  microfiche 

•  newsletters  •  flyers 

•  engineering  drawings  *  file  folders 
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19  type  faces.  You  can  choose 
from  19  type  faces  in  sizes 
from  8-point  to  36-point  type. 
To  change  type  styles  in  the 
machine,  simply  change  the 
typedisc.  It's  as  easy  as  changing  a  record  on  your  stereo. 

Free  Brochure.  We'll  send  you  a  brochure  and 
a  free  sample  of  KroyType  lettering.  We  can  also 
arrange  to  show  you  the  KroyType  lettering  machine 
in  your  office  at  no  obligation.  Just  dial  Toll  Free 
1-800-328-1306.  (In  Minnesota  call  612-770-7000.) 
Or  mail  the  coupon  below.  No  matter  what 
professional  lettering  job  you  have  to  do . . .  KroyType 
lettering  makes  you  look  better  for  about  the  cost 
of  a  good  used  typewriter. 

Special  gift  offer. 
If  you  decide  to  purchase  the  machine,  you'll  receive 
a  special  gift — worth  $78.  This  is  a  limited  time 
offer.  So  be  sure  to  ask  your  Kroy  representative  for 
complete  details. 

KroyType"  and  KroyType  80T"  are  trademarks  of  Kroy  Industries  Inc. 


Mail  to:  Kroy  Industries,  Inc., 
P.O.  Box  43716.  St.  Paul,  MN  55164 


0951 A 


KROY 


Name  . 
Phone . 


□  SEND  ME  my  free  brochure  and  a  sample 
of  KroyType  lettering. 

□  SHOW  ME  the  KroyType  80™  Lettering 
Machine  at  no  obligation  in  my  own  office, 
and  give  me  complete  details  about  the 
limited  time  $78  gift  offer. 

 Title  


Company . 
Address  _ 
City  


-State  . 


-Zip- 


Profile 


A  crazy 
kid  from 
Newark 


By  Bob  %  mark  in 


Joseph  Perella,  37,  codirector  of 
First  Boston  Corp.'s  merger  and 
acquisitions  department  can  al- 
most taste  his  share  of  that  $6  million 
fee.  He's  been  working  since  April  on  the 
Pullman  merger  deal  and  victory  seems 
near.  It  looks  like  his  client,  Pullman 
Inc.,  is  going  to  get  a  merger  partner  of 
its  own  choosing  rather  than  having  to 
submit  to  an  unfriendly  hug  from  New 
Orleans' J.  Ray  McDermott. 

Six  million  dollars?  For  doing  a  deal? 
Whatever  vow  may  think,  Perella  feels  he 
and  his  associates  will  have  earned  it.  He 
and  his  team  of  ten  clocked  4,000  hours 
on  the  deal.  That's  a  lot  of  late  nights  and 
undigested  sandwiches,  a  lot  of  tension 
and  apprehension.  It's  big  money — 
$1,500  per  man-hour — but  nothing  com- 
pared with  the  $594  million  involved  in 
the  deal. 

It  all  began  nearly  six  months  ago  with 
a  telephone  call  to  Perella  at  First  Bos- 
ton's New  York  headquarters  from  Silas 
Keehn,  Pullman's  recently  appointed 
chairman.  Keehn  sniffed  a  takeover  at- 
tempt and  he  needed  a  white  knight.  A 
situation  like  that  is  to  people  like  Joe 
Perella  exactly  what  a  nice,  bloody  piece 
of  meat  is  to  a  shark.  When  you  think 
today's  merger  and  acquisition  game, 
forget  your  vision  of  polite  young  prep- 
pies in  three-piece  suits.  This  is  a  game 
that  calls  for  street-fighter  instincts. 

foe  Perella,  the  son  of  Italian  immi- 
grants, is  a  slim  6-foot-4-inch  Harvard 
Business  School  graduate  who  describes 
himself  as  a  "crazy  kid  from  Newark." 
Perella  assembled  four  young  associates 
and  went  into  a  skull  session  with  Wil- 
liam Lambert,  a  shaggy- haired  bearded- 
type  whose  job  it  is  to  sit  around  and 
dream  up  deals  for  First  Boston.  The 
question:  Who  would  want  to  marry  Pull- 
man and  save  the  company  from  unwel- 
come advances? 

In  rapid-fire  succession  hundreds  of 
companies — public,    private    and  for- 
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First  Boston  Corp.  's  acquisitions  chief  Joseph  R.  Perella,  on  the  more  as  usual 
Taking  a  street-fighter's  instinct  to  over  lOO  merger  and  acquisitions  deals. 
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That's  how  Joe  Perella  describes  himself  and  that 
— apparently — is  what  it  takes  to  do  these 
megabuck  acquisitions  deals. 


pi — were  nominated.  Lambert  would 
nply  gaze  out  the  window  if  he  didn't 
ink  much  of  an  associate's  suggestion, 
ititrust  risks  were  immediately  ve- 
;d.  So  were  cash-poor  companies.  Dit- 

corporate  fuddy-duddies  who  took 
ever  to  make  a  decision.  Perella  was 
rerested  only  in  the  "real  players." 
Eventually  Pullman's  white-knight  list 
is  penciled  down  to  65  companies, 
)st  of  them  with  a  technical  bent.  The 
nual  reports  of  the  15  top  prospects  on 
;  list  were  then  mailed  in  an  unmarked 

elope  to  Keehn  in  Chicago.  Perella 
ited. 

wo  weeks  later  the  First  Boston 
team  began  fanning  out  on  a  fish- 
ing expedition.  Each  of  the  65 
panies  was  contacted  and  queried 
ut  its  interest  in  Pullman  should  the 
rd  decide  to  sell.  No  promises  or  of- 
were  made.  Meanwhile,  the  Pullman 
rd  chose  a  special  committee  of  four 
side  directors  and  two  inside  direc- 
s  to  monitor  the  white-knight  work, 
a  precaution,  the  board  had  taken 
ella's  advice  and  retained  attorney  Joe 
m,  famous  for  his  smart-and-dirty 
itakeover  tactics, 
a  prospect  showed  interest,  it  re- 
ed a  packet  of  public  information  on 
lman.  If  it  wanted  more,  it  got  it.  Next 
uld  come  a  confidential  package  of 
re-detailed  financial  data.  In  addition, 
lman  management  was  hauled  out  to 
wer  questions,  as  were  First  Boston 
f  members  who  had  worked  on  the 
lman  account  for  the  past  15  years, 
re  were  plenty  of  questions:  What 
ut  the  controversial  Amtrak  con- 
t?  The  New  York  City  Transit  Au- 
rity's  $112  million  law  suit  against 
lman?  The  cut  in  dividend?  The  an- 
pated  losses  for  the  year?  All  the 
e,  like  a  command-post  general,  Ray 
th — a  key  member  of  Perella's  25- 
n  team — was  working  the  phones, 
wing  up  with  a  call  to  each  of  the 
rested  parties.  Was  there  anything 
they  wanted  to  know? 
erella  knew  he  didn't  have  forever.  In 
first  two  weeks  in  May  unusually 
vy  trading  in  Pullman  stock — nearly 
times  the  normal  daily  volume  in 
days — indicated  a  suitor  was  stalk- 
Perella  and  Pullman  expected  an  at- 
sometime  that  month.  It  didn't 
e.  The  suspense  mounted.  Perella 
ped  up  his  search. 

hen  the  attack  finally  came  on  June 
Perella  was  surprised.  Not  that  the 
essor  turned  out  to  be  J.  Ray  McDer- 
t  &  Co.,  the  New  Orleans-based 


builder  of  offshore  oil-rigs,  but  at  the 
offer  itself.  Instead  of  bidding  for  the 
entire  company  at  a  premium,  McDer- 
mott  bid  the  market  price  of  $28-a-share 
for  only  2  million  Pullman  shares. 
McDermott  had  already  acquired  nearly 
5%  of  Pullman's  shares  on  the  open  mar- 
ket and  the  additional  2  million  shares 
would  have  raised  its  holdings  in  Pull- 
man to  about  23%.  Perella  was  puzzled. 
Why  make  such  a  low-ball  bid?  He  later 
found  out. 

McDermott  had  gambled  on  a  hunch 
that  Pullman  was  in  such  a  troubled  situ- 
ation that  First  Boston  would  have  diffi- 
culty luring  a  white  knight.  It  could  be 
bought  cheap.  While  Perella  admits  it 
was  a  cute  move,  it  maximized  Pull- 
man's options.  Pullman  could  sell  off  di- 
visions. Sell  new  equity.  Merge.  Or  make 
an  all-out  fight  of  it.  Had,  say,  McDer- 
mott come  up  with  a  $40  offer,  Perella 
believes  a  lot  of  people  would  have 
dropped  out  of  the  game.  But  by  starting 
the  bidding  so  low,  McDermott  encour- 
aged others  to  stay  in  the  game;  a  high 
bid  might  have  frightened  them  away.  It 
helped,  as  the  struggle  developed,  that 
Perella  knew  the  mind  of  his  chief  an- 
tagonist. J.  Tomilson  Hill,  36,  who  had 
left  First  Boston  in  February  1979  to  be- 
come senior  vice  president  and  director 
of  acquisitions  and  mergers  for  Smith 
Barney,  Harris  Upham,  was  McDer- 
mott's  hired  gun. 

With  the  enemy  in  the  open,  Perella 
was  ready  for  his  counterattack.  High  on 
the  list  of  white  knights  was  Wheelabra- 
tor-Frye,  the  New  Hampshire  engineer- 
ing outfit  one-third  the  size  of  Pullman. 
Wheelabrator  had  made  the  list  mainly 
because  it  was  a  deal-oriented  company 
loaded  with  young,  aggressive  managers. 
Its  CEO,  Mike  Dingman,  was  no  strang- 
er to  Pullman  or  to  Silas  Keehn.  Ding- 
man  was  on  the  board  of  Mellon  Bank 
where  Keehn  had  been  vice  chairman. 

To  show  it  was  serious,  Wheelabrator 
set  its  own  plan  into  action.  A  task  force 
of  its  engineers  and  managers  swooped 
down  on  every  major  Pullman  installa- 
tion across  the  country,  kicking  tires, 
testing  machinery  and  talking  with  plant 
foremen.  But  before  Dingman  was  will- 
ing to  get  involved  in  a  possible  bidding 
war,  he  wanted  ideas  to  strengthen  his 
hand.  Perella  and  his  codirector,  Bruce 
Wasserstein,  went  to  work. 

The  opponents'  opening  move  had 
been  a  weak  one.  Perrella  had  to  be  sure 
that  he  didn't  lose  the  advantage  by  mak- 
ing a  weak  move  of  his  own.  "Every  new 
deal  is  like  walking  through  a  mine 


field,"  says  the  high-spirited  Perella,  his 
hands  in  constant  motion  to  make  a 
point.  The  more  methodical  and  serious 
Wasserstein,  36,  who  holds  Harvard 
business  and  law  degrees,  puts  dealmak- 
ing  another  way:  "It's  like  playing  a  foot- 
ball game  in  a  bathtub." 

The  two  came  up  with  a  four-point 
plan.  To  speed  up  the  deal,  there  would 
be  a  contract  to  merge  rather  than  an 
agreement  in  principle.  Wheelabrator 
would  make  a  $43  cash  tender-offer  for  2 
million  to  4  million  shares;  it  would  get 
an  option  for  an  additional  1.8  million 
shares  at  the  marketplace  and  an  option 
to  buy  Pullman's  construction  division 
for  $200  million  if,  for  any  reason,  the 
merger  aborted.  The  last  option,  in  ef- 
fect, allowed  Wheelabrator  to  walk  off 
with  Pullman's  most  attractive  asset, 
Pullman-Kellogg,  the  part  that  McDer- 
mott wanted  most. 

There  were  at  least  two  other  white 
knights  to  consider  as  well.  The  board 
pondered  the  proposals  for  hours.  Impa- 
tient, Perella  decided  to  break  the  ten- 
sion. His  long,  thin  arm  shot  forward, 
releasing  a  big,  red  die  that  rolled  across 
the  table  startling  the  directors.  "Okay 
guys,  it's  five.  That  means  Wheelabra- 
tor," chortled  Perella.  The  Pullman  board 
okayed  the  Wheelabrator  bid. 

Perella  pulled  yet  another  card  out  of 
his  strategic  sleeve:  Pullman  would 
not  go  for  an  Internal  Revenue  Ser- 
vice ruling  on  the  merger,  which  would 
take  90  to  120  days.  Instead,  it  would  go 
with  opinion  of  counsel  and  get  the  deal 
done  by  October. 

The  battle  for  Pullman,  it  turned  out, 
had  only  begun.  McDermott's  counter- 
bid  at  $43.50 — 50  cents  over  Wheelabra- 
tor's — was  what  Perella  calls  a  "sucker 
punch."  He  had  seen  the  punch  as  a  kid 
on  the  Newark  streets.  "A  guy  would 
pretend  he  was  walking  away  from  an- 
other guy,"  explains  Perella,  fondling  the 
red  die  like  worry  beads.  "Then  he  would 
turn  around  and  whale  him."  Wheelabra- 
tor's  parry  at  $52.50  a  share — making  it  a 
$594  million  deal — has  yet  to  be  an- 
swered by  McDermott.  But  as  of  now 
Wheelabrator  looks  the  winner. 

On  one  wall  of  Perella's  cluttered  office 
hangs  a  painting  of  a  shark,  teeth  flash- 
ing, ready  for  the  kill.  A  reporter  dutifully 
asks  what  the  picture  signifies.  "Signi- 
fies? Nah,  there's  no  significance  in  the 
picture,"  Perella  replies.  A  broad  smile 
breaks  over  his  face.  He  arches  his  eye- 
brows, Groucho  Marx-fashion  and  lets 
his  Dunhill  cigar  dangle  from  his  mouth. 
He  winks.  ■ 
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Lockheed  knows  how. 


Posting  strong  new  guards. 

When  the  submarine  USS  Francis  Scott  Key  put  to 
sea  in  October,  1979,  the  new,  long-range  Trident 
missile  system  went  on  active  duty  — a  major  step 
upward  in  our  nuclear  deterrent  capability. 

The  development  signaled  a  triumph  of  team- 
work by  the  U.S.  Navy,  Lockheed,  and  other 
contractors.  In  praising  the  performance 
of  Lockheed  and  the  entire  program 
team,  the  Navy  confirmed  that  all 
goals  of  Trident's  range,  accuracy, 
and  reliability  were  met  or  exceed- 
ed, on  schedule,  and  that  missile 
production  unit-cost  was  less  than 
original  design-to-cost  figures. 

A  well-managed  bargain,  con- 
sidering theleap  in  strength  of 
the  Free  World's  defense  posture. 

Hitting  trouble  before  trouble  hits. 

Another  seagoing  system,  Lockheed's  Mk  86  weapon- 
control  system,  is  now  on  board  or  designated  for  seven 
classes  of  Navy  ships.  For  those  vessels,  it's  an  upper  hand 
in  combat. 

With  great  accuracy,  the  Mk  86  can  simultaneously  con- 
trol a  mix  of  weapons  including  guns  up  to  8"  and  surface- 
to-surface  and  surface-to-air  missiles. 

In  action,  the  advanced  system  can  track  numbers  of  in- 
coming attack  threats.  Then  it  automatically  computes 
trajectories  and  triggers  the  right  firepower  to  intercept  and 
destroy  the  hostile  targets  before  they  can  home  in. 


Watchdogs  over  the  waters. 

For  40  years,  Lockheed  planes  have  bedeviled  enem 
submarines.  Lockheed  Hudsons,  Venturas,  and  Harpoo 
helped  win  the  World  War  II  battles  of  the  oceans.  And 
came  the  Neptunes,  many  still  in  operation. 


The  S-3A  Viking  (top)  and  P-3C  Orion. 

The  versatile  P-3C  Orion  evolved  from  those  forebea 
become  the  most  advanced  land-based  antisubmarine 
craft  in  the  world. 

Able  to  dash  at  high  speeds  or  loiter  on-station,  the  f. 
ranging  Orion  carries  acoustic,  infrared,  and  electronic 
tection  systems  that  are  technological  masterpieces.  If  t 
weren't  enough,  the  Orion  fleet  is  a  cost-effective  stand 
America's  defense  allotments  —  its  procurement  takes  le 
than  1%  of  the  U.S.  Navy's  budget. 

Not  to  be  outdone  by  Orion,  Lockheed's  S-3A  Viking 
a  similar  job  operating  from  carriers,  and  since  1974  tht 
proved  to  be  the  world's  most  advanced  sea-based  sub 
hunters. 


It 


I 


>ing  beyond  the  hills 
J  trees. 

Be  U.S.  Army  will  have  sharp  new  eyes 
n  the  Lockheed-developed  Aquila  goes 
ity.  A  breakthrough  in  target  acquisition 
ins,  the  remotely  piloted  Aquila  carries 
ijsion  and  laser  systems  to  pinpoint  and  desig- 
Iptherwise  unseeable  enemy  forces  and  weapons, 
nail  — 6'  long  with  13'  wingspan  — light,  and  quick  in  its 
j?uvers,  Aquila  can  flit  over  enemy  terrain,  transmit 
lime  TV  pictures  to  a  control  station,  and  successfully 
|e  a  heavy  mix  of  enemy  ground  fire  that  manned 


'tuila  test  program  RPV  on  its  truck-mounted  launching  ramf 


ft  could  not  survive.  (That's  been  proved  in  extensive 
ights.)  Then,  on  command,  Aquila  streaks  for  its  base, 
I  in  a  retrieval  net,  and  is  ready  to  fly  again. 


birds  of  burden. 


unci  the  world  today,  "Hercules"  usually  means  the 
d  Lockheed  C-130  Hercules,  flown  by  the  U.S.  Air  Force, 
Marines,  and  Coast  Guard.  Able  to  carry  even  large, 


fully-assembled  trucks  and  bulldozers,  Hercules  can  use 
short,  remote  airstrips  of  almost  any  surface— dirt,  gravel, 
sand,  or  even  snow.  It's  the  world's  most  versatile  airlifter. 


The  airlift  experts:  the  C-130  (front),  C-141,  and  giant  C-5. 


Then  there's  the  fanjet  Lockheed  C-141  StarLifter.  Now 
being  given  in-flight  refueling  capability  for  global  range, 
each  of  the  270  USAF  C-141s  is  also  having  its  cargo  hold 
"stretched"  by  one-third  to  add  the  equivalent  capacity 
of  90  more  StarLifters. 

And  finally,  there's  the  C-5  Galaxy,  world's  biggest  airlifter. 
Depending  on  load,  it  also  can  use  short,  unprepared  air- 
strips. But  it's  further  able  to  carry  immense  tonnages  of 
outsize  cargo,  like  two  main  battle  tanks  at  once.  No  other 
airlifter  approaches  that  capability. 

Those  are  just  some  of  the  many  ways  Lockheed  helps  keep 
America  strong  and  its  liberty  secure  —  liberty  being  granted 
only  to  those  who  stand  ready  to  guard  and  defend  it. 

When  it  comes  to  contributing  effectively  to  military  sup- 
port, Lockheed  knows  how. 

Lockheed 


A  "terrible  catastrophe'  made  Chet  Lind  the 
accidental  president  of  Northwest  Bancorp. 
But  he's  been  more  than  a  match  for  the  job. 

A  loyal 
number  two" 
takes  charge 


By  Thomas  C.  O'Donnell 


FOLLOWING  AN  EARLY  MORNING 
thunderstorm  in  June  1979,  Rich- 
ard H.  Vaughn,  president  and  chief 
executive  officer  of  Northwest  Bancor- 
poration,  went  for  a  walk  near  his  subur- 
ban Minneapolis  home.  He  was  killed 
instantly  when  he  stepped  on  a  downed 
electrical  wire. 

That  afternoon  Chester  C. 
Lind,  the  $13  billion  (assets) 
holding  company's  executive 
vice  president,  became 
Vaughn's  successor.  Before  the 
"terrible  catastrophe,"  as  Lind 
calls  it,  his  succession  to  the 
presidency  of  the  nation's  18th- 
biggest  banking  company, 
which  then  had  85  "affiliate" 
banks  in  7  states,  was  incon- 
ceivable. "Chet  always  acted 
like  the  loyal  number  two  he 
was,"  says  a  Minneapolis  bank- 
er. "His  running  the  company  is 
something  that  would  never 
have  occurred  to  anyone,  least 
of  all  him." 

Certainly,  the  surface  differ- 
ences between  Chet  Lind,  62, 
and  his  predecessor  could  not 
be  greater.  Vaughn  was  a  pol- 
ished Dartmouth  grad  who  held 
an  M.B.A.  from  Wharton.  A 
soft-spoken,  hard-driving  intel- 
lectual, he  demanded  top  per- 
formance from  his  subordinates 
and  he  was  not  noted  for  his  person- 
al charm. 

Lind,  a  decade  older  than  his  former 
boss,  grew  up  on  a  farm  in  Firesteel, 
S.Dak.  (population,  30).  He  joined  a 
Banco  affiliate  as  a  16-year-old  clerk  in 
the  middle  of  the  Depression  and  never 
picked  up  a  college  degree.  Extremely 
outgoing — "I  enjoy  7  a.m.  gripe  sessions 
with  my  employees" — Lind  has  retained 
the  habits  and  hobbies  of  his  youth.  He 
was  informed  of  Vaughn's  death  while 
frying  walleyed  pike  he'd  just  caught  on  a 


Canadian  fishing  trip. 

Despite  the  contrast  in  style,  Lind  has 
been  every  bit  as  aggressive  as  Vaughn. 
In  the  past  15  months,  for  example,  he 
has  added  two  new  banks  to  the  Banco 
fold:  $52  million-deposit  Atlantic  State 
Bank  in  Atlantic,  Iowa  and  $6  million- 
deposit  Springfield  State  Bank  in  Spring- 
field, S.Dak.  In  addition,  he  has  institut- 


l.ind  of  Northwest  Reincorporation 
Enjoying  7  a.m.  gripe  sessions. 


ed  a  contingency  plan  for  the  bank's  top 
management.  But  his  biggest  accom- 
plishment has  been  maintaining  Banco's 
solid  reputation  with  investors. 

Says  William  Weiant,  an  analyst  with 
First  Boston  Corp.:  "Northwest  Bancorp 
remains  one  of  the  best-managed  and 
strongest-performing  regional  banks  in 
the  country."  Indeed,  1979  marked  its 
32nd  consecutive  year  of  rising  earnings, 
a  remarkable  record  in  the  cyclical  bank- 
ing industry.  And  in  June,  Banco's  divi- 
dend was  raised  for  the  17th  time  in  as 


many  years.  For  1980  Weiant  pred 
that  earnings  will  rise  by  10%  to  II 
against  an  average  of  8%  for  the  ol 
large  regional  banks. 

Despite  its  fine  record  and  solid  rt 
tation,  Banco's  stock  price  has  lagj 
According  to  First  Boston,  the  price 
earnings  multiple  has  declined  relativ 
banks  generally  as  well  as  to  the  S£ 
500.  Banco  shares  that  sold  for  abou 
in  1973  today  sell  for  24%.  During 
period  earnings  have  jumped  from  $: 
$4.25.  "It  seems  the  more  money 
make,  the  lower  our  stock  price  go 
says  Lind,  in  an  uncharacteristic 
glum  moment.  "It's  a  puzzle  to  me." 

Actually,  no  mystery  is  involved, 
cause  of  its  upper  Midwest  locat 
many  investors  believe  Banco  is  hea 
affected  by  farm  loans,  which  h 
looked  shaky  this  year.  "This  sentirr 
flows  directly  to  our  stock  price," 
plains  John  M.  Eggemeyer  HI,  control 
Such  sentiment  is  simply  inaccur 
Today  a  scant  11%  of  Banco's  loans 
directly  farm-related.  Its  loan  portfoli 
now  so  diverse  that  it  is  less  likely  t« 
affected  by  recession  than  the  indu 
as  a  whole.  This  was  proven  during 
severe  downturn  of  1974,  which  Ba 
survived  with  barely  a  scratc 
Investors  are  also  largely 
aware  of  Banco's  unique  | 
graphic  base.  Its  affiliated  ba 
are  located  in  Minnesota,  la 
Montana,  North  and  South 
kota,  Wisconsin  and  Nebrai 
(The  Banco  network,  formei 
1929  before  the  McFadden 
of  1933  banned  most  inters 
banking,  was  "grandfather 
"We're  so  spread  out  [wesi 
Montana  is  farther  from  Mir 
apolis  than  is  New  York)  th 
drought  or  farm  crisis  in 
one  particular  area  just  can) 
affect  our  company  very  muc 
Lind  points  out  while  sittin 
his  simply  furnished  12th-f 
office  that  overlooks  downtc 
Minneapolis. 

Another  little-known 
ment  in  Banco's  success,  e: 
cially  under  Lind,  has  been 
reliance  on  nonbank  subsid 
ies  such  as  its  mortgage  ba 
ing,  commercial  finance 
venture  capital  companies 


1980  such  subs  are  expected  to  cont 
ute  more  than  10%  of  earnings,  up  fi 
zero  five  years  ago.  According  to  L 
that  percentage  could  "rise  to  30% 
higher  in  the  near  future."  An  unusu 
high  percentage  for  most  banking  a 
panies,  it  is  not  an  unrealistic  goal 
him.  Banco  Mortgage,  with  50  office 
17  states,  is  already  the  nation's  fii 
largest  mortgage  banker.  In  1979  it  J 
erated  $1.7  billion  in  new  mortgages 
serviced  $3.6  billion  in  existing  loans 
Another  sub,  Northwest  Growth  Fi 
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is  the  nation's  third-largest  bank-own*  jj 
venture  eapital  firm.  The  two  larger  a 
owned  by  money-center  giants,  Citico  ]/ 
and  First  Chicago.  In  |ust  a  decade,  tl 
fund's  capital  has  soared  from  $3  milk  . 
to  nearly  $50  million.  Firms  it  has  helpi 
include  Cray  Research,  builder  of  tl  ^ 
world's  largest  computers,  and  Data  1(  h 
Corp.,  a  maker  of  computer  terminals. 

Despite  such  strengths,  Banco  is  no 
quietly  facing  the  greatest  challenge 
its  51 -year  history — tightening  up  on  i 
affiliate  banks.  Since  the  holding  cor 
pany  was  formed  in  1929,  the  affihat 
have  had  a  free  rein,  taking  only  gener 
policy  guidelines  and  performance  goa 
from  the  parent.  But  this  is  rapid 
changing  under  the  combined  pressur 
of  increased  costs,  heavy  govern  me 
regulation  and  advancing  electron 
technology. 

Although  he  got  his  iob  by  chanc  ■ 
Chet  Lind  is  ideally  suited  for  the  tasl 
He  has  viewed  the  problem  from  boB 
sides  of  the  fence.  At  36,  he  rose  to  tl  - 
presidency  of  the  Aberdeen,  S.Da 
bank.  At  44,  he  became  president  of  a 
other  affiliate,  First  National  of  Dulut 


"We're  so  spread  out  that 
drought  or  farm  crisis  in  an 
one  particular  area  just  can 
affect  our  company  much." 


where  he  was  spotted  by  Vaughn  at 
brought  to  Minneapolis  in  1975. 

"My  greatest  asset  is  my  46  years  wi' 
Banco,"  he  says.  "I  want  to  keep  tl 
organization's  momentum  going  wit 
out  taking  away  the  freedom  of  n 
banks."  Obviously,  how  well  he  succed 
will  affect  Banco  for  years  to  come.  ' 
Lind  acts  with  too  heavy  a  hand,  tl 
boards  of  directors  at  individual  banl 
may  as  well  be  turned  out  to  pasture  ai 
the  presidents  be  renamed  branch  ma 
agers,"  says  Richard  T.  Hale,  a  bank  an 
lyst  with  Alex.  Brown  &  Sons. 

Lind's  progress  will  also  be  close 
watched  by  the  industry.  Suddenly,  mi 
tistate  bank  holding  companies  are  ha 
bingers  of  the  future  rather  than  relics 
the  past.  Later  this  year,  for  example, 
Carter  Administration  task  force  w 
recommend  an  easing  of  the  Dougl 
Amendment  to  the  McFadden  Act.  Tl 
amendment  bans  interstate  activities  I 
bank  holding  companies.  "Such  compH 
nies  are  definitely  the  wave  of  the  tl 
ture,"  says  Richard  Hale.  "Banco  is  whB 
other  banking  institutions  are  going  I 
look  like  in  coming  years."  E 

Will  Lind  be  around  to  see  that  day?  I 
lust  turned  62  and  don't  intend  to  stay  1 1 
one  day  after  65,"  he  says.  So  the  neB 
three  years  should  be  very  exciting  I 
Banco.  Says  Hale:  "Lind  has  had  very  bm 
shoes  to  fill.  But,  if  anything,  the  fit  h.| 
been  tight."  ■ 


FORBES,  SEPTEMBER  29,  191 


he  way  to  stop  inflation,  says  Irving  Fried- 
xan,  is  to  stimulate  the  economy,  not  restrain 
Friedman  is  a  precursor  of  the  'supply  side" 
zonomics  that  has  a  strong  following  in 
onald Reagan's  camp. 

A  worldwide 
disaster 


As  I  See  It 


Since  the  16th  century  inflation 
has  been  the  exception  rather  than 
the  rule — that  is,  until  the  last  30 
years.  Over  long  periods  of  time — from 
the  Napoleonic  wars  to  World  War  I,  for 
example — prices  in  many  nations  were 
generally  stable.  A  typical  basket  of  food- 
stuffs cost  roughly  the  same  in  1910  as  it 
did  in  1800.  Thus,  modern  economics 
lacks  the  theoretical  foundation  neces- 
sary to  understand  today's  persistent  in- 
flation. So  claims  economist  Irving 
Friedman  in  a  revised  edition  of  his 
book,  Inflation-.  A  World-wide  Disaster, 
which  will  be  available  in  October. 

First  published  in  the  early  1970s 
when  most  economists  considered  infla- 
tion a  rather  minor  by-product  of 
growth,  the  book  has  been  hailed  as  pro- 
phetic because  it  was  among  the  first  to 
point  out  that  the  impact  of  inflation  on 
modem  societies  is  cancerous.  In  the 
book,  Friedman  assails  the  traditional 
view  that  inflation  can  be  wrung  out  of 
modem  economies  by  reducing  demand, 
a  solution  that  leads  to  "unemployment, 
lower  living  standards  and  less  hope  for 
the  future."  Moreover,  he  says,  it's  a 
solution  that  simply  does  not  work. 
Friedman,  in  short,  doesn't  subscribe  to 
the  popular  Phillips  Curve  theory  that 
says  there  is  a  tradeoff  between  inflation 
and  unemployment.  He  doesn't  think  re- 
cessions cure  inflation  but  lead  only  to 
stagflation.  Friedman  is  a  precursor  of 
the  so-called  supply  side  economics  that 
is  popular  among  some — but  by  no 
means  all — of  Ronald  Reagan's  advisers. 

Instead  of  simply  trying  to  lower  infla- 
tion, Friedman  calls  for  its  complete 
elimination  through  "zero-inflation" 
programs.  His  second  major  contention 
is  that  the  elimination  of  inflation  need 
not  be  painful  since  it  would  be  accom- 
plished through  high  economic  growth. 

Friedman  has  both  excellent  business 
credentials  and  excellent  academic  cre- 
dentials. Now  a  senior  international  ad- 
viser at  First  Boston  Corp.,  Friedman 
received  his  doctorate  from  Columbia  in 
1940.  After  serving  in  the  Treasury  dur- 
ing World  War  II,  Friedman  joined  the 
International  Monetary  Fund,  where  he 
became  senior  department  director.  He 
moved  to  the  World  Bank  in  1 964  as  the 
economic  adviser  to  its  president,  and 
later  joined  Citibank  as  senior  vice  presi- 
dent and  senior  adviser  for  international 
operations.  Officially  retired  at  age  65, 
Friedman  is  as  active  as  ever.  Forbes 
caught  up  with  him  as  he  was  about  to 
leave  on  a  week  long  trip  to  Argentina 
where  he  was  to  confer  with  government 
officials  and  businessmen. 

Forbes  asked  Friedman:  "Isn't  the  ob- 
jective of  zero  inflation  a  bit  farfetched, 
to  say  the  least?" 

He  replied:  "On  the  contrary,  I  don't 
think  we're  ever  going  to  solve  the  prob- 
lem unless  we  achieve  zero  inflation. 
What  this  really  means  is  that  there's  no 
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As  I  See  It 

expectation  of  continuing  inflation,  that 
there  would  be  as  much  of  a  presumption 
of  a  general  price  decline  as  a  general 
price  rise.  A  program  that  does  not  have 
this  objective  is  only  going  to  have  tem- 
porary merit." 

"How  could  the  U.S.  implement  such  a 
program?"  we  asked. 

Friedman:  "Anybody  worth  his  salt 
could  give  you  a  zero-inflation  program 
that  is  technically  sound.  But  devising 
one  that  is  politically  and  socially  sound 
is  the  hard  part.  To  do  so,  the  world 
needs  high  growth.  If  we  achieve  that, 
the  elimination  of  inflation  will  not  be 
painful.  It  would  involve  change  rather 
than  pain.  But  as  long  as  we  have  slow 
growth,  we'll  have  inflation." 

Friedman  is  saying  that  inflation  is  the 
result  of  slow  growth.  That  and  an  insuf- 
ficiency of  capital  mvestment. 

"The  reason  we  have  such  strong  infla- 
tion now  is  because  of  the  slow  growth 
in  the  1970s.  But  even  with  high  growth, 
we're  going  to  have  to  reduce  consump- 
tion and  stimulate  investment.  At  bot- 
tom, inflation  is  a  question  of  supply  and 
demand.  And  since  the  Depression, 
there  has  been  too  much  emphasis  on 
demand.  Ten  years  ago  when  I  wrote 
that  inflation  is  a  supply  problem,  that 
was  an  extraordinary  point  of  view.  Now 
others  are  coming  to  realize  that  we 
should  not  take  the  world's  level  of  out- 
put as  a  given.  Productivity,  consump- 
tion and  investment  are  all  subject  to 
change  and  as  we  change  their  levels  we 
can  eliminate  inflation,  which  is  man- 
made,  not  inevitable." 

Note  that  Friedman  does  not  promise 
pie  in  the  sky.  The  added  production 
won't  necessarily  raise  everybody's  stan- 
dard of  living  right  away.  Mucb  of  the 
increase  in  production  will  have  to  go 
into  capital  goods  to  improve  productiv- 
ity. But  neither  is  Friedman  a  neo-Mal- 
thusian — an  echo  of  Thomas  Malthus, 
who  in  1798  theorized  that  population 
growth  would  keep  pace  with  economic 
development,  dooming  the  mass  of  hu- 
manity to  a  subsistence-level  existence. 
Recently,  Malthus'  views  have  been  re- 
vived by  pessimistic  economists  who 
predict  that  many  of  the  world's  resourc- 
es will  run  out. 

We  asked  him:  "Let's  be  specific.  How 
do  we  eliminate  inflation?" 

Friedman:  "I'm  not  going  to  answer 
that.  The  problem  is  societal — it  has 
roots  in  all  aspects  of  life,  not  just  the 
economics  of  life.  It's  too  profoundly 
complicated  to  lend  itself  to  easy  an- 
swers. I'm  not  going  to  give  any  specifics 
to  people  who  are  looking  for  a  simplistic 
way  out  because  I  cannot  give  specifics 
until  someone  tells  me  the  constraints  of 
the  political  and  social  framework  with- 
in which  I  must  work." 
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Constraints?  What  kind  of  con- 
straints? Friedman  didn't  answer  right 
away.  It  was  clear  he  didn't  want  to 
answer  the  question.  He  didn't  want  to 
be  pinned  down  on  what  kind  of  society 
we  should  have.  It's  a  dilemma  to  him. 
As  a  free  enterpriser  he  clearly  wants  the 
government  out  of  business.  But  as  a 
realist  he  knows  that  only  the  govern- 
ment, expressing  a  consensus,  can  initi- 
ate the  social  context  within  which  eco- 
nomics must  operate. 

Indeed,  his  main  target  is  the  Keynes- 
ian  legacy,  which  holds  that  politicians 
should  continually  run  the  economy  at 
top  speed.  Because  of  this,  price  declines 
since  the  1930s  have  been  viewed  as 
signs  of  economic  weakness  while  price 
rises  have  been  incorrectly  hailed  as  indi- 
cators of  economic  strength.  In  Fried- 
man's view,  the  government  should  es- 
tablish the  framework  and  then  let  the 
free  market  take  over. 

Friedman  goes  on:  "A  specific  program 
for  curing  inflation  will  differ  from  coun- 
try to  country  and  political  system  to 


"At  bottom,  inflation  is  a 
question  of  supply  and  de- 
mand. And  since  the  Depres- 
sion, there  has  been  too  much 
emphasis  on  demand." 


political  system.  It  must  be  based  on 
what  a  people  and  government  are  will- 
ing to  do  and  persist  in  doing.  It  is  simply 
wrong  to  devise  a  universal  policy  pack- 
age without  knowing  the  political,  so- 
cial, institutional  and  time  framework 
within  which  that  package  must  be  con- 
structed and  implemented." 

Doesn't  Friedman  agree  that  the  au- 
thor of  a  book  that  calls  inflation  a 
"worldwide  disaster"  has  an  obligation 
to  tell  his  readers  how  the  problem  can 
be  solved? 

Friedman:  "I  admit  I  was  tempted  to 
come  out  with  such  a  program.  But  I 
knew  if  I  had  done  so,  I  would  have  fallen 
into  the  same  trap  of  oversimplification 
that  other  economists  have.  I  first  have 
to  know  what  political  systems  and  na- 
tions, including  our  own,  are  prepared  to 
do.  Writing  such  a  program  now  would 
be  like  wondering  in  1940,  when  we 
were  still  neutral,  if  we  should  attack 
Germany  across  the  English  Channel  or 
through  North  Africa.  It  was  only  after 
we  joined  the  war  effort  that  where  the 
battle  should  be  fought  became  a  practi- 
cal question." 

We  thought  the  analogy  to  be  a  bit 
strained. 

Friedman:  "Not  at  all.  The  world  has 
not  yet  reached  a  consensus  that  infla- 
tion must  be  ended.  The  debate  about 
the  disastrous  effects  of  inflation  is  only 
beginning.  But  some  things  are  becom- 
ing clearer  every  day:  The  attack  on  in- 


flation has  to  be  multifaceted.  It  has  to 
made  on  a  global  as  well  as  a  natior 
level.  And  success  cannot  be  measur 
by  reduced  inflation  rates.  It  must 
measured  by  changes  in  the  underlyi 
structural  conditions  that  cause  toda 
inflation.  The  fight  may  take  ten  years 
more  to  win." 

Since  Friedman  is  advocating  a  pa: 
less,  expansionist  approach  to  the  pn 
lem,  why  is  his  point  of  view  still  in  t 
minority? 

"It's  largely  because  the  great  weij; 
of  economic  thought  has  gone  the  otf 
way  since  the  1930s.  Since  the  Depp 
sion,  the  bulk  of  economic  theory  s;] 
the  way  to  deal  with  inflation  is  by 
ducing  demand.  Many  highly  intelligc 
and  respected  economists  have  been  i 
vocates  of  that.  The  book  remai 
unique  in  the  views  it  presents.  Its  foe 
on  the  underlying  causes  of  inflation 
very  different  from  the  partial  « 
proaches  of  others. 

"Changing  such  views  is  the  biggi 
challenge  to  economists,  sociologis 
political  scientists  and  others  who  ha 
been  grappling  with  the  problem." 

In  the  ten  years  since  he  wrote  t 
book  his  warning  has  been  widely  he< 
ed.  Is  he  any  more  optimistic  about  t 
new  edition? 

"I'm  not  sure  optimistic  is  the  ri£ 
word.  I  feel  what's  happening — and  wl 
will  happen — is  that  the  social  discc 
tent  and  economic  costs  created  by  inti 
tion  will  generate  the  political  pressu 
needed  to  end  it.  Complacency  is  bei 
replaced  by  deep  fears  and,  in  places,  nt 
hysteria.  At  the  same  time,  the  demai 
management  approach  is  increasin; 
seen  as  inadequate,  not  technically  in; 
equate.  Inadequate  because  modern  so 
eties  won't  let  governments  implemt 
such  an  approach.  This  is  as  true  in  r 
tions  with  military  governments  as 
nations  with  democratic  govemmen 
High-unemployment,  slow-growth  p 
grams  are  just  not  acceptable  in  modt 
societies,  whatever  their  nature.  Pola 
is  just  the  most  recent  example  of  thie 

What  about  the  poorer  countries,  t 
LDCs?  "Look,  if  you  tell  a  country  whi 
the  per  capita  income  is  one-fifth  that 
the  U.S.,  or  even  less,  that  it  shoi 
tighten  its  belt,  you'll  lose  credibili 
These  countries  know  the  history  of  ( 
U.S.  They  know  we  did  not  grow 
sustained  poverty,  that  we  grew  by  si 
tained  prosperity.  We  had  depressic 
and  financial  crises  but  until  recently  t 
incentive  was  to  produce  efficiently  a 
to  produce  abundantly.  The  Americ 
people  shared  in  that  output  and  the  ■ 
veloping  countries  want  to  do  the  san 
The  world  desperately  needs  much  hi; 
er  levels  of  output,  surpassing  even  th( 
of  the  1950s  and  1960s.  It  is  not  a  qu 
tion  of  whether  this  will  kindle  or  rek 
die  inflation — the  fires  of  inflation  . 
already  raging." — Thomas  C  O'Donnell 
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HOW  TO  TRADE  TWEEDS  IN  LEEDS. 


DIAL  DIRECT 

It's  the  little  knots  that  slow  up  business. 
But  not  when  you  do  it  by  phone. 
You  can  straighten  things  out  in  a  call 
that  would  take  days  and  weeks  any 
other  way.  If  your  area  has  International 
Dialing,  Leeds  is  as  close  as  this.  Dial: 

INTERNATIONAL  COUNTRY  CITV 
ACCESS  CODE        CODE  CODE 

Oil  +  44  +  532  +  LOCAL  NUMBER 
A  3-minute  call  you  dial  yourself  costs 
$4.80.  That's  a  buy  from  the  first  word. 
Save  the  codes— they'll  come 
in  handy  for  your  next  call. 


ALMOST  DIRECT 

Until  your  area  has  International  Dialing, 
you  can  gather  the  flock,  fast.  Just  tell 
the  Operator  the  country,  city  name 
and  local  number  you  want.  On  Station 
calls  not  requiring  special  operator 
assistance, you  get  the  same  low  rates  as 
dialing  direct.  Doesn't 
that  suit  you  fine? 

Need  to  transmit 
data  overseas?  We 
now  offer  interna- 
tional DATA  PHONE® 

y service  to  mostforeign 
countries. 


(S)  Bell  System 


UNITED  KINGDOM  44 

Aberdeen  224 

Barry  446 

Basildon  268 

Belfast  232 

Birmingham  21 

Blackburn  254 

Blackpool  253 

Bolton  204 

Bradford  274 

Brighton  273 

Bristol  272 

Caerphilly  222 

Cambridge  223 

Canterbury  227 

Cardiff  222 

Chester  244 

Coatbridge  236 

Coventry  203 

Cumbernauld  2367 

Derby  332 

Dudley  384 

Dundee  382 

East  Kilbride  3552 

Edinburgh  31 

Glasgow  41 

Guernsey  481 

Havant  705 

Hillington  4856 

Huddersfield  484 

Hull  482 

Ipswich  473 

Irvine  294 

Kilmarnock  563 

Kirkcaldy  592 

Lancaster  524 

Leeds  532 

Leicester  533 

Liverpool  51 

London  1 

Luton  582 

Manchester  61 

Merthyr  Tydfil  685 

Middlesborough  642 

Motherwell  698 
Newcastle-on-Tyne  632 

Newport  (Gwent)  633 

Northampton  604 

Norwich  603 

Nottingham  602 

Oxford  865 

Perth  738 

Peterborough  733 

Plymouth  752 

Poole  (Dorset)  2013 

Portsmouth  705 

Reading  734 

Saint  Helens  744 

Sheffield  742 

Southampton  703 
Southend-on-Sea  702 
Stockton-on-Tees  642 

Stoke-on-Trent  782 

Sunderland  783 

Sutton  (Sussex)  7987 

Walsall  922 

Wolverhampton  902 

York  904 


IRELAND,  REP. 

Ballinasloe 
Carlow 
Clonmel 
Cork 

Drogheda 

Dublin 

Dundalk 

Dungarvan 

Ennis 

Enniscorthy 
Galway 
Kilkenny 
Killarney 
lister ii  v 


OF  353 

905 
503 
52 
21 
41 
1 

42 
58 
65 
54 

91 

w  56 
64 
61 
22 
44 
45 
67 
51 
502 
71 
66 
93 
51 
53 
24 


KEEP  THESE  CODES 
HANDY 


Move  over  Warner,  Smith  and  Marx— if s  the 
Levine  Brothers  of  Charlotte,  N.C. 


The  Leon 
and  Al  show 


The  Up-And-Comers 


See  that  woman?"  asks  Leon  Le- 
vine, walking  with  a  proprietary 
air  through  one  of  his  Family  Dol- 
lar Stores.  "What  kind  of  a  shopper  do 
you  think  she  is?  I  can  tell  you.  It's  mid- 
day on  a  Wednesday,  so  she's  probably  a 
housewife  looking  for  back-to-school 
clothes  for  her  kids.  And  we've  got  the 
prices  she's  looking  for.  Here,  .  .  .  these 
blue  jeans  are  $6.99." 

Twenty-four  hours  and  two  stores 
away,  Leon's  brother  Al  cradles  a  pair  of 
shoes  as  though  they  were  babies: 
"These  are  exact  copies  of  very  popular 
name-brand  shoes.  They're  stitch-for- 


8ide  by  aide,  yet  separate  in  everything. 


stitch  copies  and  that's  not  easy.  But  we 
sell  ours  for  $16  and  they  get  $28.  Ours 
are  polyurethane.  Theirs  are  leather.  But 
who  can  tell  the  difference?" 

Ask  any  of  the  old-timers  in  Rocking- 
ham, N.C.  about  the  Levine  boys.  They'll 
tell  you.  When  their  daddy,  Harry  Le- 
vine, died  in  1947,  they  took  over  his 
department  store — actually  it  was  more 
like  a  general  store — and  quickly  learned 
the  retail  business.  They  learned  to 
psych  out  a  supplier;  to  make  thin  inven- 
tories look  like  a  full  store;  to  hold  off 
paying  for  goods  until  they  were  sold. 
They  learned  extraordinarily  well. 


Today  Leon  Levine  is  founder,  cl  : 
executive  officer  and  prime  sharehol  c- 
of  Family  Dollar  Stores,  a  $152  mill  • 
chain  of  self-service,  variety  disco>  t: 
stores  that  carry  everything  from  soaf  IJ 
blue  jeans  to  toys  in  small  (6,000  ; 
8,000  square  feet)  outlets.  Last  year 
company  earned  $7.7  million  for  an  & 
tonishing  return  on  equity  of  3 1  % . 

Older  brother  Al  hasn't  done  quih  r 
well;  but  he's  not  complaining.  His  Pi>  c- 
Pay  Stores — a  Southeastern  chain  of  s  <*-'■ 
service  shoe  stores — did  $91  mill  I 
worth  of  business  last  year.  As  there  \  ^ 
a  recession  Pic  'n  Pay  didn't  make  qi 
as  much  money  last  year  as  it  did  in  1'  ■■ 
when  it  netted  $5.5  million;  still  S  I 
million  represented  5.4  cents  on  the  ss  e: 
dollar  and  17%  on  stockholders'  equi  ; 

Contrary  to  what  you  might  exp< 
neither  of  the  Levines  is  a  director  in  r 
other's  company.  In  fact,  neither  has  ;  c;: 
say  in  the  other's  company  at  all.  Tl  -" 
both  like  to  tell  the  story  of  when  Pic 
Pay  bought  the  property  next  door  L- 
Family  Dollar's  headquarters  to  build  :: 
own  headquarters.  "I  didn't  even  kn  - 
they  were  moving  in, "  says  Leon  Levi  - 
"until  I  called  the  real  estate  broker  : 
see  about  us  buying  the  land." 

It's  important  to  Al  and  Leon  that  l- 
world  know  the  two  firms  are  indep  ; 
dent.  Who  wants  to  spend  20  years  bu 
ing  a  multimillion-dollar  chain  of  stc  - 
and  have  everybody  give  your  brot  : 
half  the  credit?  But  it  happens  all  "'■ 
time.  Typical  is  the  reaction  of  one  c  - 
driver  in  Charlotte:  "Oh,  you're  goin^  I 
see  Family  Dollar  Stores?  Those  are  L- 
same  folks  that  own  Pic  'n  Pay,  ri  ¥ 
next  door.  That's  some  family." 

When  the  two  firms  started  in  the  1 
Fifties  they  were  aimed  at  essentially  P 
same  market:  lower-middle-class  peo  P 
who  couldn't  afford  to  buy  name  brai  : 
and  didn't  care  about  high  fashion,  1  • 
who  needed  solid,  durable  shoes  <{  P 
clothing.  The  Levines  weren't  discou  P 
ers  to  people  who  could  afford  more  1  1 
were  looking  for  bargains.  They  w  : 
selling  solid,  low-cost  items  to  peo  ■" 
who  need  the  best  value  for  their  dolla 

For  Pic  'n  Pay,  the  ability  to  do  t  - 
came   through   pioneering  self-serv 
shoe  stores.  Al  Levine:  "My  brother- 
law  Albert  Segal,  who  has  just  retir  *l 
was  in  the  wholesale  shoe  business  w  ' 
a  firm  called  Temple  Shoes.  Well,  af 
the  war,  I  was  in  the  Air  Force  in  Kan  - 
City  and  I  saw  one  of  the  first  self-se 
shoe  chains  in  the  country  called  F  - 
Brothers  Shoes.  They  were  in  second.  - 
locations  with  little  labor  but  they  w 
doing  a  lot  of  business.  When  I  ca:  : 
back  to  Charlotte,  Al  Segal  and  I  star 
up  a  store  in  a  suburban  location.  W 
almost  sold  all  the  shoes  we  put  in  i  :;. 
store  in  a  four-week  period.  It  was  jj  P 
phenomenal." 

Pic  'n  Pay  relies  heavily  on  televisi 
advertising  to  bring  in  its  customers, 


The  Levines — Family  Dollar  Stores'  Leon,  Pic  'n  Pay's  Al 
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q  using  comparison  ads.  Al:  "On  our 
mmercial  we  say,  'Here  are  two  athle- 
:  shoes.  This  one  has  a  padded  tongue, 
at  one  has  a  padded  tongue.  This  one 
Is  a  nipple  bottom,  that  one  has  a  nip- 
t  bottom.'  And  so  on.  And  then  we  say, 
urs  is  $16.97,  theirs  is  $31.  That's  a  $7- 
oot  difference.'  " 

In  recent  years,  however,  Al  Levine 
s  upgraded  his  shoe  chain  somewhat, 
Tiing  at  the  middle-class  customer, 
lile  Leon  has  stuck  with  the  lower- 
|  iss  mass  market.  "When  you're  selling 
oes  you  have  to  cany  a  wider  variety 
bring  enough  customers  in." 
|  Al  has  even  opened  a  few  experimental 
gh-fashion  stores  aimed  at  trendier 
stomers  with  more  expensive  tastes, 
le  results  have  been  pretty  good  so  far, 
d  he  plans  to  open  several  more  next 
ar  in  addition  to  50  of  the  traditional 
tlets. 

Brother  Leon,  who  also  carries  shoes, 
itches   skeptically:   "Let   them  up- 
,ide,"  says  Leon.  "I  should  send  them  a 
izen  roses  for  doing  that.  We'll  be  more 
-  l  iin  happy  to  take  what's  left." 
^Clearly,  for  Family  Dollar,  what's  left 
.more  than  enough.  The  firm  has  been 
wing  at  about  30%  a  year  since  1975 
d  opened  33  new  stores  in  the  last  12 
Dnths.  You  might  think  that  such  rapid 
pwth  would  require  huge  borrowing, 
ink  again.  Family  Dollar  Stores  are 
)stly  in  leased  buildings  that  require 
le   capital   investment.    The  firm 
sn't  have  a  penny  of  debt  on  its  bal- 
ce  sheet.  But  the  real  secret  is  shrewd 
ying.  Family  Dollar  specializes  in  pick- 
'.;  up  manufacturer's  overruns, 
eon  Levine  tells  stories  about  buying 
n.  iquests  in  much  the  same  tone  that 
ne  men  speak  of  female  conquests, 
■ears  ago,  we  made  a  deal  with  this 
ltleman  in  Chicago,  who  had  a  plant 
Mississippi,"  he  says  eagerly.  "He 
uld  go  to  General  Motors  and  Ford 
jits  and  buy  their  carpet  remnants  for 
<t  to  nothing  to  use  for  coat  linings, 
d  they  were  warm.  We'd  get  them  for 
apiece  and  sell  them  for  $2.99.  Other 
res  would  come  in  and  buy  them  from 
—48  and  60  at  a  time — to  sell  at  $5  or 
Finally,  we  had  to  limit  the  sales  to 
ltj,;  o  per  customer  to  keep  enough  in 
ck  for  our  regular  customers." 
vlore  recently,  Leon  was  a  big  winner 
the  bankruptcy  auction  for  W.T. 
ant.  With  clever  bidding  and  iron 
"ve,  he  was  able  to  bid  and  win  mer- 
lndise  for  $6  million  that  would  ordi- 
ily  have  cost  almost  twice  as  much. 
,eon  Levine  confides  one  of  his  golden 
es  for  good  buying:  In  order  to  buy  well 
lrself,  you  must  keep  shopping  the 
npetition,  to  see  what  they're  carry- 
and  for  how  much.  "One  company 
nager  put  my  pictures  up  in  his 
res,"  he  says,  giving  himself  the  big- 
compliment  he  knows.  "And  I've 
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;n  asked  to  leave  some  stores.' 


"Speed  is  the  name  of  the  game  in 
business.  Saving  time  saves  money. 
My  TRS-80  saves  money  for  my 
clients — and  makes 
more  money  for  me." 

ART  ROARK,  CPA.  ARLINGTON,  TEXAS 

When  you  look  at  the  facts  it's  easy  to  understand  Mr.  Roark's  enthusiasm.  Fact:  Just 
$5898*  will  buy  you  a  TRS-80  T'!  Model  II  computer  system  like  his:  Big  12"  video' 
screen,  64,000-character  memory,  half-million  character  disk  drive,  efficient  line 
printer.  Fact:  Other  Model  II  systems  start  at  $3450*  Fact:  You  can  lease  a  Model  II 
with  a  90-day  trial  period.  Fact:  Model  II  is  manufactured  in  our  own  U.S.  facilities  and 
available  at  over  7,000  locations  worldwide. 

"Software  is  one  of  TRS-80's  strongest  points." 

Radio  Shack's  rapidly  growing  program  library  can  put  a  TRS-80  to  work  in  your  busi- 
ness, fast,  we  have  what  you  need!  Accounting,  Inventory  Management,  Mailing  Lists, 
File  Management ...  or,  you  can  easily  write  your  own  program^ 
in  BASIC,  COBOL,  FORTRAN.  Model  II  does  it  all!  Application 
programs  don't  have  to  cost  a  bundle  to  be  effective.  Take 
our  $199*  General  Ledger  Package,  for  example.  Mr. 
Roark  tells  us  it's  forgiving  and  generally  better  than  an- 
other BIG-name  ledger  he  formerly  used.  And  that  a 
new  bookkeeper  not  only  learned  to  use  it  in  less 
8  hours,  but  prepared  a  client's  ledger  for  a  full 
from  scratch. 

Visit  one  of  our  85  Computer  Centers  or  send  your 
chosen  employee  to  test  drive  a  TRS-80  Model  ] 
Order  from  any  Radio  Shack  store,  Dealer  or 
Computer  Center  (immediate  delivery  in  most 
areas). 
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Every  cop  knows  that  evert 


A  cop  takes  his  job  one  day  at  a  time,  always 
knowing  that  every  shift  could  be  his  last.  - 

Our  cities  and  towns  can  be  danger- 
ous. Dangerous  for  us.  Dangerous  for  the  men 
and  women  who  protect  us. 

Crime  has  become  a  serious  problem. 
There  is  no  easy  answer.  But  General  Electric 
is  working  with  many  different  technologies 


to  make  our  cities  safer. 

Working  to  develop  better  ways  for  ga 
police  to  communicate.  New  and  better  typ< ;, 
of  protection.  New  systems  of  surveillance. 

GE  has  developed  an  advanced  con  ip 
munication  system  a  policeman  can  use  to 
automatically  get  help  from  the  nearest  felk  ;i 
officer.  At  the  press  of  a  button. 


nift  he  pulls  could  be  his  last. 


Chemical  research  has  made  possible 
brd B  sheet,  a  clear  plastic  that  can  stop  a 
typraliber  bullet. 

GE  is  using  microelectronics  to  de- 
>p  tiny,  solid-state  TV  cameras  that  can  be 
I  for  round-the-clock  surveillance  of  dan- 
dus,  high-crime  areas. 

Microelectronics.  Plastics. 


Communications.  None  is  a  solution  in  itself.  But 
together,  they're  all  working  to  reduce  crime. 

And  increasing  the  odds  that  a  cop's 
last  shift  will  be  the  day  he  retires. 

Progress  for  People 

GENERAL  H  ELECTRIC 


The  Lp-And-Comers 


: 


Leon  has  lately  made  a  big  move  into 
private  labeling:  "Procter  &  Gamble 
wouldn't  do  anything  for  me  on  the  price 
of  Pampers.  They  said  I  needed  them. 
Well,  I  figured  Pd  see  how  much  I  really 
needed  them.  So  there,"  he  says,  point- 
ing to  a  shelf  stocked  with  Pampers, 
Kleenex  disposable  diapers  and  Family 
Dollar  disposable  diapers.  "We  brought 
in  Kleenex  and  our  own  diapers.  Since 
then,  we've  made  a  sizable  cut  into  our 
sales  of  Pampers." 

Leon  Levine  isn't  above  a  little  hanky- 
panky  with  his  packaging.  He  points  to  a 
bottle  of  Family  Dollar  window  cleaner 
that  is  next  to  bottles  of  Bristol-Myers' 
Windex.  "Look  familiar?"  he  asks.  They 
do.  The  Family  Dollar  bottle  looks  like 
the  Windex  bottle.  Is  that  on  purpose?  "ij 
take  the  Fifth,"  he  says,  smiling 

Of  course,  all  that  clever  packaging  and 
good  buying  is  only  a  part  of  Family 
Dollar's — and  Pic  'n  Pay's — splendidl 
growth.  They  were  lucky,  too.  The  two 
chains  found  themselves  in  the  middle  of 
one  of  the  hottest  markets  this  country 
had  ever  seen 

The  competition  is  heating  up,  howev- 
er. When  you're  a  $91  million  firm,  you 
can't  undersell  K  mart,  you  can't  outclass 
Florsheim  and  you  can't  outspend  Kin- 
ney. Self-service,  where  Pic  'n  Pay  pio 
neered,  is  now  common.  That  makes  All 
Levine's  outstanding  results  all  the  more 
impressive.  It  also  means  his  job  is  get 
ting  harder  every  day. 

It's  no  surprise  that  Al  has,  in  the  past, 
considered  selling  out.  Just  a  few  years 
ago  a  merger  with  W.R.  Grace  made  it  to 
the  eleventh  hour,  until  the  deal  was  t 
nixed  because  of  a  soft  quarter  at  Pic  'ru 
Pay.  Says  Al  Levine,  "They  wanted  to 
renegotiate  and  I  said  that  one  quarter  ii[ 
shouldn't  make  a  difference.  So  we  cat 
dropped  it 

Al  denies  looking  for  a  buyer,  but  it'si 
clear  that  he  is  more  than  ready  to  listen 
if  opportunity  knocks.  It's  also  clear  he'll 
hold  on  until  he  gets  his  price. 

Ask  the  Levines  to  impart  their  accu- 
mulated wisdom — to  share  the  secret  ofi 
their  success — and  they  come  up  with) 
cliche's:  "Buy  cheap  .  .  .  give  the  custom 
ers  good  value  .  .  .  find  appropriate  loca 
tions  .  .  .  understand  your  custom- 
ers. .  .  ."  The  kind  of  thing  that  any 
owner  of  a  mom-and-pop  grocery  store 
could  tell  you 

What  really  does  make  these  retailers 
rise  above  their  peers?  Nothing  very 
mysterious.  Just  constant  attention  to 
every  detail  of  the  operation,  and  a  real 
gut  understanding  of  the  details.  Hard 
work — in  short.  Or  as  Al  Levine  puts  it: 
"We  don't  go  out  playing  golf  on  Wednes- 
day afternoons,  like  so  many  others  do. 
We're  not  interested  in  that  crap.  We've 


got  to  run  the  store."— Richard  Greene 


FORBES,  SEPTEMBER  29,  1980  ; 


tit 


Hth  its  biggest  division  all  but  dead  in  the  water 
znd  another  listing  heavily,  ACF  Industries 
5%  earnings  growth  would  seem  no  mean 
at,  but  there  s  less  to  it  than  meets  the  eye. 
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This  is  swinging? 
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on't  ever  let  John  F.  Burditt 
catch  you  calling  him  too  conser- 
vative. The  chairman  of  $1.1  bil- 
n  (sales)  ACF  Industries,  Inc.,  the  New 
trk-based  diversified  manufacturer  and 
twt  fsor  of  railroad  cars,  bristles:  "I  like  to 

ink  of  us  as  intelligent  swingers." 
;ntrftrlmmm. 

ive  Burditt,  62,  a  former  banker  who 
to  3  been  CEO  since  1967,  his  due:  He's 
ne  no  worse  than  his  industry.  In  the 
years  he  has  run  ACF,  revenues  tri- 
d  and  profits— up  15%  in  1980— will 
ve  nearly  doubled,  to  $55  million.  That 
rans  his  shareholders'  real  return  has 
arly  kept  up  with  inflation. 
Jut  in  Burditt's  years,  ACF  margins 
ve  shrunk  from  9%  to  5%.  Railcar 
■p  inufacturing,   his   biggest  operation 
%  of  sales  and  second  in  the  industry 
:rind  Pullman),  earns  less  money  now 
v  tin  when  he  took  over,  on  3  times  the 
ume.  But  meanwhile,  the  next  largest 
of  the  company,  its  automotive 
up,  lately  has  floundered,  and  not  just 
cause  of  Detroit's  troubles.  The  plain 
is,  ACF  missed  the  boat  on  adapting 
the  downsized  car. 
<:  Then  how  has  ACF  kept  puffing  away 
l  15%  compound  growth  rate  since  a 
0-71  low?  According  to  Burditt,  it's 
countercyclicality  of  the  company's 
ersified  businesses,  and  a  chart  full  of 
stting  up-and-down  arrows  proves 
point.  "Only  one  year  have  they  all 
x  n  on  an  upswing,"  he  laughs,  "and 
t  was  a  mistake." 

deed,  ACF  results  have  been  helped 
tily  by  the  growth  of  its  two  small- 
divisions — valves  and  components 
the  oil  industry  and  specialized  plas- 
In  1980  they  will  account  for  about 
of  income  on  27%  of  sales,  vs.  6% 
18%  ten  years  ago.  The  company  also 
a  small  oil-and-gas  drilling  venture 
ted  in  1973;  this  year  profits  will  be 
ly  $3  million. 

till,   the  collapse  of  Carter  Auto- 
ive,  which  manufactures  and  distrib- 
s  carburetors,  fuel  pumps  and  other 


:  acc 
trei 


products,  is  more  than  cyclical.  In  1977  it 
netted  about  $7.5  million.  Through  June 
1980,  it  was  $2  million  in  the  red;  an 
auto  comeback  next  year  won't  make  up 
for  its  having  moved  too  slowly. 

Yet  the  main  sticking  point  is  ACF's 
clunky  railcar-building  outfit.  Says  Bur- 
ditt: "We  decided  in  the  Sixties  to  tie  our 
capacity  to  the  average;  give  up  volume 
in  boom  years  to  get  higher  use  out  of 
plants  in  lousy  years.  If  we  went  for  the 


John  BUrditt  of  ACF  Industrie: 
Hardly  Hollywood. 


peaks,  when  business  fell  off  the  over- 
head would  be  crushing." 

It  sounds  sensible  enough,  but  it 
doesn't  overcome  this  industry's  sick- 
ness. In  1967  ACF  delivered  7,000-odd 
cars.  Sales  were  around  $160  million  and 
profits  an  estimated  $11  million.  In 
1979,  one  of  the  biggest  boom  years  ever, 
it  delivered  over  1 1,000,  about  $460  mil- 
lion in  sales.  Profits:  $8  million.  Margins 
have  dropped  to  a  dismal  2%  because  of 
periodic  price-cutting  and  the  rising  cost 
of  railcar  parts.  But  Burditt  isn't  giving 
up.  In  1979,  ACF  started  to  manufacture 
a  new  lightweight  gondola  car  for  coal 


unit  trains.  Yet  even  that  growing  mar- 
ket won't  do  ACF  much  good  in  1981, 
when  total  car  orders  are  expected  to 
decline  as  much  as  25%. 

The  company  might  have  been  expect- 
ed to  offset  these  troubles  with  more 
profits  from  railcar  leasing.  But  it's  here 
that  Burditt  really  leaves  himself  open  to 
the  rap  of  being  too  conservative.  In  1967, 
leasing  netted  $15  million.  In  1980  its 
profits  will  be  over  $20  million.  ACF's 
38,000-car  fleet,  now  the  fourth-largest  in 
the  U.S.,  has  long  since  been  overtaken  in 
numbers  by  North  American  Car,  a  divi- 
sion of  Tiger  International.  Meanwhile, 
GATX  and  Trans  Union  spent  the  decade 
building  their  fleets  to  more  than  60,000 
cars  each.  Why  didn't  ACF,  whose  fleet 
was  32,400-strong  in  1970,  expand  along 
with  them  so  it  could  better  compete? 
Burditt  didn't  want  to  take  on  the  debt 
necessary  to  match  their  pace. 

It  isn't  as  if  John  Burditt  doesn't  have 
the  room  to  borrow.  ACF's  debt  is  just 
38%  of  total  capital,  most  of  it  as  railroad 
equipment  trusts  payable  through  1999 
at  rates  as  low  as  4!/2%  and  collateralized 
by  the  fleet.  Burditt  himself  admits  he'd 
be  willing  to  take  debt  up  to  50%  of  total 
capital.  He  couldn't  find  a  more  painless 
way  to  do  it  than  by  enlarging  his  leasing 
operation. 

"I  know  how  some  of  our  competitors 
have  grown,"  he  huffs,  without  naming 
them,  "and  frankly,  I  wouldn't  lease 
some  of  their  cars." 

But  somebody  would.  Leasing  cars  has 
been  far  more  profitable  than  building 
them.  Burditt  has  recently  made  one 
concession  to  his  racier  counterparts. 
This  year  ACF  changed  the  depreciable 
life  on  its  lease  fleet  from  20  years  to  25 
years,  and  nearly  doubled  the  residual 
value  of  its  cars.  It's  still  the  most  conser- 
vative accounting  in  the  industry — 
GATX  depreciates  some  of  its  cars  over 
33  years,  for  example — but  in  1980  this 
will  add  60  cents  to  earnings  per  share. 
That  and  other  items  provide  $1.09  of 
this  year's  estimated  $6.25  a  share,  giv- 
ing Burditt  his  15%  gain  in  1980.  With- 
out such  items,  ACF's  compound  growth 
since  1978  is  a  measly  5%. 

"I'm  embarrassed,  because  we're  not 
diddling  the  books,"  blushes  Burditt.  "It 
looks  like  we've  gone  Hollywood,  but  we 
have  a  bunch  of  nonoperating  earnings 
that  simply  come  due  this  year."  Some 
hope  rail  freight's  energy  efficiency  com- 
pared with  trucks  wili  mean  a  railcar 
renaissance  in  the  1980s.  But  if  so,  it'll 
help  car  owners  before  it  helps  car  build- 
ers, exactly  where  Burditt's  brand  of 
management — call  it  excessive  conserva- 
tism or  "intelligent  swinging" — hurts 
his  company's  relative  position  without 
saving  it  from  its  industry's  woes.  ACF, 
trading  around  book,  is  an  obvious  candi- 
date for  takeover — management  controls 
less  than  .1% — by  any  swinger  who 
thinks  he  can  do  better.  ■ 
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If  corners  better  than  a  BMW,  sto  i\ 
a  Mercedes  and  sips  gas  like  a  Datsu  n 


FACT:  Against  the  BMW  528i,  in  an 
independent  study  earlier  this  year,  the 
front- wheel  drive  Saab  900  GLE  was 
consistently  faster  through  a  700-foot 
slalom  course. 

(In  two  years  of  similar  but  separate 
tests,  Road  &  Track  magazine  reports 
the  Saab  Turbo  to  be  faster  than,  among 
other  cars,  two  Ferraris,  two  Jaguars  and  a 


couple  of  Porsches,  including  the  928. ) 

FACT:  Against  the  Volvo  GLE,  in  60 
mph  to  zero  braking  tests,  the  Saab  900 
consistently  stopped  quicker. 

FACT:  In  21  of  36  separate  ways  of 
judging  comfort,  a  consumer  panel  actu- 
ally rated  the  Saab  900  more  comfortable 
than  the  Mercedes  280E. 

FACT:  With  a  five-speed  transmission, 


the  mid-size  Saab  900  GLE  equal: 
beats  the  EPA  mileage  ratings  of 
Datsuns,  seven  Toyotas,  two  VW 
one  Subaru.  And  it  comes  very,  v 
close  to  quite  a  few  other  compac 
sub-compact  cars. 

FACT:  Of  the  153  sedans  as  lar 
larger  inside  than  the  mid-size  Sa; 
only  four  get  better  gas  mileage. 


•Manufacturers  suggested  retail  price.  Not  including  taxes,  license,  freight,  dealer  charges  or  options.  Tounng  package  extra. 
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tfter  than  a  Volvo,  feels  better  than 
51  miracle?  No,  a  Saab. 


-ery, 


always  said  you'd  buy  a  big  car 
ts  good  gas  mileage,  here's  your 


b  900  GLE  five-speed:  (£2)  EPA 
ted  mpg,  33  estimated  highway 
Remember,  use  estimated  rnpg  for 
i-_  rison  only.  Mileage  varies  with 
trip  length  and  weather.  Actual 
y  mileage  will  probably  be  less. ) 


FACT:  Saab  900  GLE  prices  start  at 
$10,825*  Other  Saabs  start  at  $8,225* 
More,  perhaps  than  a  Datsun,  a  Toyota 
or  a  Subaru  will  cost  you,  but  less  than  a 
BMW,  a  Mercedes  or  the  like  will  set 
you  back. 

All  told,  buying  a  front -wheel  drive 
Saab  affords  you  several  rare  oppor- 
tunities: one,  the  chance  to  buy  a  new 


car  without  forgoing  a  thing.  And,  two, 
the  chance  to  do  it  without  spending  a 
fortune. 

These  days,  that  is  nothing  to  sneeze  at. 


The  most  intelligent  car 
ever  built. 


Wouldn't  it  be  great  to  run  a  business  that  was  free  of  regulation  an 
didn't  have  to  pay  much  in  taxes?  Now  you  know  why  the  unde, 
world  has  a  competitive  advantage  in  taking  over  legitimate  business 


By  James  Cook 

America's  biggest  business?  Well, 
there's  oil,  of  course,  with  rev- 
enues of  $365  hillion  last  year.  But 
after  that?  Well,  autos  did  $125  billion. 
No,  autos  aren't  number  two.  Numher 
two  is  probably  organized  crime.  At  the 
outside  it  grossed  more  than  $150  billion 
last  year.  According  to  figures  that  inves- 
tigator Jack  Key  presented  to  the  Senate 
Subcommittee  on  Investigations  last  fall, 
as  much  as  $63  billion  may  have  come 
from  narcotics,  $22  billion  from  gam- 
bling and  another  $8  billion  from  assort- 
ed other  crimes,  such  as  arson,  cigarette 
bootlegging  and  prostitution.  How  much 
came  from  loansharking,  organized 
crime's  third-largest  enterprise,  is  any- 
body's guess,  but  a  decade  ago  organized 
crime  expert  Ralph  Salerno  estimated  it 
yielded  a  good  $1(1  billion  a  year,  and  it 
must  be  at  least  double  that  now.* 

Consider  this:  Last  year  the  U.S.  spent 
more  on  narcotics  than  it  did  on  import- 
ed oil. 

And,  at  a  time  when  most  U.S.  busi- 
ness is  hard  put  to  earn  a  respectable 
return  on  its  investment,  organized 
crime  is  probably  carrying  close  to  a 
third  of  its  gross  down  to  net.  Take  that 
down  to  the  bottom  line  and  you  get  a 
tax-free  profit  of  close  to  $50  billion.  The 
comparable  figure  for  the  oil  industry  is 
$23  billion.  Forget  oil.  Organized  crime 
LS  clearly  the  most  profitable  industry 
there  is. 

"We  are  bigger  than  U.S.  Steel,"  Meyer 
Lansky,  money  mover  for  the  Mafia  and 
the  Alfred  Sloan  of  organized  crime,  used 
to  say  back  in  the  days  when  steel  was  a 
major  industry.  These  days  he  would 
probably  say,  "We  are  bigger  than  Exxon 
and  IBM  put  together." 

The  specific  numbers  do  not  matter. 


*/  lertoed  from  a  variety  of  sources.  such  estimates  are  far 
from  prixisi'  assessment  of  organized  crime's 

total  revenues  (more  than  tl50  billion)  runs  to  the  high 
end  of  the  range  and  includes  itoth  legitimate  and 
illegitimate  enterprises. 
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The 
Invisible 
Enterprise 


What  matters  is  that  organized  crime 
has  emerged  as  one  of  the  most  power- 
ful forces  in  the  U.S.  today.  Its  tenta- 
cles spread  out  across  the  country, 
reaching  into  legislatures,  courtrooms 
and  government  bureaucracies,  influ- 
encing not  only  the  press,  the  universi- 
ties, the  churches  and  legitimate  busi- 
ness, but  the  political  process  as  well. 
Nowhere  is  its  influence  more  direct 
than  it  is  in  legitimate  business,  and  for 
six  months  or  more  Forbes  has  been 
tracing  that  influence,  poring  over  FBI 
affidavits,  court  records  and  congres- 
sional hearings,  talking  with  business- 
men, government  officials  and  orga- 
nized crime  experts  in  places  like  Chi- 
cago, Los  Angeles,  Phoenix,  Las  Vegas 
and  Washington.  In  this  article  we  pres- 
ent an  overview  of  the  situation,  rough- 
ing out  the  scope  and  structure  of  orga- 
nized crime  today  and  detailing  its 
growing  involvement  with  legitimate 
business,  its  growing  command  over  a 
vast  stream  of  capital. 

The  involvement  of  organized  crime 
with  legitimate  business  is  portentous. 
At  a  time  when  business  taxes  are  oner- 
ous and  government  enforces  a  consum- 
er-oriented redistribution  of  income, 
much  of  U.S  industry  lacks  the  cash 
flow  to  stay  competitive.  As  a  result, 
organized  crime  is  becoming  a  major  re- 
pository of  investment  capital.  The  Ma- 
fia's profits  are  serving  as  a  kind  of  en- 
forced savings  for  American  society.  Un- 
regulated and  untaxed,  unthreatened  by 
tunnel-visioned  consumerists  and  envi- 


ronmentalists, mob-run  business  ha 
tremendous  advantage  over  so-called 
gitimate  business.  Under  the  circu 
stances,  the  wonder  is  that  the  mc 
takeover  of  legitimate  business  has  i 
been  faster. 

As  the  President's  Commission 
Law  Enforcement  &  Administration 
Justice  once  pointed  out,  the  bulk  of 
"profits"  from  organized  crime  con 
from  hundreds  of  millions  of  little  tra 
actions:  50-cent  bets,  $10-a-month  £ 
bage  collection,  quarters  dropped  ii 
mob-owned  juke  boxes,  $25-a-moi 
protection  against  arson  or  broken  w 
dows,  $40-  to  $50-an-ounce  packets 
marijuana.  Transaction  by  transactiot 
is  almost  painless.  Overall,  it  has  a  1 
mendous  impact  upon  society. 

"The  millions  of  dollars  [organi: 
crime]  can  throw  into  the  legitimate  e 
nomic  system,"  the  commission 
served,  "give  it  the  power  to  manipul 
the  price  of  shares  on  the  stock  mark 
to  raise  or  lower  the  price  of  retail  m 
chandise,  to  determine  whether  eni 
industries  are  union  or  nonunion, 
make  it  easier  or  harder  for  businessrr 
to  continue  in  business."  That  was 
years  ago,  and  nothing  has  changed. 

A  few  years  ago,  the  Pennsylva 
Crime  Commission  did  an  exhaust 
investigation  of  a  man  named  Frank  N 
ler  who  ran  the  numbers  racket  in  Ch 
ter,  Penna.  Miller  grossed  as  much 
$30,000  a  day,  seven  days  a  weel 
roughly  $10  million  a  year — from 
numbers  racket.  Miller  had  also  be 
spreading  out  into  legitimate  business 
sometimes  because  he  needed  a  front 
his  gambling  operations,  more  often 
cause  he  saw  a  chance  for  more  money 
be  made.  He  acquired  69  run-do 
houses  in  the  Chester  ghetto,  renova 
them  and  rented  them  out,  employin 
staff  of  20  to  operate  and  maintain  tht 
He  also  owned  four  bars,  a  fuel-oil-dis 
bution  business  and  an  on-and-off  a 
tion-and-salvage  business.  When 
went  to  jail  for  1 1  months  last  yt 
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Below,  a  rough  idea  of  how  organized  crime  revenues— from  drugs,  illegal 

gambling,  loansharking,  cigarette  bootlegging  and  the  like,  as  well  as  income 

from  legitimate  businesses — compare  with  those  of  some  of  America's  largest 

industries.  Only  the  oil  industry's  revenues — $365  billion  in  1979,  with  $57 

billion  shipped  overseas  to  pay  for  imports— are  bigger.  Organized  crime's 

profits — some  $50  billion  a  year— are  in  a  class  by  themselves. 

CO   

Organized  crime 
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Miller  was  probably  earning  a  good 
$340,000  a  year  from  the  bars  and  real 
estate  alone,  on  an  investment  of  not 
more  than  $230,000. 

t's  not  that  the  mob  has  a  nostalgia 
for  legality,  the  way  Congreve's 
courtesans  had  a  nostalgia  for  virtue. 
Rather,  money  is  money,  and  the  mob 
doesn't  care  where  it  makes  it.  New 
York's  Johnny  Dioguardi  had  a  kosher- 
meat  business,  a  business  novelty  com- 
pany and  a  record  store.  California's 
Louis  Tom  Dragna  runs  a  strictly  legiti- 
mate garment  business  (Roberta  Fash- 
ions). Union  City's  Anthony  Provenzano 
runs  several  nonunion  trucking  compa- 
nies. New  Orleans'  Carlos  Marcello  is  in 
the  motel  business.  Onetime  Cleveland 
mobster  Morris  B.  Dalitz  used  to  run  a 
string  of  laundries  in  the  Midwest,  main- 
tained a  sizable  investment  portfolio  in 
companies  like  Detroit  Steel  and  the 
Rock  Island  Railroad,  and  now  runs  Ran- 
cho  La  Costa,  the  posh  Teamster-fi- 
nanced residential  resort  on  the  Pacific, 
as  well  as  a  number  of  other  enterprises, 
including  vineyards  in  the  San  Joaquin 
Valley.  The  Bonanno  family — Joseph  and 
his  two  sons — have  tens  of  millions  in- 
vested in  dozens  of  businesses  spread 
coast  to  coast:  a  laundry 
in  New  York  City,  a  dairy 
farm  upstate,  a  hotel  in 
New  Jersey,  cheese  com- 
panies in  Wisconsin  and 
Canada,  real  estate  in 
Tucson,  a  wholesale  gro- 
cery business,  a  Phoenix 
supper  club  and  until  re- 
cently, according  to  feder- 
al prosecutors,  U.S.  Mat- 
tress, Kachina  Enterprises 
and  Olympic  Construc- 
tion. The  list  goes  on. 

Organized  crime,  in 
fact,  has  probably  made 
more  millionaires  than 
the  Harvard  Business 
School.  Nor  are  the  mob's 
millionaires  all  of  Sicilian 
descent.  In  a  list  of  the 
U.S.'  richest  Jews  it  com- 
piled a  while  back,  Jewish 
Liiing  included  Meyer 
Lansky,  with  an  estimat- 
ed net  worth  of  $100  mil- 
lion to  $150  million.  Moe 
Dalitz  could  probably  as 
easily  have  qualified  for 
the  list,  and  so  could 
Lansky's  old  partner  Jo- 
seph Stacher,  though  he's 
now  living  in  Israel.  More 
recently,  blacks  and  Lat- 
in-American groups  have 
moved  in  and  become  a 
major  factor  in  organized 
crime. 

Organized  crime  was 
once  mainly  an  Eastern 
and  urban  phenomenon. 


But  it  has  moved  out  onto  the  freeways 
and  superhighways  around  Houston  and 
Los  Angeles,  peddling  drugs,  fencing  sto- 
len goods,  murdering  for  hire.  It  has 
moved  into  small  towns  throughout  the 
West,  coal  towns  like  Price,  Utah,  or 
steel  towns  like  Pueblo,  Colo.  It  has 
bankrupted  banks  in  Ohio  and  Michigan, 
looted  milliohs  from  the  Alaska  pipeline. 
In  Utah,  where  there  is  virtually  no  state 
securities  regulation,  the  mob  has 
pounced  upon  the  stock-fraud  racket. 

In  the  East  whole  towns  have  been 
mob-controlled  for  years — Long  Branch, 
N.J.  was  once  one  of  the  notable  exam- 
ples— with  the  political  machinery  in 
mob  hands  and  the  protection  and  pa- 
tronage rackets  flourishing  as  they  once 
did  in  Cicero.  The  energy  crisis  has 
brought  the  mob  out  in  full  force.  We 
now  have  coal-equipment  theft,  tax-shel- 
ter schemes,  schemes  for  short-weight- 
ing customers  or  beating  the  environ- 
mental control  laws.  The  intrusion  has 
grown  so  acute  that  a  group  of  coal  states 
has  created  Leviticus,  a  seven-state 
strike  force  for  investigating  organized 
crime  in  the  coal  industry.  In  the  New 
York  City  area  200,000  gallons  of  gaso- 
line are  disappearing  every  week.  In  Tex- 
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Miami  Beach/Meyer  Ixinsk) 
The  mob's  financial  genius,  Lansky 
masterminded  the  move  into  casino 
gambling,  and  now  surfaces  mainly  as 
an  investor  in  Florida  real  estate. 


as  the  police  just  shut  down  a  ring  th 
had  been  siphoning  a  million  dollars 
month  in  petroleum  products  from  c 
barges  in  the  Houston  ship  channt 
rganized  crime  goes  where  tl 
growth  is,  following  the  growth 
the  economy  into  the  Sunbelt- 
into  Florida  and  Arizona  and  Californi 
It  looks  for  growth  prospects  as  avidly 
any  corporate  planner.  It  may  let  tl 
outsider,  legitimate  or  otherwise,  fix 
out  where  the  growth  areas  are,  but 
moves  in  when  the  potential  is  prove 
That's  what  it  did  with  pornography,  ai 
the  stolen-auto-parts  business,  and  cig 
rette  bootlegging.  It's  moving  now  in 
electronic  games  and  into  the  arcad 
that  are  springing  up  all  over  the  countr 
On  the  West  Coast  organized  crin 
has  been  moving  into  auto  dealership 
into  seafood  distribution,  into  truckir 
meatpacking  and  the  garment  busine! 
In  Houston  and  elsewhere  they're  she  n 
ing  up  in  the  nursing-home  industi 
They  are  innovative,  opportunistic  ai 
as  fast  moving  as  any  hotshot  acqui 
tions  man.  On  that  Fourth  of  July 
1976,  when  New  York  held  its  Operant  s 
Sail,  the  mob  shook  down  the  peddlers 
just  as  they've  always  shaken  down  t 
Italian  street  festivals 
charging  them  $100  for 
license  to  peddle  the 
wares — or  else. 

The  various  criminal 
ganizations  may  be  ba  i 
cally  regional  in  their  c 
mestic  operations,  b 
they've  always  been  intt 
national  in  scope — frcj 
the  beginning.  Narcoti 
is  today  what  liquor  w 
in  the  Twenties.  Ba 
then,  distillers  in  Canac 
Britain  and  elsewhe 
peddled  their  wares 
mobsters  in  the  U 
Some  of  these  interr 
tional  connections  pers 
to  this  day. 

"The  prohibition  cc 
tacts,"  says  Robert  Pei 
quin,  former  U.S.  atti 
ney,  head  of  Intertel, 
anticrime  subsidiary 
Resorts  International,  "I 
over  the  years  to  the  sar 
organizations  doing  diff 
ent  types  of  business.  T 
Magaddino  family  in  Bj 
falo  doesn't  respect  t 
Canadian  border  at  all. 
operates  just  as  much 
Toronto  and  Montreal  a; 
does  in  Buffalo,  Erie  a 
Rochester.  You'll  find  yc 
New  York  families  ha 
very  close  ties  in  Englau 
You  will  also  find  Cotro 
in  Montreal  is  very  stra 
in  France." 


62 


FORBES,  SEPTEMBER  29,  LI  fe 


UiThe  mob  has  turned  up  in  force  in 
:jiutheast  Asia  in  recent  years,  which  is 
ni  it  surprising,  considering  the  narcotics 
■wide,  and  in  Australia  as  well,  which 
c  tfey  be.  In  Israel  and  France  their  posi- 
MSim  is  strong,  and  some  law  enforce- 
ijtiJbnt  people  will  tell  you  the  mob  even 
rrintrols  whole  countries — Colombia,  for 
i)  ample. 

; ;  Mowhere  is  the  movement  of  mob 
ti  mey  into  legitimate  areas  more  evi- 
5u;  it  these  days  than  it  is  in  Florida, 
n>\  lere  the  syndicate  groups  fight  for  con- 
y,s  >l  of  the  narcotics  trade  with  the  same 
i  ci,  plosive  violence  prohibition  brought 
v  i;  ;the  liquor  business.  Americans  spent 
Mi  much  as  $63  billion  on  illegal  drugs  in 
int!  78,  the  National  Narcotics  Intelligence 
u;  msumer  Committee  contends,  and  a 
rsbj  jstantial  portion  of  the  traffic  moved 
cki  o  Florida  from  Colombia,  which  pro- 
iinf  ces  half  the  cocaine  and  70%  of  the 
sk  jijuana  that  comes  into  the  U.S. 
ins;  These  days  drugs  are  generally  conced- 
ii ;  (to  be  Florida's  biggest  business.  Bank- 
...  talk  about  customers  pulling  up  at 
uiv  :ir  doors  with  suitcases  filled  with 
is;  >ney— in  the  $20,  $50  and  $100  de- 
iiti  ruinations  that  are  the  drug  traffick- 
er, s  favorite  currency.  The  banks  are  dis- 
ivai  ilined  to  turn  them  away,  not  with 
0  io  erest  rates  at  record  levels.  But  they 
:i  i  hardly  fail  to  suspect  where  the  mon- 
comes  from,  even  if  they  do  report  to 
ina!  Treasury,  as  they're  required  to,  all 
cT  h  transactions  in  excess  of  $10,000. 
leu  jce  these  funds  are  on  deposit,  it's  fair- 
i,  :asy  to  transfer  them  by  wire  or  check 
in:  offshore  banks  in  the  Bahamas,  Cay- 
-i;  Jn  Islands,  Panama  or  Switzerland,  be- 
ne lid  the  reach  of  the  IRS.  How  much 
;on  ys  in  Florida  is  anybody's  guess,  and 

•  t  ernment  narcotics  offi- 
jiii  s  guess  maybe  $7  billion. 
iv[  (  tainly,  among  the  37  Fed- 
ues  I  Reserve  bank  units,  Mi- 
ii  was  almost  alone  in  hav- 
n:,; !  a  sizable  currency  surplus 
,wi  year — $3.9  billion,  vs. 

I  billion   in    1978— and 
■n   st  of  that  surplus  was  in 
bills. 

ccordingly,    the  Florida 
ey  is  moving  out  of  drugs 
into  legitimate  invest- 
ts,  into  real  estate  espe- 
ly,  inflating  values  spec- 
ularly. "They're  not  in- 
ed  to  dig  holes  in  the 
<yard  and  bury  it,"  says 
/in  J.  Sharp,  former  head 
he  FBI's  organized  crime 
ion  and  now  head  of  the 
oklyn-Queens  office,  "or 
it  under  the  bed  or  in  safe 
osit  boxes.  That  money's 
to  be  constantly  moving, 
got  to  go  somewhere — 
into  narcotics  or  out 
legitimate  investments, 
into  stocks  and  bonds." 
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Miami  real  estate  economist  Charles 
Kimball  estimates  that  the  average  house 
there  sells  for  $2,000  more  than  it  would 
have  without  mob  buying,  and  in  areas 
like  Key  Biscayne  the  demand  for  condo- 
miniums is  so  great  that  they  are  going 
for  125%  of  their  replacement  value.  "If 
we  were  to  cut  off  the  narcotics  money 
coming  into  Florida,"  Kimball  says,  "we 
would  precipitate  a  real  estate  recession 
in  many  parts  of  the  state." 

he  money  has  been  moving  into 
large  income-producing  proper- 
ties— apartments,  shopping  cen- 
ters, warehouses,  office  buildings.  A  de- 
cade ago,  Kimball  estimates,  organized 
crime  held  $1  billion  in  real  estate  in 
Florida.  Today  the  figure  is  closer  to  $7 
billion,  and  the  growth  is  accelerating. 
It's  not  simply  drug  money.  Florida  has 
always  been  a  haven  for  mob  money,  at 
least  since  the  time  Capone  settled  on 
Palm  Island  outside  of  Miami.  The  mob 
owns  probably  half  the  hotels  on  the 
beachfront  in  Miami  Beach.  The  Eden 
Roc,  which  an  Arab  investor  bought  this 
spring,  had  once  been  owned  by 
Lansky's  partner,  the  late  Morris  Lans- 
burgh,  and  a  few  years  back  investigators 
discovered  the  Lansky  organization  was 
half-owner  of  $45  million  worth  of  new 
shopping  centers  and  office  buildings  in 
Broward  and  Palm  Beach  counties.  Real 
estate  is  only  the  half  of  it.  The  mob  long 
ago  moved  into  Florida  trucking  and  the 
garment  business,  into  produce  and  cit- 
rus, into  warehousing  and  cold  storage. 

In  Florida,  too,  many  of  the  seafood 
industry's  boats  have  been  diverted  from 
fishing  to  drug  running,  and  one  major 
banana  importer  complains  he  can't 
bring  bananas  in  from  Colombia  any- 
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The  Gold  Rush /Anthony  Spilotro 
Behind  his  jewelry  shop  front, 
the  FBI  says,  Spilotro  oversees 
the  Chicago  mob's  Las  Vegas 
operations— bookmaking, 
loansharking,  fencing. 


more  without  getting  in  trouble  for 
smuggling  by  his  crews.  "The  billions  of 
dollars  of  untaxed  drug  profits  give  crimi- 
nals enormous  leverage  to  move  into 
otherwise  legitimate  businesses,"  says 
one  Florida  law  enforcement  commis- 
sioner. "Their  continuous  cash  flow  en- 
ables them  to  put  law-abiding  competi- 
tors out  of  business." 

Florida  isn't  alone.  The  drug  traffic  has 
had  a  similar  if  less  dramatic  impact  in 
Texas,  Arizona  and  California,  through 
which  other  major  drug  routes  pass.  In 
Los  Angeles  between  September  1975 
and  October  1978  the  Jesus  Manuel 
Araujo-Avila  group  funneled  more  than 
$33  million  in  heroin  profits  into  Mexi- 
co— through  bank  accounts  in  the  U.S. 
and  Mexico.  In  San  Ysidro,  Calif,  the 
Mexican  American  National  Bank  got 
over  $15  million  in  39  separate  deposits 
ranging  from  $99,500  to  $860,000.  The 
money  arrived  in  cash— in  cardboard 
boxes  and  grocery  sacks — and  went  out 
to  Mexico  in  the  form  of  cashier's 
checks.  According  to  Texas  Congress- 
man Henry  Gonzalez,  the  drug  trade  in 
Texas  and  in  the  Midwest  has  become 
inextricably  mixed  with  the  traffic  in 
stolen  autos,  auto  parts  and  television 
sets — through  a  barter  arrangement. 
Mexico's  import  substitution  program 
makes  U.S.  consumer  goods  extremely 
expensive  there,  so  stolen  and  smuggled 
U.S.  goods  afford  one  way  of  buying  im- 
ported goods  cheap.  The  stolen  TV  sets 
go  into  Mexico,  the  dope  comes  out. 
Gonzalez  estimates  the  barter  now  runs 
in  excess  of  $1  billion  a  year. 

Because  of  the  risk  involved  and  the 
freedom  from  taxes,  organized  crime  is 
far  more  profitable  than  most  legitimate 
businesses.  Indeed,  if  war  is 
the  logical  extension  of  diplo- 
macy, as  von  Clausewitz 
maintained,  organized  crime 
is  the  logical  extension  of 
business.  It  is  sharp  practice 
turned  murderous,  tax  avoid- 
ance made  systematic,  com- 
petition followed  to  its  logi- 
cal conclusion. 

Like  legitimate  business 
itself,  organized  crime  en- 
compasses a  tremendous 
range  of  enterprises,  some 
highly  sophisticated  and 
complex,  others  as  direct  and 
forthright  as  a  blow  on  the 
head.  Some  are  autonomous 
local  organizations,  like 
Frank  Miller's  numbers  rack- 
et in  Chester.  Others  are  di- 
visions of  criminal  conglom- 
erates, nationwide  confeder- 
ations of  organized  criminal 
groups.  Criminal  partner- 
ships are  no  different  from 
any  others:  There  are  people 
you  like  to  do  business  with 
and  people  you  don't.  Some- 
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times  Mafia  companies  compete  vigor- 
ously and  bloodily  for  business.  More  of- 
ten these  days,  they're  inclined  to  avoid 
it,  recognizing  territorial  prerogatives  at 
least  within  lines  of  business. 

Organized  crime  is  a  community  of 
interest,  100,000  to  250,000  strong,  ac- 
cording to  Ralph  Salerno,  and  its  mem- 
bers have  contacts  from  coast  to  coast 
and  from  continent  to  continent  the  way 
any  businessman  has.  "If  New  York 
wants  something  done  in  California," 
says  the  FBI's  Ed  Sharp,  "there's  some- 
one they  know  to  contact  to  get  it  done, 
although  they  have  never  met."  Orga- 
nized crime,  as  one  SEC  expert  puts  it, 
"is  really  an  old-boy  network." 

Among  the  traditional  organizations, 
there  is,  of  course,  the  Mafia,  La  Cosa 
Nostra,  with  its  origins  in  Sicily  and  its 
roots  in  the  older  urban  areas — 25  orga- 
nized crime  families,  according  to  one 
FBI  expert,  with  2,000  hard-core  mem- 
bers, 20,000  associates,  united  as  much 
by  ties  of  kinship  as  by  economic  inter- 
est. There  are  the  less  visibly  organized 
groups,  like  the  Lansky  organization, 
centered  in  Miami  and  working  in  part- 
nership with  the  Mafia  ever  since 
Lansky  and  Lucky  Luciano  got  together 
to  exploit  the  New  York  rackets  back  in 
the  Twenties. 

They  are  in  one  sense  all  independent 
businessmen,  but  in  another  most  are 
simply  franchise  holders.  They  operate 
in  a  particular  territory  because  the  boss 
has  authorized  it.  They  engage  in  a  cer- 
tain business  because  the  boss  has  ap- 
proved it.  And  they  pay  tribute  to  the 
boss — a  certain  amount,  a  certain  per- 
centage— because  that's  the  least  they 
can  do  for  him.  Until  he  was  murdered 
early  last  year,  New  Jer- 
sey's Anthony  Russo  paid 
Ruggiero  Boiardo  25%  of 
his  loanshark  takings. 
And  Boiardo,  for  all  any- 
one knows,  paid  25%  of 
all  he  got  from  Russo  and 
the  other  underlings  in  his 
organization  to  Funzi 
Tieri,  the  head  of  the  Gen- 
ovese  family  and  the  se- 
nior member  of  the  na- 
tional crime  syndicate. 

Most  major  cities  have 
some  figure  who's  recog- 
nized as  running  the 
show,  even  as  legitimate 
business  has  its  recog- 
nized elder  statesmen.  In 
Chicago  an  aging  Joseph 
Aiuppa  still  calls  the  tune, 
though  Jack  Cerone  seems 
to  have  taken  over  the 
syndicate's  day-to-day  op- 
erations. In  New  York  the 
rackets  are  divided  terri- 
torially and  functionally 
among  the  fabled  five 
families,  though  their  out- 
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lines  grow  less  distinct  every  year.  In 
Philadelphia  the  late  Angelo  Bruno  ran  a 
more  permissive  system,  exacting  tri- 
bute from  outsiders  but  not  insisting  on 
territorial  rights.  The  Balistrieris.  in  Mil- 
waukee and  Nick  Civella  in  Kansas  City 
are  apparently  subordinate  to  the  Chica- 
go mob  these  days.  Elsewhere  the  Sicil- 
ian families  flourish  with  varying  de- 
grees of  independenceand  authority — 
Patriarca  in  New  England,  Marcello  in 
New  Orleans,  Santo  Trafficante  in 
Tampa,  La  Rocca  in  Pittsburgh.  Though 
rumors  persist  that  the  New  York  and 
Chicago  mobs  are  maneuvering  these 
days  for  control  of  California,  the  open- 
city  system  still  pretty  much  prevails  in 
Las  Vegas,  Miami,  Phoenix  and  Los  An- 
geles as  it  has  since  the  national  com- 
mission divided  up  the  country  in  the 
early  Thirties. 

owever,  the  dominance  of  the 
traditional  groups  is  fading  fast. 
The  growth  in  narcotics  has  been 
so  great  that  it  has  replaced  gambling  as 
organized  crime's  number  one  source  of 
income,  and,  in  the  process,  introduced  a 
number  of  dynamic  newcomers  to  the 
structure  of  the  business.  Until  a  few 
years  ago,  the  traditional  crime  families 
left  the  drug  trade  to  others.  They  may 
have  financed  it,  but  they  let  others  do 
the  dirty  work — blacks,  Cubans,  Chi- 
nese, Puerto  Ricans,  Mexicans.  But  now- 
adays the  traditional  families  are  begin- 
ning to  move  into  the  drug  traffic  them- 
selves. To  an  extent,  they  had  to:  The 
newcomers  don't  need  them  anymore. 
They  have  the  clout  and  the  financial 
resources  to  operate  on  their  own. 
There's  Mexico's  Herrera  organization, 
for  example,  which  controls  much  of  the 
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Grande  Cheese  plant /Joe  Bonanno 
Mafia  chieftain  Bonanno  and  his 
cronies  have  taken  over  much  of  the 
U.S.  mozzarella  business,  including 
Wisconsin's  giant  Grande  Cheese. 
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world's  heroin  trade  and  runs  a  multir 
lion-dollar  drug  route  from  Mexico 
Chicago.  There  is  the  Valenzuela  org] 
zation,  which  reaches  up  into  Los  Ar  m 
les.  According  to  veteran  crime  repo  |b 
Hank  Messick,  the  drug  trade  is  aire 
rationalizing  itself,  just  as  liquor  distri 
tion  did  in  the  Twenties,  with  the 
bans  and  Colombians  dividing  the  ti) 
between  them,  the  Cubans  taking  m 
juana,  the  Colombians  cocaine. 

What  sets  organized  crime  apart  it 
other  criminal  activities — white-co 
crime,  for  instance,  from  which  it  isi 
ten  superficially  indistinguishable- 
that  it  is  what  the  name  suggests:  o) 
nized,  and  organized,  like  any  corp» 
tion,  to  make  money  on  a  continu 
basis.  As  a  result,  it  has  the  same  nl 
for  hierarchies  and  chains  of  comma 
for  lawyers  and  accountants,  tax  com 
tants  and  computer  programmers,  j 
chasing  agents  and  traffic  managers.  J 
this  network  is  what  has  made  it) 
difficult  to  combat:  It  is  more  than 
members.  It  is  an  outfit,  a  syndicate, 
organization,  a  combination;  and  it's 
signed  to  perpetuate  itself.  Which  is  v 
the  attempted  assassination  of  a  Cole 
bo,  the  murder  of  a  Galante  or  Bruno, 
indictment  of  a  Boiardo  or  a  Tieri 
complishes  so  little.  "We  go  and  int 
everybody,"  says  one  investigator,  ' 
put  everybody  in  jail,  and  the  next 
somebody  else  is  right  there  to  take  o1 
We  really  don't  achieve  anything, 
punish  people  who  are  guilty  of  a  crii 
but  we  don't  resolve  the  situation.  1 
organization  still  remains." 

But  it  is  an  invisible  organization, ; 
it  operates  on  unseen  connections, 
legitimate  business,  there  are  visi 
links  between  propt 
and  proprietor,  betwi 
income  and  earner,  but 
organized  crime  th 
connections  exist  prirr 
ily  in  the  minds  of 
members.  According 
legend,  Al  Capone  ne 
had  a  bank  account,  ne 
owned  property,  ne 
signed  a  check,  and  p 
cash  for  everything  out 
a  strongbox  he  kept  urn 
his  bed.  Frank  Miller  \ 
no  different.  Not  1  of 
73  pieces  of  property 
owned  was  in  his  a 
name.  They  were  owi 
by  his  in-laws,  his  ; 
friend,  his  employees, : 
atives  and  friends.  "If  y< 
boss  puts  something 
r^Jf  front  of  you  and  tells  I 

-^f\  to  sign  it,  you  sign  it," c 

secretary  explained 
♦^^^^^       As  Lansky  is  suppo 

to  have  said:  "I  own  p  t 
pie,  not  property." 
And  people  are  eal 
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i  tough  acquired.  The  mob  gets  its  hooks 
to  somebody  through  the  loan  sharks, 
.  id  when  he  can't  pay  his  debt,  they  tell 
m  he  can  either  settle  up  or  front  for 
em — in  effect,  repaying  them  out  of 
$75  or  $150  a  week  they'll  pay  him  to 
so. 

t  least  one  observer,  Australian 
Royal  Commissioner  A.R.  Mof- 
fitt,  in  looking  at  the  mob  affili- 
ions  of  one  U.S.  company  a  few  years 
i:  o,  suggests  that  when  the  mob  takes 
er  a  legitimate  business  the  fronts  can 
Drk  both  ways — disguising  not  only  the 
ie  owner  of  a  legitimate  business  but 
true  owner  of  an  illegitimate  one 
mi\  sociated  with  it  as  well.  For  example: 
a  legitimate  business,  a  liquor  or 
a :  rnding-machine  company  couldn't 
nr.  juscle  its  way  into  the  market,  but  an 
tensibly  independent  distributor  could, 
he  manufacturer  operated  the  distribu- 
r  through  a  front.  "It  is  logical,"  Moffitt 
ncluded,  "that  a  business,  criminally 
ntrolled  or  influenced,  should  put  itself 
a  position  to  disown  a  distributor  and 
li;  t  take  the  benefit  of  any  doubtful  or 

minal  conduct  of  the  distributor." 
.  jln  the  book  he  wrote  with  John  Tomp- 
ns  on  The  Crime  Confederation,  Ralph 
erno  explains  how  organized  crime 
jney  moves  invisibly  as  well:  "The 
ss  invited  ten  of  his  trusted  lieuten- 
ics!  ts  to  a  Christmas  party  at  his  home, 
ik;  ter  an  excellent  dinner  he  had  a  suit- 
in.  se  brought  .into  the  dining  room  and 
unted  out  $100,000  in  cash  for  each  of 
e  ten  men.  He  said:  'I  want  1%  a  week 
this.  I  don't  care  how  much  you  get 
it.  But  I  want  1%  a  week.' 
'He  did  not  record  any 
v:  jmes;  they  were  all  old 
ends.  He  did  not  have  to 
ord  the  amount  given 
His  only  problem  at 
next  dinner  party  will 
finding  more  good  men 
lend  out  the  money 
t  he  will  earn  during 


loan.  Use  that  money  to  finance  narcot- 
ics, and  the  returns  can  be  breathtaking. 
A  kilo  of  cocaine  costing  $20,000  in  Co- 
lombia is  worth  $40,000  delivered  to  Mi- 
ami, $80,000  when  cut  by  50%  by  the 
wholesalers,  $800,000  when  cut  another 
80%  at  the  street  level.  Mob  money, 
untaxed,  unregulated,  grows  at  a  pace 
legitimate  money  cannot. 

There  are  risks.  Because  these  proper- 
ty rights  tend  to  be  invisible,  they  some- 
times do  not  survive  their  proprietors' 
demise.  After  onetime  Teamsters  boss 
James  R.  Hoffa  got  out  of  prison  in  1971, 
he  supposedly  invested  as  much  as  $1.5 
million  in  a  coal  scheme  a  Florida  real 
estate  operator  was  floating.  But  if  so, 
there  was  never  any  record  that  such  an 
investment  had  been  made.  Hoffa's  son 
and  son-in-law  tried  to  recover  the  in- 
vestment after  Hoffa  disappeared,  but 
the  promoter  denied  Hoffa  had  ever  giv- 
en him  any  money  and  the  Hoffa  heirs 
never  collected. 

What  enforces  these  invisible  connec- 
tions is  fear,  the  potential  for  violence, 
and  that's  a  more  powerful  contractual 
obligation  than  any  imposed  by  law.  Vic- 
tims will  often  go  to  jail,  in  fact,  sooner 
than  finger  the  mobsters  that  torment 
them.  According  to  FBI  affidavits,  mob- 
ster Anthony  Spilotro,  who  runs  the 
Gold  Rush,  a  jewelry  store  in  Las  Vegas, 
as  a  front  for  his  various  fencing,  book- 
making  and  loansharking  operations, 
told  one  hapless  borrower  who  wanted  to 
welsh  on  a  debt:  "If  you  don't  get  the 
money,  I  will  put  you  in  the  ground." 
Spilotro  habitually  jingles  loose  dia- 
monds in  his  pocket  the  way  lesser  men 


t. 
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'dill 

v  p  year. 
,v  >.  'Each  of  the  lieutenants 
md  places  to  put  the 
,000  and  earned  for 
mselves   at   least  as 
ch  as  the  $1,000  a 
ek  they  paid  their  Boss, 
the  third  tier  the  retail 
in  sharks  earned  even 
i  >re.  So  an  original  $1 
llion  investment  pro- 
ved $2.5  million  to  $3 
llion  a  year  in  earn- 
;s."  Talk  about  obscene 
profits!  Anthony  Russo 
:d  to  charge  up  to  4%  a 
ek,  or  more  than  200% 
rear,  on  the  money  he 
out,  and  in  one  in- 
nce  collected  $400,000 
interest  in  three  years 
m   a    single  $75,000 


Brooklyn  waterfront/Anthony  Scotto 
Reputed  Mafia  member  and  New  York 
politico,  Scotto  runs  the  docks 
as  head  of  an  ILA  local.  Convicted 
of  taking  kickbacks, 
he  claims  he's  innocent. 


jingle  loose  change,  but  he  has  a  reputa- 
tion, the  FBI  says,  as  a  "murderer  and 
violent  racketeer,  the  mere  mentioning 
of  his  name  .  .  .  would  be  enough  to 
frighten  the  debtor." 

If  so,  Spilotro  is  only  the  worst  of  a  bad 
lot.  In  New  Jersey  a  few  years  ago,  when 
a  paving  contractor  named  Richard  Boh- 
nert  fell  behind  on  some  payments  to 
Anthony  Russo,  overlord  of  the  Jersey 
shore,  Russo's  enforcer  laid  it  on  the  line: 
"Hey,  [Russo]  said  he's  gonna  break  your 
[expletive  deleted]  legs."  No  danger  of 
bad  debts  here! 

Prohibition  created  the  financial  au- 
thority of  organized  crime.  With 
repeal,  the  cash  flow  built  up  in  the 
Twenties — $2  billion,  according  to  one 
estimate — began  to  flow  into  new  and 
often  more  capital-intensive  criminal 
businesses — loansharking  everywhere, 
casino  gambling  in  places  like  Hot 
Springs,  Biloxi,  Newport,  Saratoga 
Springs  and  offshore  California.  As  the 
cash  flow  began  to  build  even  more, 
World  War  II  broke  out  and  the  black 
market  put  the  mob  back  in  the  bootleg 
business  again,  only  this  time  in  sugar 
and  molasses,  meat,  liquor,  ration 
stamps  and  tires. 

"This  type  of  illegal  activity,"  says 
Philip  Manuel,  for  11  years  organized 
crime  investigator  for  the  Senate  Sub- 
committee on  Investigations,  "has  gen- 
erated huge  amounts  of  untaxed  profits, 
and  the  multiplier  becomes  even  more 
staggering  when  you  realize  this  didn't 
start  yesterday.  It's  been  going  on  for  50 
years,  in  a  crescendo  type  of  thing.  When 
you're  talking  about  money  of  this  mag- 
nitude, you're  talking 
about  an  organization  that 
has  put  down  some  very 
strong  roots." 

With  the  repeal  of  Pro- 
hibition, mobsters  be- 
came legitimate  business- 
men overnight,  and 
though  many  of  them  also 
began  looking  elsewhere 
for  business  opportuni- 
ties, most  of  them  still 
stayed  with  the  liquor 
business.  Capone's  heirs 
continued  to  operate  his 
brewery  business  through 
a  front.  They  had  the  orga- 
nization, the  warehouses, 
the  knowhow,  and  they 
were  successful  in  con- 
cealing their  ownership. 
"We  had  set  up  an  elegant 
distribution  system," 
Meyer  Lansky  once  re- 
called. "Why  shouldn't  we 
keep  the  businesses  going 
legally  when  the  Prohibi- 
tion laws  were  repealed?" 

Repeal  split  the  liquor 
business  into  three 
parts — production,  distri- 
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bution,  retailing.  Their  criminal  records 
kept  the  mob  out  of  the  distilling  compa- 
nies, but  the  importing  and  distributing 
businesses  remained  open  to  them,  and 
it  is  here,  law  enforcement  people  will 
tell  you,  that  organized  crime  still  has 
significant  influence. 

"You  just  don't  open  a  tavern  in  cer- 
tain areas  unless  you  have  a  product  guar- 
anteed by  the  rackets,"  says  one  investi- 
gator. It's  the  business  equivalent  of  the 
patronage  system. 

"The  thing  is,"  says  Ralph  Salerno, 
"organized  crime's  legitimate  businesses 
are  not  being  operated  legitimately.  In 
many  cases,  however,  this  meets  the 
norm  in  the  industry.  They're  still  break- 
ing the  law,  but  now  they're  only  break- 
ing it  to  the  same  extent  that  a  lot  of 
other  practitioners  in  that  business  or 
industry  do." 

Organized  crime  has  always  been 
drawn  to  enterprises  ancillary  to 
the  beer  and  liquor  distribution 
business.  This  includes  not  only  trucking, 
bars,  night  clubs,  restaurants,  but  also  the 
services  they  depend  on — vending  ma- 
chines and  juke  boxes,  linensupply,  silver- 
ware, provisions  and  garbage  collection. 
Most  of  these  are  cash  businesses  ideally 
adapted  to  skimming  money 
from  under  the  nose  of  the  tax 
collector. 

"Of  the  75  or  so  racket 
leaders  who  met  at  Apala- 
chin,  N.Y.  in  1957,"  the 
President's  Commission  on 
Law  Enforcement  noted,  "at 
least  9  were  in  the  coin-oper- 
ated-machine industry,  16 
were  in  the  garment  indus- 
try, 10  owned  grocery  stores, 
17  owned  bars  or  restaurants, 
11  were  in  the  olive  oil  and 
cheese  business  and  9  were 
in  the  construction  business. 
Others  were  involved  in 
automobile  agencies,  coal 
companies,  entertainment, 
funeral  homes,  ownership  of 
horses  and  race  tracks,  linen 
and  laundry  enterprises, 
trucking,  waterfront  activi- 
ties and  bakeries." 

They  are  not  exactly  glam- 
our businesses,  but  a  lot  of 
them  have  turned  out  to  be 
unexpectedly  dynamic.  In 
most  large  cities,  for  exam- 
ple, organized  crime  has  con- 
trolled the  bulk  of  the  private 
cartage  business  for  years. 
But  garbage  collection — a 
fairly  undynamic  and  unprof- 
itable business — has  devel- 
oped a  big  new  opportunity, 
toxic  waste  disposal,  and  or- 
ganized crime  has  moved  in 
on  a  large  scale.  According  to 
former  New  York  Assistant 
Attorney  General  John  C. 


Fine,  a  group  of  mobsters  controls  a  half 
dozen  or  more  toxic-waste-disposal  com- 
panies in  the  New  York  area,  including 
Chemical  Control  Corp.,  whose  Eliza- 
beth, N.J.  warehouse  was  the  scene  of  a 
series  of  spectacular  chemical  fires  this 
spring.  Unlike  legitimate  waste-disposal 
operators,  mob-run  companies  have  few 
qualms  about  ignoring  the  environmen- 
tal control  laws.  Such  companies  dump 
toxic  wastes  into  the  marshes  surround- 
ing New  York,  into  sewers  that  carry 
them  into  the  rivers  and  the  sea.  "It's 
difficult  to  dispose  of  those  chemical 
wastes  easily,"  says  Edwin  H.  Stier,  di- 
rector of  New  Jersey's  Division  of  Crimi- 
nal Justice,  "so  prices  go  up  to  take  in  the 
cost  of  legitimate  treatment  plant  dis- 
posal. But  if  they  dump  the  stuff  into  a 
sewer,  there's  no  overhead,  and  profits 
go  up  significantly." 

It's  an  expanding  business  throughout 
the  Northeast.  Mob-controlled  compa- 
nies move  wastes  out  of  industrial  areas 
like  New  Jersey,  Pennsylvania  and  New 
York  and  dump  them  in  the  woods, 
streams  and  farmlands  of  New  Hamp- 
shire, Vermont  and  Maine. 

One  of  the  mob's  most  successful  ven- 
tures in  recent  years  has  been  its  take- 


Teamsters  Ix>cal  560 /Tony  Pro 
Even  in  jail,  reputed  Mafia 
member  Tony  Provenzano  ran 
one  of  the  U.S.'  most  corrupt 
unions.  Local  560,  headquartered 
in  Union  City,  N.J. 


over  of  much  of  the  mozzarella  and  piz: 
business  in  the  U.S.  Considering  the  e 
plosive  popularity  of  ethnic  foods,  esp 
cially  pizza,  in  recent  years,  mozzarel 
has  turned  out  to  be  a  growth  business 
considerable  proportions.  Though 
capita  cheese  consumption  has  doubl 
in  the  last  30  years,  Italian  cheese  co 
sumption  is  up  tenfold. 

ozzarella  is  the  province  of  Ne 
York's  onetime  Mafia  chiefta 
Joseph  Bonanno,  now  in  semii 
tirement  in  Tucson,  Ariz.  According  tc 
recent  Pennsylvania  Crime  Commissic 
study,  Bonanno  set  out  to  dominate  tl 
specialty  cheese  business  during  tl 
1940s,  including  two  of  the  largest  ai 
most  profitable  outfits — Grande  Chee 
in  Brownsville,  Wis.  and  G.  Saputo 
Sons  in  Montreal.  Since  then  much 
the  business  has  come  under  organize 
crime  control — whether  by  the  Maggi 
in  Philadelphia  (M.  Maggio  Cheese) 
the  Marinos  in  California  (Califoni 
Cheese).  You  run  a  supermarket  cha 
and  you  want  mozzarella,  chances  a 
you  buy  it  from  the  mob.  Kraft,  for  exai 
pie,  now  markets  its  own  mozzarella,  b 
buys  it  from  sources  it  refuses  to  d: 
close.  Mozzarella  has  become  such  a  st 
pect  industry  that  last  ye 
Vermont  refused  to  let  a  S 
puto  affiliate  build  a  ne 
cheese  plant  in  St.  Albar 
while  New  York  recent 
turned  down  its  proposal 
build  one  in  Utica. 

From  cheese  it  was  an  ea 
move  into  pizza  parlors,  o 
of  the  principal  consumers 
mozzarella  cheese,  as  supp 
er,  proprietor  or  financi 
According  to  the  Pennsyh 
nia  Crime  Commissic 
scores  of  pizza  parlors  frc 
Pennsylvania  and  New  Jers 
to  Texas  and  Colorado  £ 
under  organized  crime  cc 
trol,  all  of  them  engaged 
identical  and  continue 
skimming.  In  a  classic  i 
stance,  Antonio  Stabile 
the  Italian  Delight  pizza  sh 
in  the  King  of  Prussia  M 
outside  Philadelphia,  skii 
ming  $1,000  to  $8,000 
week,  or  close  to  a  milh 
dollars  in  six  years.  Stab 
not  only  cheated  the  tax  o 
lector,  he  also  defrauded  t 
mall,  which  had  pegged  1 
rent  to  his  monthly  report 
sales  receipts. 

As  its  power,  experien 
and  cash  flow  have  mount* 
*  w     organized    crime    has  s 
^\  M    ^\    vanced  into  increasingly  : 
M'  phisticated  areas — ir 

4f  white-collar  crimes  like  ; 

vance-fee  schemes,  bar 
ruptcy  scams  and  insurar 
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THE  SHAREHOLDERS  RELATIONS 

FITNESS  TEST 


STRENGTH: 

Effective  shareholder  relations 
start  with  a  stock  transfer  agent 
backed  by  an  ongoing  investment 
in  hardware,  software  and 
"peoplewarer 

At  Manufacturers  Hanover, 
we're  committed  to  having  on-line 
the  latest  generation  of  computers 
with  the  most  sophisticated  pro- 
gramming capabilities  available. 

TRANSIFACMthe  nerve  cen- 
ter of  our  entire  operation,  has  a 
track  record  no  competitor  can 
match.  Just  ask  any  of  the  some 
400  corporations  we  serve. 

WEIGHT 

For  many  customers, 
Manufacturers  Hanover  has  re- 


duced the  number  of  shareholder 
accounts  by  more  than  10%  -  the 
result  of  seeking  out  duplicate  ac- 
counts the  previous  stock  transfer 
agent  may  have  entered  wrong. 

REFLEXES: 

At  Manufacturers  Hanover,  share- 
holder records  are  accessible  in- 
stantly. So  you  can  respond 
without  delay  to  such  develop- 
ments as  tender  offers. 

MEMORY: 

Our  TRAMSIFAC  system  main- 
tains fully  computerized  audit  con- 
trols over  all  work;  keeps  track  of 
certificate  inventory;  and  assures 
control  over  the  production  of  cer- 
tificates and  transfer  reports  and 
the  mailing  of  dividend  checks. 


POSTGRE: 

Manufacturers  Hanover  recog- 
nizes that  the  human  side  of  this 
business  is  all-important.  Not  only 
will  you  have  an  account  adminis- 
trator coordinating  all  day-to-day 
tasks,  but  a  backup  team  of  three 
other  officers  thoroughly  familiar 
with  every  aspect  of  your  account. 
So  you  and  your  shareholders 
always  have  someone  to  turn  to. 

If  your  present  stock  transfer  agent 
looks  out  of  shape  to  you,  talk  to 
Manufacturers  Hanover.  For  more 
information  on  our  stock  transfer 
and  registration  services,  contact 
Joseph  Gnger,  Vice  President,  at 
(212)  623-7542.  Or  write  us  at 
40  Wall  Street,  N.Y.,  N.Y.  10015. 


IF  YOUR  STOCK  TRANSFER  AGENT  CANT  PASS  IT 
TALK  TO  MANUFACTURERS  HANOVER. 


frauds  and  into  white-collar  industries 
like  banking,  insurance,  the  securities 
business.  The  cash  flow  is  rising  so  rapid- 
ly and  on  so  large  a  scale  that  organized 
crime  has  no  choice  but  to  move  into 
enterprises  large  enough  to  contain  it — 
real  estate,  large  companies  and  even  the 
stock  market. 

In  moving  in  on  Wall  Street,  one  SEC 
investigator  explains,  organized  crime 
would  logically  move  into  areas  where 
there  is  the  least  regulation — the  over- 
the-counter  market,  shell  companies,  un- 
registered securities — companies  with 
less  than  $1  million  in  assets  and  fewer 
than  500  stockholders.  Such  transactions 
are  small,  but  in  the  aggregate  they 
amount  to  $200  million,  maybe  $300 
million  a  year.  "Even  people  in  narcotics 
are  moving  into  the  over-the-counter 
market,  starting  brokerage  houses,"  says 
one  investigator.  "Not  because  it's  more 
profitable  but  because  they  thought  it 
was.  We  sent  a  stock  manipulator  to  jail, 
and  he  met  up  with  some  narcotics  peo- 
ple and  persuaded  them  the  securities 
business  was  a  better  investment." 

By  and  large  the  mob  has  tended  to 
work  under  cover,  but  it  caught 
headlines  in  the  early  Seventies 
when  two  groups  of  competing  mob- 
sters— Johnny  Dioguardi  and  Vincent 
Aloi  among  them — got  involved  in  a  se- 
ries of  frauds  orchestrated  by  former 
stockbroker  Michael  Hellerman:  Imperi- 


al Investments,  At  Your  Service  Leasing, 
Belmont  Franchising.  Hellerman  got  in 
over  his  head,  and  Hellerman's  Mafioso 
investors  had  difficulty  being  convinced 
that  they  weren't  entitled  to  a  return  on 
their  investment  even  though  the  stock 
price  fell.  When  he  joined  the  govern- 
ment's witness-protection  program,  Hel- 
lerman claimed  he  was  responsible  for 
putting  40%  of  New  York's  Mafia  leader- 
ship in  jail. 

The  mob  was  very  much  in  control  in 
another  stock  market  fraud  prosecuted  a 


If  organized  crime  did  decide 
to  move  in  on  big  business, 
you'd  hardly  expect  it  to  ap- 
proach, head-on.  Buy  shares 
in  the  market,  take  over  the 
executive  suite?  Not  likely. 


few  years  later  by  the  Department  of 
Justice's  Philadelphia  Strike  Force,  this 
one  in  a  substantial  public  company: 
Magic  Marker.  That  was  financed  by  Mi- 
ami Beach  hotel  owner  and  Lansky  co- 
hort Yiddy  Bloom  and  run  by  a  Kansas 
City  real  estate  operator  named  Jack  Sil- 
biger.  The  scheme  involved  the  collusion 
of  employees  at  several  brokerage  houses 
(including  one  headed  by  the  president  of 
Magic  Marker),  the  Magic  Marker  spe- 
cialist on  the  National  Stock  Exchange 


and  an  analyst  with  the  Value  Line  ir 
vestment  survey.  The  brokerage  house 
used  most  of  the  stock  manipulation  d< 
vices  known  to  man.  The  speciali; 
would  tell  them  how  much  stock  they' 
need  to  buy  each  day  to  get  the  pric 
closing  on  an  uptick.  The  company  pres 
dent  promoted  the  stock.  The  Value  Lin 
analyst  wrote  a  favorable  piece  on  th 
company.  All  beautifully  orchestrate* 
By  carefully  restricting  the  float,  the 
were  able  to  balloon  the  stock  froi 
around  $5  to  over  $30  in  less  than  a  yea 
When  they  had  unloaded  their  share 
the  stock  dropped  back  to  under  $6. 

To  control  a  business,  organized  crirr 
doesn't  need  to  take  it  over,  to  own  an; 
thing.  All  it  has  to  do  is  control  one  « 
the  key  officers,  and  the  company's  a; 
sets  are  at  its  disposal.  That's  how  it  hi 
bankrupted  dozens,  probably  scores, 
banks  in  recent  years,  simply  by  gainir 
control  of  a  key  officer  and  not  necessa 
ily  with  anything  more  corrupting  tha 
the  promise  of  large  deposits.  "Org; 
nized  crime  seizes  a  point  in  the  mn 
die,"  says  Michael  Aguirre,  onetime  U. 
attorney,  now  an  organized  crime  expe 
at  the  University  of  Southern  Californi 
"It  doesn't  care  who  owns  it  as  long  as 
can  siphon  off  the  money." 

A  few  years  ago,  a  change  in  the  Nc 
Jersey  banking  laws  created  hundreds 
small  and  medium-size  banks,  so  th; 
the  president,  rather  than  the  boar 
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:  ended  to  exercise  control.  So  organized 
rrime  moved  in.  They  never  took  the 
i>anks  over,  but  they  looted  them  as  thor- 
oughly as  if  they  had.  Various  mob-domi- 
iiated  labor  unions — Teamsters  and  Re- 
|ail  Employees  locals — proceeded  to 
jnake  large  deposits  in  local  banks,  and 
in  exchange  the  banks  made  loans  to 
organized  crime  figures,  who  used  the 
roceeds  in  their  loansharking  and  gam- 
ling  operations. 

Take  the  State  Bank  of  Chatham. 
Jnion  leaders  like  Vice  President  Frank 
,ando  of  the  Retail  Store  Employees  Lo- 
al  1262,  Clifton,  N.J.  made  large  invest- 
ifients  in  certificates  of  deposit,  and  in 
;;tum  the  bank  made  $1  million  in  ques- 
onable  loans  to  mobsters  recommend- 
by  union  leaders.  When  the  loans 
ent  into  default,  the  bank  went  under. 
The  Bank  of  Bloomfield,  which  the 
10b  used  to  refer  to  as  "our  bank,"  ac- 
tuired  more  than  $1  million  in  Teamster 
isposits.  Subsequently  the  bank  dis- 
Dunted  more  than  $3  million  in  fraudu- 
i:nt  leases — mainly  on  nonexistent  gar- 
age-collection equipment.  The  leasing 
jmpany,  in  turn,  lent  part  of  the  pro- 
;eds  to  mob  figures  like  New  York's 
armine  Galante.  The  leases  went  into 
;fault,  the  equipment  disappeared  and 
mon  thereafter  so  did  the  bank. 
I  By  co-opting  a  key  officer,  it  is  possible 
■  control  a  company.  But  by  co-opting  a 
.  ibor  union,  it's  possible  to  dictate  the 


economic  terms  of  an  entire  industry. 
Says  Peter  F.  Vaira,  head  of  the  Justice 
Department's  Philadelphia  Strike  Force, 
"If  you  can  control  a  union,  and  the  union 
is  large  enough,  you  can  control  a  substan- 
tial part  of  the  industry."  Of  the  75,000 
union  locals  in  the  country,  the  Justice 
Department  figures  only  about  300  are 
severely  influenced  by  racketeers.  Among 
the  internationals,  only  5  or  6  are  a  prob- 
lem, but  those  5  or  6  are  among  the  largest 
in  the  country;  the  Laborers  Internation- 
al, the  East  Coast  International  Long- 
shoremen's Association,  the  Hotel  &. 
Restaurant  Employees  &  Bartenders  In- 
ternational and,  of  course,  the  Teamsters. 

The  mob  began  moving  in  on  the  labor 
movement  as  far  back  as  the  Thirties.  It 
was  a  time  when  management  hired 
goons  from  the  mob  to  combat  labor,  and 
labor  hired  goons  from  the  mob  to  sup- 
port their  organizing  efforts.  All  too  of- 
ten the  mob  ended  up  in  control  of  the 
union,  various  locals,  or  both.  Mafia 
member  Anthony  Provenzano  reportedly 
is  still  de  facto  head  of  Teamsters  Local 
560,  Union  City,  N.J.,  the  largest  in  the 
country.  Anthony  Scotto,  also  designat- 
ed a  Mafia  member,  is  head  of  Brooklyn's 
Local  1814  of  the  ILA  and  its  chief  orga- 
nizer. In  Chicago  Alfred  Pilotto  is  head  of 
Local  5  of  the  Laborers  International.  In 
Cleveland  the  Teamsters  are  dominated 
by  the  Pressers,  William  and  Jackie,  who 
have  been  cozy  with  the  mob  for  30 


years.  And  the  list  goes  on  and  on. 

"In  view  of  the  fact  that  a  number  of 
key  officers  are  identified  as  members  of 
the  national  organized  crime  syndicate," 
says  Robert  Stewart,  head  of  the  Depart- 
ment of  Justice's  Newark  Strike  Force, 
"those  locals  are  for  all  intents  and  pur- 
poses captive  labor  organizations."  As  a 
result,  so  are  the  industries  these  unions 
dominate.  On  the  East  Coast  the  ILA  has 
effectively  set  the  economic  terms  for 
the  shipping  industry  for  years,  extorting 
bribes  and  kickbacks,  determining  the 
level  of  costs,  dictating  who  gets  the 
available  business  and  who  does  not,  de- 
termining who  is  hired,  including  no- 
show  employees  paid  for  doing  nothing. 

Some  industries  are  inherently 
more  vulnerable  than  others — 
meat,  retailing,  building  services, 
the  garment  industry,  trucking,  con- 
struction. These  are  industries  that  evi- 
dence "economic  vulnerability  to  delay," 
as  Ronald  Goldstock,  acting  inspector 
general  of  the  Department  of  Labor,  puts 
it.  Don't  underestimate  that  vulnerabil- 
ity— if  construction  materials  don't  get 
delivered  on  time,  or  if  that  meat  doesn't 
get  to  the  retailer,  or  that  shipment  of  air 
cargo — the  economic  impact  on  the  le- 
gitimate businessman  can  be  consider- 
able. You  can't  sell  rotten  meat  or  obso- 
lete fashions. 

"Typical  of  the  magnitude  of  the  prob- 
lem," says  Stewart,  "was  one  situation 
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i  which  a  major  nationwide  corporation 
as  systematically  extorted  and  defraud- 
i  over  six  years  through  an  array  of 
:chniques  devised  by  one  organized 
rime  group  which  has  completely  domi- 
ated  a  major  organization  the  past  17 
;ars  without  interruption.  This  group 
ime  to  power  1 7  years  ago  by  murdering 
le  of  the  rivals  who  was  in  that  labor 
rganization,  and  it  has  held  power  ever 
nee  by  violence  and  intimidation." 
One  of  the  more  notable  examples  of 
10b  incursion  into  legitimate  business 
ivolves  Anthony  N.  Bentro — Bentro- 
ito,  that  is — 55-year-old  corporate  ex- 
:utive  and  money  manager.  According 
)  the  Professional  Drivers  Council,  a 
ssident  Teamsters  group,  Bentro's  suc- 
:ss  derived  from  his  association  with 
ie  Teamsters,  the  mob  and  Anthony 
rovenzano.  Bentro  first  surfaced  in  the 
xties  as  the  senior  executive  vice  presi- 
pht  and  member  of  the  executive  cora- 
littee  of  Chromalloy  American  Corp.,  a 
:.  Louis  conglomerate  with  interests  in 
letals,  trucking  and  industrial  equip- 
Lent.  Bentro  w  .nt  on  from  there  to  Bos- 
»n's  solid-waste  disposal  firm,  SCA  Ser- 
ces,  where,  according  to  the  SEC,  he 
;lped  its  president  divert  $4  million  in 
)mpany  money  to  various  private  uses. 
;ntro  was  only  slapped  on  the  wrist  for 
lat,  but  he  ran  into  more  serious  trouble 
couple  of  years  back  with  American 
ianagement  Enterprises,  an  investment 
Ivisory  service  he  helped  found  in  1972. 
A  s  head  of  American  Management 
Enterprises,  Bentro  handled  hun- 
» mk  dreds  of  millions  of  dollars  in  pen- 
on  fund  investments  for  a  number  of 
iamsters  locals  and  funneled  his  busi- 
es into  Wall  Street  firms  that  era- 
oyed  relatives  of  Teamsters  officials, 
'hat  put  a  crimp  in  his  career  was  a  $2.3 
illion  loan  he,  Tony  Provenzano  and  a 
>uple  of  other  mob  figures  attempted  to 
range  for  the  Hotel  Woodstock  in  New 
Drk  City  on  behalf  of  an  upstate-New 
i>rk  Teamsters  pension  fund.  Nothing 
rong  with  that.  Except  that  Bentro  and 
s  colleagues  demanded  a  13%, 
199,000  kickback.  They  were  caught 
id  found  guilty,  though  Bentro's  con- 
ction  was  overturned  on  a  technicality. 
So  far,  organized  crime's  infiltration  of 
gitimate  business  seems  to  have  been 
nited  to  small  companies  and  fairly 
lall  businesses.  But  given  its  enormous 
sh  flow  and  the  ceaseless  pressure  to 
id  investment  outlets  for  it,  sooner  or 
ter  it  will  find  its  way  into  large  corpo- 
tions — into  businesses  on  a  scale  com- 
ensurate  with  that  cash  flow. 
Everybody  talks  about  this  conglomer- 
;  or  film  company  or  that  supermarket 
ain  or  steel  company  being  dominated 
the  mob,  but  the  charges  never  seem 
pable  of  proof.  The  most  one  can  say  is 
at  both  the  possibility — and  the  log- 
— of  the  mob's  moving  in  on  big  busi- 
ss  are  there.  But  no  more  than  that. 


But  then,  if  organized  crime  did  decide 
to  move  in  on  big  business,  you'd  hardly 
expect  that  it  would  make  a  head-on 
approach.  Buy  shares  in  the  marketplace, 
take  over  the  executive  suite,  wage  a 
fight  for  control?  Not  likely.  More  prob- 
ably they  would  strive  to  remain  invisi- 
ble, to  knock  off  the  key  positions  in  a 
big  company  just  as  they  sometimes 
have  in  the  small  ones.  Not  necessarily 
the  CEO  spot,  but  positions  where 
they'd  be  able  to  influence  what  the  com- 
pany does  with  its  assets.  Take  on  an 
acquisition  at  inflated  prices,  say,  break 
with  its  industry  in  a  labor  dispute,  com- 
mit its  capital  and  influence  in  ways 
beneficial  to  the  mobsters  who  call  the 
shots.  After  all,  there's  no  point  in  taking 
on  a  bank  or  an  insurance  company 
when  what  you  really  want  is  to  finance 
this  gambling  casino  you  want  to  build  or 
underwrite  that  housing  development. 

"You  should  know,"  says  Los  Angeles 
County  Sheriff  Peter  J.  Pitchess,  "that 


the  actions  of  organized  crime  are  rarely 
compulsive,  but  are  the  products  of  intri- 
cate conspiracies  carried  out  over  long 
periods  of  time  aimed  at  gaining  control 
over  entire  fields  of  activity  for  the  ex- 
press purpose  of  amassing  tremendous 
sums  of  money.  Every  time  we  buy  a  can 
of  peas,  a  television  set,  a  shirt,  cheese — 
every  time  we  buy  beer,  wine,  liquor,  a 
bar  of  soap,  perfume,  luggage,  meat,  or 
almost  anything — we  pay  a  tribute  to  the 
crime  syndicate,  and  don't  you  forget  it. 
Wherever  organized  crime  has  gotten  a 
foothold  it  has  never  been  broken 
historically.  Never.  You  have  never  elim- 
inated it  from  any  community  where  it 
ever  once  got  a  foothold." 

Thus,  as  the  U.S.  hobbles  its  legitimate 
businesses  with  more  and  more  regula- 
tion, taxes  and  red  tape,  organized  crime 
continues  to  grow  and  prosper — and  does 
so  in  large  part  because  it  knows  how  to 
escape  these  restrictions.  The  irony  is 
striking.  The  menace  is  frightening.  ■ 


Putting  it  on  the  record 


Investigator  Siavage 


Mobsters  hate  public- 
ity, for  the  excellent 
reason  that  it  is  a  pow- 
erful weapon  against 
them.  They  are  lucky. 
There  is  little  in  the 
press  about  the  infiltra- 
tion of  legitimate  busi- 
nesses by  organized 
crime.  Why  so?  Be- 
cause newspapers  and 
magazines  are  forced  to 
choose  between  court- 
ing libel  actions  and 
printing  what  may  be 
little  more  than  vague 
allegations.  Police  have  a  hard  enough 
time  making  cases  without  tipping 
their  hand  with  news  stories.  Pros- 
ecutors can  talk  only  in  the  vaguest  of 
terms,  for  fear  of  prejudicing  cases. 
That  leaves  reporters  with  court  rec- 
ords and  other  public  documents — not 
much  to  work  with  in  reporting  on 
people  who  prefer  to  work  in  the  dark. 

Recognizing  the  problem,  five  state 
legislatures  have  formed  state  crime 
commissions  whose  primary  purpose 
is  to  give  the  press  something  to 
print — something  libel-proof.  The 
commissions  (in  New  York,  New  Jer- 
sey, Pennsylvania,  New  Mexico  and 
Hawaii)  are  quasi-judicial  agencies 
with  the  power  of  subpoena  that  dig 
up  evidence  of  organized  crime  activi- 
ties and  disseminate  it  through  public 
hearings  and  annual  reports.  The  New 
York  commission,  formed  in  1958, 
was  the  prototype;  its  projects  since 
then  have  included  investigations  of 
labor  racketeering  at  Kennedy  Air- 


port, cigarette  bootleg- 
ging and  the  fencing  of 
stolen  goods. 

The  commissions  do 
not  prosecute.  They 
concentrate  on  those 
cases  where  there  is 
not  sufficient  evidence 
to  make  prosecution 
worthwhile  and  seek  to 
put  what  they  learn  on 
the  record.  This  is  not 
to  say  that  they  are 
without  concrete  ac- 
complishments. The 
Pennsylvania  Crime 
Commission's  mozzarella-and-pizza 
report  (see  story)  prompted  New  York 
State  to  deny  a  Bonanno-connected 
company  a  license.  The  New  Jersey 
commission's  1979  study  of  the  ciga- 
rette-vending business  resulted  in  a 
new  state  law  denying  a  license  for 
anyone  with  ties  to  organized  crime. 
(A  similar  law  for  liquor  licenses  will 
come  up  for  a  vote  in  the  next  legisla- 
tive session.)  The  Pennsylvania 
Crime  Commission's  report  on  num- 
bers operator  Frank  Miller  led  to 
criminal  charges  that  ultimately  re- 
lieved him  of  most  of  his  property  and 
put  him  in  jail — for  a  while,  at  least. 

But  by  and  large  the  commissions 
are  not  putting  gangsters  behind  bars. 
That  is  not  the  point.  Says  Michael 
Siavage,  executive  director  of  the  New 
Jersey  commission,  "Law  enforce- 
ment doesn't  get  enough  reliable  in- 
formation to  the  press  and  the  public. 
That  is  why  we  were  created,  to  get 
the  word  out."— Jane  Carmichael 
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Are  parity  hose  and  cheesecake  compatible 
products?  Consolidated  Foods  will  find  out. 


Nothing  beats 
a  great  pair 

of  L'eggs 


CEO  John  H  Bryan  of  Consolidated  Foods 

Can  you  also  make  sexy  profits  fromfrozen  baked  goods? 
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ther  down  the  road." 

When  a  young  marketing  analyst 
stopped  in  looking  for  a  job,  Elberson 
asked  him  to  do  a  study  of  the  competi- 
tion. The  results  were  eye-opening:  They 
showed  that  in  1969  the  nondepartment- 
store  hosiery  market  was  fragmented  by 
over  600  brands,  with  the  largest  claim- 
ing a  mere  2%-to-3%  market  share. 
Most  hosiery  displays  were  typically 
B5%  out  of  stock,  a  big  problem  for  a 
product  that  is  essentially  an  impulse 
purchase.  Says  Elberson,  "In  the  prob- 
lems, we  saw  opportunities." 

In  his  methodical,  building-block  way, 
Elberson  says  he  then  went 
>:o  an  advertising  agency,  and 
isked  them  to  design  the  im- 
ige  for  a  product  that  met 
our  basic  criteria:  had  con- 
sistent quality,  was  easy  to 
ceep  in  stock,  had  a  memora- 
)le  brand  name  and  was  dis- 
mayed to  keep  the  competi- 
tion off  the  rack. 

The    result    was  L'eggs, 
.rumpled  panty  hose  in  "na- 
ture's perfect  package,"  a  sty- 
iene  egg  in  a  display  usable 
j  mly  by  L'eggs. 

To  solve  the  out-of-stock 
j  iroblem,    Elberson  decided 
b  distribute  L'eggs  on  con- 
'•  ignment.  Hanes  would  own 
'  he  display  and  the  inven- 
ory.  The  store  would  pro- 
1  fide  only  the  sales  space, 
toute  sales  representatives, 
[  hostly  young  women,  would 
i  rive  trucks  to  the  stores, 

I /here  they  could  refill  empty 
acks  on  the  spot. 
|  It  worked  like  a  charm.  El- 
'ferson  says  he  planned  to 
rest  the  product  for  a  year  in 
4.ansas    City,  Milwaukee, 
tjjacramento    and  Portland, 
ijwre.  starting  in  the  spring  of 
te>70.  But  the  results  came  in 
})   much    over   plan  that 
ttanes  began  to  roll  L'eggs  out  nationally 
wat  fall. 

j  In  an  industry  built  on  brand-name 
:cognition,  Elberson  also  knew  he  had 
>  roll  out  the  advertising.  Before  Elber- 
l>n  got  the  top  job  at  Hanes,  the  com- 
Iny's  ad  budget  was  $250,000.  With  the 
htroduction  of  L'eggs,  media  and  adver- 
Ijsing  expenses  soared  to  $10  million, 
his  year  advertising  and  promotion  at 
Hanes  is  budgeted  at  $75  million,  $30 
M  illion  of  it  for  L'eggs. 
lit  has  paid  off  handsomely.  L'eggs  has 
fiptured  over  15%  of  the  U.S.  hosiery 
llarket.  Its  nearest  competitor,  Kayser- 
jbth's  No  nonsense  brand,  has  9%.  To- 
jlther,  all  Hanes  stockings  add  up  to 
iiarly  a  third  of  nationwide  sales. 
|  L'eggs  has  succeeded  despite  the  fact 
ll.at  hosiery  use  nationwide  has  been 
ipping.  In  1970  the  average  woman 


went  through  18  pairs  of  stockings  a 
year.  This  year  she  will  use  only  12 — due 
in  part  to  the  recession,  but  also  to  lon- 
ger-wearing stockings  and  the  trend  to 
wearing  slacks  instead  of  dresses. 

At  the  expense  of  other  brands,  wom- 
en have  preferred  Hanes.  But  old-fash- 
ioned organization,  as  much  as  market- 
ing sophistication,  may  be  what  has  kept 
other  hosiery  makers  outflanked.  For  the 
L'eggs  operation  is  run  tight  as  a  drum. 
"We  have  the  entire  country  gridded  by 
square  block,"  says  Elberson.  "We  know 
where  every  rack  of  L'eggs  is.  Our  com- 
petition has  underestimated  the  effec- 


Hanes  chief  Robert  E.  Elberson 

From  oversize  eggs,  a  classic  marketing  success  story 

tiveness  of  these  elaborate  controls." 

This  success  story  has  not  been  lost  on 
corporate  headquarters  in  Chicago. 
When  Consolidated  Foods  took  over 
Hanes  last  year,  other  key  businesses, 
while  well-established  with  familiar 
brand  names  and  high  market  shares, 
were  not  growing  rapidly.  Hardly  anyone 
needs  to  be  told  that  Electrolux  is  a  brand 
name  (for  vacuum  cleaners).  Sara  Lee 
("Nobody  doesn't  like  Sara  Lee")  is  syn- 
onymous with  frozen  desserts  to  mil- 
lions of  American  families.  Shasta  soft 
drinks  are  almost  as  familiar. 

But  the  recession  and  changing  con- 
sumer preferences  have  hit  these  busi- 
nesses hard.  Electrolux,  which  once 
had  the  highest  return  on  sales  of  all 
Con  Foods'  businesses,  was  the  worst 
performer  of  all,  because  of  big  sales 
and  earnings  declines  in  Canada.  Oper- 


ating income  at  Electrolux  fell  32%  in 
fiscal  1980.  Frozen  foods,  including 
Sara  Lee,  showed  a  small  dollar  sales 
increase  last  fiscal  year  but,  despite 
Sara  Lee's  45%  market  share,  unit 
sales  dropped.  Shasta  beverages  had 
two  years  of  steep  profit  declines,  from 
which  they  are  still  recovering. 

Despite  such  setbacks,  John  J.  Card- 
well,  the  company's  chief  operating  offi- 
cer, points  with  pride  at  the  balance 
sheet.  "How  many  companies,"  Card- 
well  asks  rhetorically,  "can  see  operating 
income  from  their  most  profitable  busi- 
ness fall  32%  and  still  register  per-share 
earnings  gains  of  over  14%?" 

The  Electrolux  problem 
may  not  be  amenable  to  easy 
solution.  A  victim  of  its  high 
price  tag  ($450  for  top-of-the- 
line),  the  recession  and  prob- 
lems of  door-to-door  selling, 
a  big  Electrolux  recovery  is 
unlikely  soon. 

The  Hanes  division  has  its 
headaches,  too.  Three  years 
ago,  before  Con  Foods  bought 
Hanes,  the  hosiery  company 
jumped  into  cosmetics  witb 
a  line  of  lipsticks,  makeup, 
blushers  and  lotions  called 
"L'erin,"  designed  to  piggy- 
back on  the  L'eggs  distribu- 
tion system.  L'erin  has 
chalked  up  pretax  losses  of 
$30  million,  on  an  invest- 
ment of  $40  million,  and  El- 
berson makes  no  secret  of 
L'erin's  failure  to  meet  sales 
goals.  In  test  markets,  sales 
are  running  10%  under  plan, 
with  national  drug  chains  ex- 
hibiting resistance  to  the 
consignment  concept. 

The  L'erin  experience  is  a 
major  reason  that  analysts 
remain  guarded  about  the 
outlook  for  Con  Foods.  Peter 
Barry,  a  vice  president  and 
food  analyst  at  E.F.  Hutton, 
sees  10%  earnings  growth  for  the  com- 
pany this  year,  down  2%  from  last  year. 

The  L'erin  disappointment  notwith- 
standing, Consolidated  Foods  still  feels 
the  L'eggs  marketing  concept  is  transfer- 
able. This  month  John  H.  Bryan,  the 
young  (43)  and  aggressive  chairman  and 
CEO  of  Con  Foods  who  masterminded 
the  Hanes  acquisition,  asked  Hanes'  El- 
berson to  take  over  the  frozen-food  divi- 
sion. "Selling  frozen  foods  at  retail  in- 
volves the  same  skills  as  panty  hose," 
says  Bryan.  "It's  the  same  consumer,  the 
same  advertising  audience,  the  same 
market  outlet — everything."  Elberson  is 
certain  to  give  it  a  good  try,  but  it  may 
well  turn  out  that  L'eggs  is  a  unique 
product — one  that  Consolidated  Foods  is 
fortunate  to  own  but  that  is  unlikely  to 
be  a  catalyst  to  transform  the  whole 
company.  ■ 
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Faced  with  a  horde  of  competitors  for  its  new  computer  stores 
Control  Data  holds  a  trump  card:  $100  million  in  just-right  software. 


CDC  goes 
retail 


By  Larry  Marion 


Computer  stores  may  soon  re- 
place shoe  stores  as  the  most  com- 
mon tenant  at  suburban  shopping 
malls.  Tandy  Corp.,  IBM,  Xerox  and  even 
Sears  and  Ward  are  all  moving  into  retail 
outlets  to  market  systems  costing 
$10,000  or  less.  Explains  one  industry 
official,  "Low-cost  microcomputer  sys- 
tems don't  have  the  margins  to  justify 
the  costs  of  a  traveling  salesman."  Next 
month  Control  Data  Corp.  of  Minneapo- 
lis, the  $3.3  billion  computer  hardware 
and  services  company,  opens  the  first  of 
about  75  retail  stores  to  carry  microcom- 
puters, accessories,  programming  and 
services  to  what  is  expected  to  be  a  $3 
billion  market  by  1982. 

What  chance  does  CDC  have  of  com- 
peting? A  good  one.  Even  competitors 
acknowledge  that  Control  Data  will  be  a 
big  factor  in  the  market  aimed  at  the 
shopkeeper  or  small  manufacturer  who 
wants  to  automate  his  bookkeeping  led- 


ger, accounts  receivable  and  payroll. 

It's  an  opportunity  to  fill  in  the  big 
gaps  left  by  other  vendors.  Says  William 
C.  Norris,  chairman  and  CEO  of  Control 
Data:  "The  big  problem  facing  small 
businessmen  isn't  the  availability  of  mi- 
crocomputers, but  their  inability  to  apply 
micros  effectively."  In  other  words,  re- 
tailers have  sold  a  lot  of  equipment,  but 
they  failed  to  provide  the  appropriate 
programming. 

Control  Data,  however,  has  a  package 
that  even  industry  giant  IBM  can't 
match,  let  alone  the  others.  An  estab- 
lished hardware  and  software  supplier, 
Ohio  Scientific,  provides  the  product- 
line  nucleus.  CDC  adds  its  own  accesso- 
ries, its  service  department  and  about 
$100  million  worth  of  software.  If  a  buy- 
er needs  a  sophisticated  data  base  for 
esoteric  engineering  calculations,  CDC 
will  sell  him  admission  to  its  own  data 
network.  To  clinch  the  deal,  CDC  has  its 
own  finance  subsidiary,  Commercial 
Credit. 


Control  Data  's  Walter  Bruning 

After  all  those  years,  a  moneyloser  turns  red-hot. 


Software  and  the  data  network  are  tt 
keys  to  Control  Data's  bold  bid.  CD 
spent  $600  million  over  the  last  18  yea 
to  develop  and  market  a  computer-aide 
instructional  system  for  public  school 
colleges  and  industry.  Called  the  Pla 
system,  it  has  lost  money  all  these  year 
and  will  not  turn  an  operating  profit  unl 
at  least  1982. 

But  about  $100  million  in  software  dl 
veloped  for  the  large  Plato  computer  a 
be  recycled  into  chunks  suitable  for  bus 
ness  microcomputers.  Suddenly,  a  mo: 
eyloser  becomes  a  red-hot  commodit 
Boasts  Walter  Bruning,  Control  Dats 
new  vice  president  for  retail  marketin 
"We  can  convert  the  Plato  courseware 
microcomputer  form  in  fairly  routin 
fashion." 

Control  Data's  emphasis  on  softwar 
not  hardware,  has  kept  the  company  aflo 
through  all  these  years  in  the  comput 
industry.  Only  about  20%  of  its  $2 
billion  in  1980  computer  revenues  w: 
come  from  big  computer  systems  used  c 
such  complex  operations  as  weather  for 
casting;  80%  comes  from  specialized  da 
processing  services  and  the  accessorr 
used  by  other  computer  makers. 

By  avoiding  IBM  in  the  big  comput 
business  and  outflanking  it  in  the  micr 
computer  business,  Control  Data  is  ma 
ing  money  again.  Until  recently  its  «St 
ings  were  unpredictable,  including  loss 
in  1970  and  1974.  This  year  earnin, 
should  be  up  13%,  to  about  $8.25  p 
share,  predicts  Ulnc  Weil  of  Morga 
Stanley.  Another  13%  increase  is 
prospect  next  year. 

Rather  than  scaring  away  investoi 
Control  Data  now  looks  good  to  W; 
Street.  At  73,  its  stock  has  hit  an  eigb 
year  high.  As  long  as  Control  Data  stic 
to  its  plan,  avoiding  direct  confrontatic 
with  IBM  while  developing  the  scan 
software,  its  prospects  look  good.  Salva 
ing  the  Plato  software  would  make 
buck  and  aid  small  businessmen:  At  loi 
last,  Bill  Norris  has  found  a  way  to  ca; 
in  on  a  social  project.  ■ 
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"Diamond  Shamrock . . .  chemical  "businesses  in 
49  countries." 


"And  major  oil,  gas  and  coal  reserves  in  one  —  the  U.S. 
Pretty  good  strategy." 


Diamond  Shamrock 


The  resourceful  company. 


Diamond  Shamrock  Corporation,  Dallas, Texas  75201 


Granddaddy  of  video  recording  technology  it 
may  be,  but  Ampex'  ability  to  anticipate  its 
market  is  far  from  state-of-the-art.  This  time, 
thank  goodness,  they're  underestimating  it. 

No  more 
instant  replays? 


By  William  Harris 


Ask  Ampex  Corp.  President  and 
CEO  Arthur  H.  Hausman  how 
Ampex'  video  and  audio  electron- 
ic wonders  work  and  he'll  cheerfully  ex- 
plain them.  First  there's  a  smile,  then  he 
leans  forward,  raises  his  hands  and  spins 
out  an  explanation  so  clear  and  simple  it 
puts  Ask  And)>  And  Mr.  Wizard  to  shame. 

That's  because  Hausman,  56,  is  an  en- 
gineer— "All  I  ever  wanted  to  be,"  he 
says.  A  former  Defense  Department  re- 
search engineer,  Hausman  certainly 
came  to  the  right  place  in  1960,  when  he 
showed  up  at  Ampex'  campus-like  Red- 
wood City,  Calif,  headquarters  as  the 
new  vice  president  in  charge  of  research. 
At  times  in  its  36-year  history  Ampex 


had  the  makings  of  a  budding  IBM  or 
Xerox,  but  somehow  never  made  it.  Nev- 
ertheless, Ampex  (1980  revenues:  $469 
million)  has  done  things  with  sights  and 
sounds  that  no  company  has  come  close 
to  matching.  Consider: 

•  Ampex  developed  the  first  practical 
professional  audio  recorder,  revolutioniz- 
ing radio  and  also  the  record  industry. 

•  Ampex  invented  the  first  videotape 
recorder,  selling  for  $75,000,  bringing 
forth  a  new  generation  of  television. 

•  Ampex  and  ABC  developed  the  "in- 
stant replay,"  forever  changing  sports- 
casting  and  the  sanctity  of  referees'  calls. 

More  important,  Ampex'  R&D,  with  a 
budget  now  running  at  about  $40  million 
a  year,  continues  to  prove  its  bottom-line 
worth.  Two-thirds  of  what  Ampex  sells 


Ampex  President  Arthur  Hausman 

After  eight  years  of  nursing,  respectability. 


today  didn't  exist  five  years  ago. 

Last  year's  earnings  reached  $2.12  pel 
share,  up  from  $1.18  two  years  earlier 
Return  on  equity  is  rising,  to  16.2%  lasi 
year,  while  debt  is  falling  sharply,  to  32% 
of  capital,  down  from  60%  in  1975.  Am 
pex'  cash  flow  is  covering  its  ambitiou? 
capital  spending  plans,  and  for  the  firsi 
time  in  the  company's  history,  Ampex  i« 
paying  a  cash  dividend. 

What  has  hurt  Ampex  badly  in  the 
past,  though,  has  been  a  recurring  inabil 
ity  to  anticipate  the  markets  for  its  prod 
ucts.  In  the  early  Sixties  Ampex'  videt 
recorder  earnings  soared,  only  to  plum 
met  back  to  earth  when  it  churned  out  i 
plethora  of  video  equipment  that  th< 
broadcast  market  couldn't  absorb.  Ther 
the  big  bomb  in  1972— $90  million  in 
losses — after  Ampex  leaped  into  the  pre 
recorded-tape  business.  Knowing  litth 
about  music  and  consumer  marketing 
Ampex  nearly  drowned  in  losses.  In  197, 
Ampex'  stock,  which  two  years  earlie 
sold  near  50,  sank  to  2.  Even  so,  Ampei 
didn't  cut  its  lifeline,  the  R&D  budget. 

Hausman,  named  president  and  CEC 
in  1972,  has  spent  the  last  eight  year: 
nursing  Ampex  back  to  respectability 
Apparently  it  worked,  because  earlie 
this  year  conglomerate  Signal  Cos. 
which  has  a  keen  eye  for  investments 
made  a  run  at  Ampex  in  a  deal  that  late 
collapsed  because  the  price  of  Signal' 
stock,  offered  in  the  proposed  merger 
fell  sharply. 

Now  Ampex  has  another  hot  electron 
ic  wonder,  a  one-inch  videotape  machim 
that  television  stations  are  snapping  u] 
to  replace  their  more  cumbersome  two 
inch  machines.  Ampex  misjudged  th< 
market  for  the  machine — this  time 
however,  underestimating  it.  Says  Ex 
ecutive  Vice  President  Charles  A.  Stein 
berg,  "I  hate  to  tell  you  how  many  re 
corders  we  predicted,  as  opposed  to  wha 
we  actually  sold.  We  underestimated  b- 
about  3-to-l.  It  was  a  major  embarrass 
ment  to  us  and  cost  us  some  business.' 
Steinberg  figures  it  has  taken  two  year 
for  Ampex  to  catch  up  with  demand  fo 
its  new  broadcast  videotape  machines 
The  domestic  broadcast  market,  normal 
ly  quick  to  buy  new  generations  of  vide< 
equipment,  is  still  growing.  So  is  th 
foreign  market,  half  of  broadcast  sales 
particularly  in  countries  where  televisioi 
is  developing  rapidly. 

Wrestling  with  this  forecasting  prob 
lem  isn't  easy,  and  Hausman  admits  tha 
Ampex  is  far  from  licking  it.  "Even  witi 
some  of  our  best  customers,  like  the  net 
works  with  whom  we  work  closely,"  h 
says,  "we  have  trouble  anticipating  th 
power  of  our  products.  Nobody  really  an 
ticipated  the  tremendous  appeal  of  'in 
stant  replay.'  " 

Hausman  admits  to  yet  another  mis 
reading  of  a  market — the  "corporate! 
market  for  video  production  machines 
One  day  it  may  dwarf  the  regular  broac 
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"At  Rockwell  International,  we  believe  that  the 
creative  management  of  first-rate  information 
fosters  both  growth  and  productivity." 


Robert  Anderson 

Chairman  and  Chief  Executive  Officer 
Rockwell  International  Corporation 


At  Dun  &  Bradstreet,  our  job  is  to  help. 


Cockwell  International, 
where  science  gets  down 
to  business,  The  Dun  & 
Bradstreet  Corporation  is  of- 
ten called  upon  to  help  busi- 
ness get  down  to  a  science. 

Up-to-the-minute  informa- 
tion from  D&B  helps  Rockwell 
International  create  an  environ- 
ment that  fosters  technological 
progress  in  its  Automotive, 
Aerospace  (including  the 
Space  Shuttle  Main  Engine 
being  test-fired  in  this  photo- 
graph), Electronics  and  Gen- 
eral industries  businesses. 

At  Rockwell's  headquarters, 
for  example,  an  on-line  com- 
puter terminal  provides 
instant  access  to  Dun  & 
Bradstreet's  credit  and 
financial  information  on  more 
than  four  million  U.S.  busi- 
nesses. Rockwell  uses  this  data 
to  gauge  the  economic 
strength  of  suppliers,  custom- 
ers and  prospects- quickly, 


accurately  and  efficiently. 

National  CSS,  another 
D&B  company,  increases 
Rockwell's  productivity  by 
supplying  software  for  sales 
analysis  and  product  plan- 
ning. NCSS'  time-sharing 
network  assists  Rockwell's 
Aircraft  Division  in  develop- 
ing sales  proposals  for  military 
contracts. 

Rockwell's  trade  and  corpo- 
rate advertising  reaches  finely 
targeted  markets  through  12 
of  the  22  magazines  published 
by  D&B's  Technical  Publishing. 
Another  Technical  division, 
TPC  Training  Systems,  helps 
teach  the  plant  maintenance 
forces  of  18  Rockwell  divisions 
how  to  perform  their  jobs 
more  efficiently,  more 
productively. 

Another  Dun  &  Bradstreet 
company,  Reuben  H. 
Donnelley,  through  its  Na- 
tional Yellow  Pages  Service, 
gives  Rockwell  International 


le  ease  ana  efficiency  or 
placing  Yellow  Pages  ads 
nationwide  with  a  single 
contract. 

Rockwell  calls  on  Moody's 
Investors  Service  to  rate  its 
bonds  and  commercial  paper. 
Moody's  Manuals  provide  a 
wealth  of  financial  and  operat- 
ing information  for  sound 
investment  decisions. 

The  Fantus  Company  has 
served  Rockwellfor  more  than 
two  decades  with  location 
studies  that  help  determine 
the  best,  most  productive 
sites  for  Rockwell  plants. 

By  offering  a  range  of  infor- 
mation and  services  unique  to 
the  business  community,  The 
Dun  &  Bradstreet  Corporation 
contributes  to  the  balanced 
growth,  increased  productivity 
and  the  overall  success 
of  Rockwell  International 
and  other  businesses  around 
the  world. 


The  Dun  &  Bradstreet 
Corporation 


Business  Information  Services:  Dun  &  Bradstreet  Credit  &  Information  Services;  Commercial  Collection  Division;  National  CSS; 
Dun  &  Bradstreet  International;  Dun  &  Bradstreet  Plan  Services;  The  Fantus  Company;  Publishing:  Reuben  H.  Donnelley 
Moody's  Investors  Service;  Official  Airline  Guides;  Technical  Publishing;  Funk  &  Wagnalls;  Marketing  Services:  Donnelley  Marketing, 
Dun's  Marketing  Services;  Broadcasting:  Corinthian  Television  Stations;  TVS  Television  Network;  Peters,  Griffin,  Woodward. 
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cast  market,  and  if  Ampex  can  get  back 
on  track  and  gauge  this  one  correctly,  the 
company's  marvelous,  high-end  technol- 
ogy may  send  Ampex'  sales  soaring 
through  the  Eighties.  "This  market's  a 
lot  bigger  and  broader  than  the  broadcast 
market  we've  been  serving,"  Hausman 
beams.  "There's  no  question — we  didn't 
anticipate  the  tremendous  growth,  but 
we're  working  on  it." 

The  so-called  "corporate"  market  isn't 
too  well  known  today,  but  it's  growing  at 
40%  and  should  account  for  more  than  $  1 
billion  in  sales  this  year,  estimate  man- 
agement communications  consultants 
Douglas  and  Judith  Brush.  Deere  &  Co., 
for  example,  uses  videotape  production  to 
show  technicians  how  to  maintain  the 
company's  latest  tractors.  Instead  of  lay- 
ing it  out  in  a  dry,  technical  manual, 


By  Tbni  Black 

It's  like  the  old  ioke  about  'How's 
your  wife?'  "  says  Chairman  C. 
Howard  Hardesty  of  long-troubled 
Commonwealth  Oil  &  Refining  Co. 
"The  answer:  'Compared  with  what?'  " 
That's  a  fair  summary  of  the  attitude 
of  all  the  interested  parties — meaning 
creditors — toward  the  reorganization 
plan  that  Hardesty  has  worked  up  to 
bring  Corco  out  of  the  Chapter  1 1  bank- 
ruptcy in  which  it  has  languished  since 
early  1978.  The  interested  parties  would 
be  a  long  way  from  getting  their  heart's 
desire;  but  the  likely  alternative  was  to 
get  nothing  at  all. 

The  new  plan  aims  to  cancel  the  $1.2 
billion  that  Corco  owes  by  paying  the 
creditors  $447  million  in  cash  (provided 
by  borrowing  against  Corco's  current  as- 
sets), plus  debentures  and  24.7  million 
new  common  shares.  That  would  enable 
Corco  to  begin  operation  as  an  indepen- 
dent company  with  a  reasonably  strong 
balance  sheet.  Admittedly,  that  will  not 
solve  the  problem  of  where  to  get  crude 
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Deere  produces  a  television  program, 
costing  at  least  $10,000,  in  which  a  tech- 
nician disassembles  a  tractor  on  video- 
tape. Deere  needs  high-quality  Ampex 
cameras,  videotape  recorders  and  editing 
machines  to  make  the  master  tape  re- 
quired to  generate  dozens  of  duplicates  to 
be  shown  in  the  field.  Already  companies 
such  as  Deere,  U.S.  Gypsum,  AT&T, 
Hewlett-Packard  and  Prudential  have 
their  own  Ampex-equipped  TV  studios.  A 
typical  price  on  the  package:  at  least 
$500,000  for  Ampex  videotape  hardware 
alone.  Not  every  company  needs  its  own 
studio,  but  scores  of  independent  produc- 
ers will  be  buying  the  hardware  to  serve 
the  corporate  market — purchasing  equip- 
ment from  Ampex,  RCA  or  Sony. 

Although  about  32%  of  Ampex'  oper- 
ating earnings  come  from  computer 


for  Corco — the  problem  that  forced  the 
company  into  bankruptcy  in  the  first 
place.  But  Hardesty  is  confident  that, 
once  out  of  Chapter  11,  he'll  be  able  to 
line  up  the  crude  he  needs — especially  at 
a  time  when  crude  is  in  glut. 

Among  those  least  satisfied  with  the 
deal  is  Corco's  largest  stockholder,  Te- 
soro  Petroleum,  with  36.7%.  Tesoro  had 
bought  in  for  $83  million  in  1975  on  the 
theory  it  was  buying  assets  cheap.  But 
when  Corco  was  squeezed  by  fixed-price 
contracts  to  supply  petrochemical  feed- 
stocks to  W.R.  Grace  and  PPG,  Tesoro 
had  to  put  $64  million  more  into  loans  to 
Corco  to  protect  its  investment. 

What  Tesoro  Chairman  Robert  V. 
West  Jr.  wanted  was  out;  and  to  get  out, 
he  worked  up  a  deal  for  Charter  Co.  of 
Jacksonville,  Fla.  to  acquire  Corco.  When 
the  Charter  deal  fell  through  (because  it 
was  having  its  problems  supplying  its 
own  refinery),  West  had  no  choice  but  to 
support  the  Hardesty  reorganization. 
Now,  says  Hardesty,  West  has  "a  helpful, 
constructive  attitude." 

As  the  plan  now  stands,  Tesoro  will 


memory  products  or  Ampex'  magneti 
tapes,  Ampex'  future  clearly  lies  in  it 
past,  the  video  business.  If  Ampex  cai 
get  a  handle  on  forecasting  the  market 
for  its  products,  and  if  indeed  Ampex  cai 
keep  coming  up  with  that  once-a-decad 
showstopping  video  blockbuster  inven 
tion,  Ampex  shareholders  and  officer 
will  make  out  just  fine. 

In  the  last  year  Ampex  stock  has  rise: 
more  than  60%  as  institutional  buyer 
moved  in.  That  hasn't  hurt  Ampex'  offi 
cers,  who  hold  some  mighty  attractiv 
options.  Chairman  Richard  J.  Elkus  i 
sitting  on  $4  million  worth,  while  Haus 
man  holds  $2.2  million  in  options.  1 
Ampex'  officers  exercise  all  their  cui 
rently  outstanding  options,  they'll  ow: 
5%  of  a  company  that  eight  years  ag 
nobody  wanted.  ■ 


get  some  14  million  new  Corco  share 
valued  at  $6  a  share  to  cancel  its  loan 
and  interest.  After  the  diluting  effect  c 
new  shares  issued  to  other  creditor; 
West  will  end  up  with  around  45%  of 
company  he  dearly  wanted  to  be  rid  o 
But  it  was  the  best  he  could  hope  for. 

Corco's  other  common  shareholder 
also  have  little  reason  to  cheer,  for  the: 
62.3%  will  be  diluted  to  a  mere  24% .  A 
Hardesty  says,  "The  shareholders  don 
want  their  holdings  diluted,  but  their  a 
ternative  is  Chapter  10.  This  way,  they' 
have  a  smaller  piece  of  a  stronger  corr 
pany."  And  in  a  liquidation,  the  commo 
shareholders  come  last. 

Assuming  the  reorganization  goe 
through,  it  would  seem  to  leave  Corco 
stronger  company.  It  actually  made  som 
$80  million  last  year  while  in  Chapte 
11;  and  when  a  $131  million  moderniz; 
tion  of  its  refinery  is  completed  tw 
years  hence,  says  Hardesty,  "You'i 
looking  at  very  good  earnings  per  share. 
He  also  notes  that  the  reorganizatio 
would  still  allow  another  company — on 
that  brings  both  crude  and  cash  to  th 
deal — to  buy  into  Corco  advantageousl' 
One  such  possibility  is  Hideca,  a  Venezi 
elan  oil  trading  company  that  Hardest 
has  been  talking  to. 

Hardesty  never  sought  the  Corco  jol 
but  took  it  on  being  approached  by  Co 
co's  then  chairman  two  months  after  h 
had  resigned  as  Conoco's  chairman  an 
taken  up  the  practice  of  energy  an 
merger  law  in  Washington.  But  now  Ha 
desty,  a  West  Virginian,  sees  himself  as 
modern-day  version  of  the  Texans  wh 
fought  in  the  Alamo,  holding  off  Mex 
can  soldiers  while  others  rallied  for  tr 
battle  that  would  win  Texas'  indepei 
dence.  Hardesty  calls  his  reorganizatio 
plan  the  Alamo  plan — "a  last-ditch  effo 
for  independence."  He's  satisfied  that  i 
long  as  world  crude  supplies  remain  an 
pie  and  refined  product  prices  hold  u 
there  will  be  a  place  for  a  newly  indepei 
dent  Corco.  ■ 
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It  has  been  a  long  pull  for  Corco,  but  Chair- 
man Howard  Hardesty  saw  that  the  time  had 
come  when  everybody  had  to  accept  his  reor- 
ganization plan — or  else. 

Back  from 
the  dead? 


WILL  YOU  CHANGE 
THE  WAY  YOU  DO  BUSINESS 
FOR  JUST  60  DAYS} 

IT  COULD  CHANGE  YOUR 
PROFIT  PICTURE-FOR  GOOD! 


Your  customers  are  changing  the  way  they 
buy— they  shop  by  phone  whenever  they  can.  Your 
competitors  are  changing  the  way  they  sell— 
phoning's  a  lot  cheaper  than  travelling.  Maybe 
you've  been  considering  making  a  few  changes  to 
get  your  bottom  line  going.  We  d  like  you  to  con- 
sider WATS  and  800  Service  for  inexpensive  and 
effective  outgoing  and  incoming  Long  Distance 
calls.  You  can  do  much  more  business  at  much 
lower  cost,  and  that's  a  change  for  the  better  that 
you  can  see— even  in  two  short  months! 
What*  WATS 

WATS  is  Wide  Area  Telecommunications 
Service.  You  don't  have  to  buy  service  for  the 
whole  country— just  for  those  zones  you  call 
across  to  do  business.  You  can  buy  as  little  as  10 
hours  or  a  package  of 240  hours  of  calling  per 
month  for  a  single  monthly  charge.  Within  your 
area  and  hours,  make  as  many  Long  Distance 
calls  as  you  wish.  One  sale  by  WATS  can  pay  for 
the  whole  thing— leaving  you  paid-for  time  to 
get  new  customers,  expand  vour  market,  collect 
accounts  and  build  profits.  1four  Bell  Business 
Expert  can  help  you  set  up  the  best  Outward 
WATS  for  your  business  and  make  the  change 
efficient  and  painless.  There's  no  business  like 
WATS  Business. 

800  Is  a  Winning  Number 

Like  to  call  Long  Distance  a  lot,  for  less?  So 
do  your  customers.  And  the  other  businesses  you 
deal  with.  It's  so  much  surer,  and  more  personal 
than  writing.  That's  why  a  toll-free  800  number 
is  so  good  for  profits.  Customers  can  respond 
while  enthusiasm  is  highest.  And  you  learn 
instantly  what  approach  pulls  best.  When  they 
call,  you  make  extra  sales,  too.  800  Service  is  a 
low-cost  way  to  give  service  information,  so  you 
have  fewer  complaints,  fewer  returns.  You  look 
good  with  800  Service. 


60-Day  Trial 

Bell  System  customers  have  reported  such 
good  results  from  WATS  and  800  Service  and 
the  combination  of  both,  that  we  believe  you'll 
see  an  improvement  in  just  two  short  months. 
Call  your  Bell  Business  Expert  and  find  out  how 
you  can  make  the  change  easily  without 
disrupting  your  operation.  We  can  help  your 
staff  learn  the  smart  selling  techniques,  too. 
You'll  like  the  change. 

Here^s  More  Help 

In  addition  to  WATS  and  800  Service,  Bell 
has  other  programs,  like  Selling  Smaller 
Accounts,  Opening  New  Accounts,  Improving 
Credit  Management  and  Handling  Inquiries. 
Look  into  them  and  see  how  much  help  Long 
Distance  can  give  you. 

Call  Your  Bell  Business  Expert  Now 

800-821-2121  Ext.  967 

toll-free  anywhere  in  the  contiguous  United  States. 
In  Missouri,  call  800-892-2121,  Ext.  967. 

Or  send  in  the  attached  postcard 


A  BELL  BUSINESS  EXPERT  WILL  HAVE  A 
FRIENDLY  TALK  WITH  YOU.  He  or  she  will  ask 
questions,  like  the  ones  below. 

Q.  What  is  your  product  or  service? 

Q.  How  many  locations  does  your  business  have? 

Q.  Do  you  accept  collect  calls? 

Q.  Are  you  currently  using  services  other  than  your  local 
lines— like  WATS  or  Reverse  Charge? 

Q.  Does  your  business  have  plans  to  meet  specific 
objectives,  such  as  increasing  market  coverage 
or  share? 

Q.  How  do  you  currendy  test  or  expand  market  areas? 


Bell  System 


THIS  MAN  KNOWS 
THINGS  ABOUT  OUR  BUSINESS 
EVEN  YOUR  BROKER 
DOESN'T  KNOW. 


Atlas  Bradford,  McCullough, 
Rucker,  Shaffer,  Hycalog,  and 
more.  Hardly  household  names 
to  many  professional  investors, 
but  well-known  to  the  men  re- 
sponsible for  spending  billions 
of  dollars  on  technical  services 
and  equipment.  This  includes 
everything  from  blowout  pre- 
venters and  subsea  production 
systems  to  drilling  fluids. 

In  just  four  years,  sales  and 
earnings  of  NL  Petroleum  Services 
have  doubled.  A  major  reason 
why  NL  Industries'  net  income  rose 
over  25%  in  both  1978  and  1979. 

But  most  important,  NL  is  now 
a  worldwide  force  in  the  vital 
petroleum  service  industry.  Even 
if  the  news  hasn't  reached  every 
part  of  Wall  Street. 


Your  average  broker  knows 
NL  Industries  as  a  strong  specialty 
chemicals  and  fabricated  metals 
company.  And  he's  right. 

But  your  average  oilfield 
roughneck  knows  that  NL  is  much 
more  because  NL  provides  serv- 
ices and  equipment  he  depends 
on  for  his  job— and  sometimes 
for  his  life. 

Let  us  bring  you  up  to  date 
about  this  somewhat  misunder- 
stood company  with  sales  ap- 
proaching $2  billion. 

NL's  Baroid  division,  started 
over  50  years  ago,  is  now  one 
of  the  world's  leading  suppliers 
of  drilling  fluids  and  services. 

More  recently,  NL  has  be- 
come a  Who's  Who  of  petroleum 
related  operations— Acme  Tool, 
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Washington's  Hechinger  Co.  calls  itself  "reces- 
sion-resistant." Indeed,  selling  home  repair 
materials  in  the  nation  i  capital  is  a  good  bet. 


A  family  affair 


By  James  K.  Glass  man 
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THE  FIRST  THING  YOU  NEED,  in  talk- 
ing to  Hechinger  Co.'s  executives 
about  their  business,  is  a  family 
tree.  There's  President  John  Hechinger, 
60,  son  of  founder  Sidney,  who  died  in 
1958.  There  are  John's  brother-in-law 
Richard,  60,  chairman  of  the  board,  and 
John's  sons  Ross  (director  of  operations 
at  29)  and  John  Jr.  (direc- 
tor of  real  estate  and  de- 
velopment at  30).  Cousin 
Nonie  England,  30,  direc- 
tor of  sales  promotion, 
runs  the  projector  show- 
ing the  upward  sales 
curve.  And  also  minding 
the  store  are  Sidney's 
nephew  Frank  Wolf- 
sheimer,  65,  senior  vice 
president,  and  grandson 
.  Richard  England  Jr.,  26,  an 
assistant  manager. 

The   69-year-old  com- 
pany sells  lumber  and  oth- 
er home-remodeling  sup- 
plies and  furnishings  in  27 
stores,     mostly  around 
Washington,  D.C.  How's 
business?  In  1980's  fiscal 
first  half  (to  Aug.  2),  sales 
jumped  22%,  to  $85.6  mil- 
lion, earnings  34%  to  nearly  $3  million, 
or  73  cents  a  share.  That's  on  top  of  more 
than  doubled  sales  and  more  than  tripled 
earnings  in  the  last  four  complete  fiscal 
years,  during  which  return  on  equity  also 
nearly  doubled  to  22.1%. 

"No  retailer  in  the  country  is  produc- 
ing this  kind  of  return  without  any  long- 
term  or  short-term  debt,"  says  Stephen 
Bachand,  senior  vice  president  for  fi- 
nance and  administration — a  non- 
member  of  the  Hechinger  family. 

Hechinger  does  indeed  seem  to  be  in 
the  right  business  in  the  right  place. 
There  are  predictions  that  in  this  reces- 
sion year  Americans  will  spend  more 
money   fixing  up   their  homes  than 


buying  new  ones,-  and  unlike  most  com- 
panies in  the  home  center  business,  as 
the  industry  likes  to  call  itself,  Hechinger 
resists  selling  to  builders,  industry  and 
government  (its  policy:  no  discounts,  no 
delivery).  This  means  the  chain  loses 
nothing  because  of  the  building  slump. 

"In  bad  economic  times  the  average 
person  is  forced  to  do  his  own  house 
repairs  because  mechanics  are  too  costly 
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Hechinger  Chairman  Richard  England  ( left )  and  President  J( 
( right )  with  bust  of  founder  Sidney  Hechinger 
Even  in  Washington,  staying  strictly  on  track. 

and  good  ones  are  always  scarce,"  says 
Chairman  England.  "Despite  adversity, 
the  average  person  will  sacrifice  in  many 
other  aspects  of  life  in  order  to  safeguard 
what  is  generally  the  biggest  investment 
of  a  lifetime — his  house."  During  the  last 
recession  Hechinger  sales  jumped  22% 
in  fiscal  1975  and  40%  in  fiscal  1976.  In 
April  of  this  year,  with  retail  sales  slow- 
ing across  the  nation,  England  reports 
that  his  stores  set  daily,  weekly  and 
monthly  sales  records. 

Location  helps.  Hechinger 's  home 
base  is  the  next  best  thing  to  recession- 
proof:  the  nation's  capital  with  its  well- 
paid  corps  of  federal  employees.  Most  of 
its  27  stores  are  in  suburban  Virginia  and 


Maryland,  where  rates  of  home  owner 
ship  are  high  and  competition  scarce 
But  now  the  chain  is  spreading  out.  I 
opened  three  stores  in  the  Norfolk,  Va 
area  recently,  one  each  in  Harrisbur^ 
Lancaster  and  York,  Penna.  and  Rich 
mond,  Va.  The  next  major  objective:  1| 
stores  in  Philadelphia.  "Our  greatest  bol 
tleneck,"  complains  England,  "is  findin 
good  sites."  Now,  with  the  recession,  h 
hopes  to  find  some  bargains.  Howeve; 
there  are  no  plans  to  expand  beyond 
200-mile  radius  of  Washington. 

Founder  Sidney  Hechinger  started 
the  wrecking  business  in  1911,  sellin 
the  salvage  on  the  spot.  The  busine 
boomed  at  the  end  of  World  War  I,  and 
1925  he  bought  25  acres  in  the  capit 
and  opened  his  first  permanent  stor 
The  company  headquarters  remained  ( 
that  site  for  over  half  a  century,  until 
was  moved  to  Landover,  Md.  in  197 
The  business  was  minuscule  throug 
World  War  II,  barely  $1  million  a  ye 
from  four  small  stores.  But  by  197 
when  Hechinger  went  public,  there  wei 
ten  outlets  producing  $28  million  in  sale 
and  $723,000  in  net  income. 

Building  supply  stocks  were  hot  the 
and  the  400,000  shares  sold— of  2.25  mi 
lion  then  outstanding — -went  at  16, 
steep  50  times  earning 
The  price  collapsed  to  1} 
in  1975  but  today  is  som 
50%  above  the  original  a 
fering  price.  Shareholde 
have  also  had  stock  div 
dends  of  4%,  20%  arj 
20%  in  the  past  thri 
years,  plus  a  12-cent  cas 
dividend  last  year. 

The  family  has  not  on 
most  of  the  good  jobs 
Hechinger  but  most  of  tl 
stock,  controlling  67 
after  a  recent  900,00 
share  offering.  Fami 
companies  also  own  ov 
half  the  27  Heching 
stores  plus  the  new  hea 
quarters  and  warehous 
rin  Hechinger    rentais  on  theSe  fami 

properties  came  to  $3 

  million   last   year.  (Tl 

company  insists,  however,  these  leas 
are  no  more  favorable  than  the  arm 
length  leases  it  signs  on  other  propertie 
The  sevendirectors  are  all  insiders,  inclu 
ing  three  family.  But  the  12-cent  dividei 
was  paid  only  on  publicly  held  shares. 

Despite  dabbling  in  toys  and  sportL 
goods,  the  chain  still  concentrates  < 
what  it  thinks  it  does  best:  selling  lui 
ber,  paint,  tools,  garden  supplies  ai 
housewares  in  60,000-square-foot  store 
"Many  people  in  the  conduct  of  th< 
personal  lives  or  business  jump  arour. 
don't  stay  on  one  track,"  says  Chairm 
England,  who  has  lived  in  the  san 
house  next  door  to  brother-in-law  Jol 
for  29  years.  "We're  not  like  that."  ■ 
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CITY 

WITHOUT  LIMITS 

By  Clay  Scofield 


For  several  years  Atlanta  has  been  res- 
tive about  its  place  as  the  world's  sec- 
ond busiest  airport  (behind  Chicago's 
O'Hare).  Now,  with  the  opening  of  its  new 
Hartsfield  Atlanta  International  Airport  on 
September  21,  the  city  may  soon  rise  to 
the  number  one  spot.  Last  year  Atlanta's 
airport  handled  42  million  passengers. 
The  new  complex  is  designed  to  handle 
55  million  passengers,  with  a  built  in 
capacity  for  expansion  to  65  million, 

Hartsfield  International  is  quite  an 
accomplishment  for  a  city  of  1.9  million 
that  ranks  18th  in  population  in  the  United 
States  But  Atlanta's  ambition  and 
achievements  over  the  years  have  made  it 
the  undisputed  transportation,  distribution 
and  financial  center  of  the  Southeast  and 
a  growing  center  for  national  and  interna- 
tional commerce  and  trade. 

The  economic  impact  of  the  airport  on 
Atlanta  and  the  entire  State  of  Georgia  is 
enormous.  It  employs  more  than  24,000 
people  and  strengthens  the  attraction  that 
has  already  helped  draw  439  of  the  na- 
tion's 500  top  industrial  companies  to  the 
metro  area  But  to  Atlantans  it  is  more  than 
that.  It  is  a  symbol  of  the  growth,  lead- 
ership and  quality  of  life  that  have  earned 
for  Atlanta  a  unique  position  among  Amer- 
ican cities 

From  his  second  floor  offices  in  City 
Hall.  Maynard  Jackson  talked  about  the 
airport  and  the  city  he  has  served  as 
Mayor  for  the  past  six-and-a-half  years. 

"It  was  an  incredible  achievement  to 
build  between  the  busiest  runways  in  the 
world  while  the  existing  airport  carried  on 
in  full  operation.  And  not  only  that,  passen- 
ger travel  increased  while  construction 
was  going  on." 

The  Mayor  is  proud  of  his  city's  ability  to 
build  the  largest  public  works  project  ever 
undertaken  in  its  history  and  to  complete  it 
on  schedule  and  within  the  budget.  And 
he  is  high  in  his  praise  for  the  manage- . 
ment  team  that  shouldered  the  responsi- 
bility for  planning  and  completing  the  pro- 
ject. 

Policy  concerning  the  airport  expansion 
was  the  responsibility  of  the  Mayor's 
office,  the  City  Council  and  particularly  the 


Transportation  Committee,  headed  by 
Councilman  Ira  L.  Jackson  But  the  bur- 
den of  execution  and  performance  was 
carried  by  George  J.  Berry,  Commissioner 
of  Aviation. 

"George  Berry  is  an  unusual  man,  a 
public  servant  in  the  finest  tradition  of  the 
word,"  Jackson  said.  "He  took  a  cut  in  pay 
to  come  back  into  public  life.  And  he's  had 
outstanding  support  from  people  like  Max 
Walker,  director  of  development  planning, 
who  authored  the  master  plan;  Calvin  Car- 


ter, Deputy  Commissioner,  and  Richard 
Stogner,  Assistant  Commissioner ." 

Plans  for  construction  of  a  new  airport 
had  been  under  consideration  since  the 
early  70  s,  but  it  was  not  until  1977.  follow- 
ing the  issuance  of  $305  million  in  bonds, 
that  actual  construction  began  This  was 
the  largest  single  bond  issue  in  the  history 
of  the  State  of  Georgia  and  the  largest  for  a 
U  S  airport  Subsequent  bond  issues  and 
capitalized  interest  rounded  out  the 
financing,  supplemented  by  some  funds 


The  Lanier 
No  Problem  ^pewriten 
It  does  more  than  just  type* 


The  No 
Problem 
Typewriter 
does  math, 
sorts  records, 
files,  makes  charts? 
and  more/Ibday! 


Most  typewriters,  even  many 
of  the  latest  electronic  models, 
are  limited  to  basic  typing. 

But  the  Lanier  No  Problem 
electronic  typewriter  is  multi- 
use,  with  extraordinary  powers. 

Want  to  get  your  typing  back  fas- 
ter than  ever  before?  No  Problem 

Want  your  work  back  right  the 
first  time?  No  Problem 

Want  a  typewriter  that  will  do 
your  financial  typing,  checking 
its  own  figures  for  accuracy? 
No  Problem 

The  No  Problem  concept 

The  No  Problem  typewriter 
speeds  up  your  everyday  typing 
like  no  ordinary  typewriter  can. 

Your  secretary  types  pages  on 
a  TV-like  screen  instead  of  paper. 

So  no  whiteouts.  No  retyping. 
No  false  starts.  Changes  and  cor- 
rections are  made  right  on  the 
screen.  Whole  paragraphs  can  be 
moved  with  the  touch  of  a  few 
keys.  Paper  is  even  loaded  into 
your  printer  automatically  with 
the  new  No  Problem  Smart  Feed1. 


One  No  Problem  type- 
writer, and  one  typist  can 
do  work  as  fast  as  2  or  3  people 
using  ordinary  electric  typewriters. 

The  savings  of  these  additional 
salaries  and  benefits  alone  could 
pay  for  a  No  Problem  typewriter 
in  one  year  or  less. 

Many  typewriters  in  one 

The  No  Problem  typewriter 
can  perform  additional  tasks  be- 
yond conventional  electronic  typ- 
ing— simply  by  inserting  different 
No  Problem  Smart  Discs.™ 

Want  to  add  and  subtract,  mul- 
tiply and  divide?  Insert  the  Math 
Master  Smart  Disc. 

Other  Smart  Discs  enable  your 
No  Problem  to  sort  long  lists, 
prepare  personalized 
standard  letters, 


and  even  keep  track  of  your 
timekeeping. 


Lanier 's  unique 
Smart  Discs 
use  the  same 
medium  as  the 
storage  discs. 


Service  and  support  are  No  Problem 

When  we  install  a  No  Problem 
typewriter  we  do  more  than  just 
plug  it  in  and  leave.  We  show  you 
how  to  begin  to  solve  your  typing 
problems  right  away.  And  when 
you  need  assistance,  just  give  us 
a  call.  In  most  cases,  we'll  be 
there  before  the  day  is  out. 

The  No  Problem  demonstration 

Send  us  this  coupon  and  we'll 
call  immediately  to  set  up  an  ap- 
pointment. Or  call  toll  free 
(800)  241-1706. 

Except  in  Alaska  or  Hawaii.  In  Georgia. 

call  collect  (404)  321-1244. 
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Want  to  see  Lanier  No  Problem 
typing  in  action?  No  Problem 

Send  us  the  information  below 
and  a  Lanier  representative  will 
call  for  an  appointment. 

Name  Title  


Phone 


Best  Time  To  Call 


Firm  Name  . 
Address  


.  County  - 


City 


State 


.  Zip  . 


Wh.il  kind  of  typing  or  word  processing  system 
are  you  using  now?  


Lanier  Business  Products,  Inc. 

1700  Chantilly  Dr.  NE,  Atlanta.  G A  30324 
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The  No  Problem  Typewriter.  It  does  more  than  just  type. 


from  the  federal  level,  from  the  State  De- 
partment of  Transportation  and  the  De- 
velopment Authority  of  Clayton  County, 
where  the  airport  is  located.  But  for  the 
most  part,  bond  issues  financed  the  ex- 
pansion and  are  paid  for  out  of  airport 
revenues  This  makes  the  airport  self- 
supporting,  with  little  or  no  cost  to  Atlanta 
taxpayers 

Mayor  Jackson  views  the  airport  expan- 
sion as  a  model  of  joint-venture  participa- 
tion, the  purpose  of  which  is  to  give  minor- 
ity groups  access  to  capital  and  on-the- 
job  experience. 

The  joint  venture  of  the  AMC/Heard 
bears  witness  to  the  success  of  affirmative 
action.  Prior  to  their  being  joined,  both 
AMC  Mechanical  Contractors  and  the 
Paul  W  Heard  Company  were  aware  that 
Delta  and  Eastern  Airlines  would  be  build- 
ing fueling  facilities  for  the  new  Midfield 
Terminal.  The  construction  of  these  facili- 
ties, the  largest  of  their  kind  ever  built  at 
one  time,  was  beyond  the  capacity  of 
either  contractor  Together  they  assem- 
bled the  bonding,  financing  and  talent 
necessary  to  complete  the  project  on 
schedule.  Testimony  to  the  success  of  this 
venture  is  that  AMC/Heard  is  now  involved 
in  numerous  other  facilities  across  the 
country  as  both  a  technical  resource  and 
contractor. 

Mayor  Jackson  points  out,  "With  the 
completion  of  the  new  airport,  we've  dis- 
pelled the  notion  that  affirmative  action 
means  inefficiency  in  government.  We've 
proved  that  you  can  have  sound  manage- 
ment, reliable  schedules  and  economy 
and  at  the  same  time  achieve  desirable 
affirmative  action  goals." 

Mayor  Jackson  points  out,  "We  have 
minority  participation  of  28%  covering  all 
aspects — engineering,  construction 
management,  construction  labor,  sub- 
contracting, supplying  and  vending.  In 
fact,  this  project  is  being  used  by  the  FAA 
as  a  model  for  minority  participation  in 
federal  contracts,"  he  said. 

The  airport  is  named  after  the  late  Wil- 
liam Berry  Hartsfield.  who  as  a  young 
alderman  and  later  as  mayor  was  an  en- 
thusiastic proponent  of  aviation  develop- 
ment. 

Situated  one  mile  south  of  the  existing 
location,  and  nine-and-a-half  miles  south 
of  the  downtown  business  district,  the  new 
airport  consists  of  two  parallel  and  con- 
nected mam  buildings,  designated  North 


and  South  Terminals.  They  are  set  at  right 
angles  to  an  international  concourse  and 
four  domestic  concourses.  The  con- 
courses run  north  and  south  and  lie  be- 
tween the  runway  system  which  runs  east 
and  west.  This  arrangement  shortens  tax- 
iing time  to  and  from  the  1 38  aircraft  gates 
and  lessens  congestion. 

Large  one-thousand-foot  aprons  sepa- 
rate each  of  the  four  domestic  con- 
courses, providing  space  for  two  wide 
body  jets  (such  as  the  L- 1 01 1  or  DC-1 0)  to 
taxi  between  them  at  the  same  time,  while 
another  two  wide  body  planes  are  parked 
at  their  gates. 

"Passenger  facilities  are  planned  on 
one  level  to  minimize  walking,"  Atlanta 
Aviation  Commissioner  George  Berry 
points  out.  "Even  though  we  have  the 
largest  air  terminal  complex  m  the  world,  a 
passenger  after  entering  the  terminal  has 
to  walk  less  than  200  steps  to  reach  the 
mid-point  of  any  of  the  domestic  con- 
courses." The  International  Terminal  is 
adjacent  to  the  mam  North  Terminal  Its 
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concourse  and  flight  gates  are  accessible 
by  escalator  or  elevator 

Passengers  using  the  domestic  con- 
courses have  three  modes  of  transporta- 
tion available.  They  may  walk,  take  a  rub- 
ber-tired, electric  car,  or  step  onto  a  mov- 
ing sidewalk  The  electric  cars  move  in 
underground  tubes  with  travelling  time  of 
only  40  seconds  between  concourses  Six 
two-car  trains  will  run  at  1 03-second  inter- 
vals at  no  charge  to  the  rider  As  an  indica- 
tion of  the  passenger  flow,  airport  officials 
estimate  that  250.000  people  will  ride  the 
system  daily.  At  this  rate  it  will  be  the  fifth 
largest  rapid  transit  system  in  the  country. 

The  entire  facility  is  constructed  so  that 
no  barriers  to  any  kind  of  physical  hand- 
icap exist  The  concourses  are  desig- 
nated by  letter  (A.B.C.D),  by  color  and  by 
voice  identification  over  loud  speakers 
Even  the  colors  chosen  to  code  the  va- 
rious concourses,  stations  and  locations 
were  researched  so  that  they  are  discerni- 
ble to  colorblind  passengers  Raised  let- 
ters are  used  on  elevator  buttons. 


Why  did  the 
new  Atlanta  Airport 
choose  gas  air  conditioning? 

Pure  economics. 


Architects,  Engineers  and  Planners:    Stevens  &.  Wilkinson;    Smith,  Hinchman  &.  Grylls;    Minority  Airport  Architects  &.  Planners. 

In  the  world  s  largest  airport  temiinal  complex, 
designed  to  serve  over  50  million  people  a  year, 
air  conditioning  is  a  prime  consideration. 

When  Atlanta's  engineers  examined  the  systems 
meeting  their  specifications,  they  decided  on  heat  driven 
equipment  as  the  lowest  energy  user  and  the  most 
cost-efficient  based  on  life-cycle  analysis. 

Their  selection  was  a  steam  operated  turbo-ahsorption  air  conditioning  system. 
Designed  for  future  growth,  this  7,500  ton  system  has  one  of  the  lowest  energy 
consumption  rates  per  ton  hour  of  cooling  available.  The  primary  fuel  is  natural  gas. 

Since  gas  offers  total  system  efficiency,  the  new  Atlanta  Airport  also  depends 
on  gas  for  heating.  But  not  only  large-scale  buildings  can  benefit.  Gas  heating/ 
cooling  systems  can  provide  operating  economies  in  smaller  buildings  as  well. 
For  details  on  such  integrated  systems,  contact  your  gas  company.  ACiA^tl^8  A 
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Cooling  Equipment:  Turbo- Absorption 

by  York  Div  ision,  Bory-Warner  Corporation. 


Gas:  The  future  belongs  to  the  efficient 


Because  more  than  70%  of  the  airport's 
traffic  consists  of  connecting  passengers 
who  will  not  need  to  use  the  mam  terminal 
area,  all  concourses  will  offer  amenities 
such  as  telephones,  rest  rooms,  shops, 
snack  bars,  lounges  and  other  conces- 
sions. Some  $400,000  has  been  invested 
in  original  art  work  to  decorate  the  in- 
teriors 

The  international  concourse  boasts 
several  unique  features.  It  has  the  largest 
one-stop  Federal  Inspection  Service  in  the 
nation.  Here,  foreign  travellers  undergo 
customs  and  immigration  procedures  at  a 
single  station  The  International  Tele- 
phone Assistance  Center  is  one-of-a-kind 
anywhere  in  the  world,  say  airport  officials. 
Foreign  speaking  passengers  may  seek 
information  by  telephone  as  to  hotels, 
business  locations,  taxis,  etc..  in  any  of  ten 
languages.  The  concourse  can  handle 
800  passengers  per  hour 

As  examples  of  the  quantum  leap  Atlan- 
ta has  made  with  its  new  airport 

•  The  old  airport  terminal  contained 
550.000  square  feet.  The  new  complex 
comprises  2.2  million 

•  The  old  facility  was  designed  in  1961 
to  handle  some  12  million  passengers  but 


expanded  to  handle  42  million  last  year. 
The  new  airport  will  handle  55  million,  with 
capacity  for  expansion  to  65  million. 

•  There  were  72  gates  at  the  old  con- 
courses There  are  138  aircraft  positions 
at  the  new  concourses,  each  with  a  load- 
ing gate. 

•  A  MARTA  station  has  been  built  into 
the  airport  in  anticipation  of  rapid  rail  ser- 
vice which  is  planned  for  1985 

•  Parking  space  at  the  old  terminal 
accomodated  6,000  cars  Close-by  park- 
ing decks  at  the  new  terminal  provide  a 
total  of  1 2.000  spaces,  with  4.700  of  these 
in  decks  directly  adiacent  to  the  mam  ter- 
minal buildings. 

•  Concurrent  with  the  opening  of  the 
passenger  facilities,  a  new  cargo  facility 
will  be  inaugurated  that  will  be  the  largest 
cargo  terminal  complex  in  the  world 

The  airport  is  served  by  15  airlines,  four 
of  which  are  international  carriers  These 
airlines  schedule  a  total  of  850  departures 
daily. 

The  first  international  flights  started  in 
1971  when  Eastern  Airlines  began  daily 
non-stop  service  from  Atlanta  to  Mexico 
City  Today,  Delta,  Eastern.  Sabena  (Bel- 
gium). Lufthansa  (German).  British 


Caledonian,  and  Bahamasair  (Bahamas) 
all  offer  direct  foreign  flights  There  are 
non-stop  flights  to  Brussels.  Frankfort. 
London,  Mexico  City  and  Nassau.  Direct 
service,  on  one  plane  but  with  more  than 
one  stop,  is  maintained  to  Guatemala  City. 
Montego  Bay  (Jamaica).  Montreal  and 
Toronto  (Canada).  Santo  Domingo  (Domi- 
nican Republic)  and  Hamilton  (Bermuda) 

Most  prominent  on  the  scene  in  Atlanta 
are  Delta  Airlines,  which  has  its  corporate 
headquarters  here,  and  Eastern  Airlines 
which,  though  Miami-based,  has  long  and 
strong  ties  with  Atlanta 

Other  well-known  airlines  serving  the 
airport  include  Braniff  International.  North- 
west Orient.  Piedmont.  Frontier  and 
Ozark  In  addition,  three  commuter  car- 
riers and  a  charter  service  have  opera- 
tions here.  KLM  Royal  Dutch  Airlines  is 
expected  to  serve  Atlanta  by  early  1981 

ATLANTA— A  HUB  CITY 

Nine-and-a-half  miles  north  of  the 
sprawling  airport  complex.  Atlanta's 
downtown  business  district  reflects  its 
vitality  as  a  distribution  hub.  financial  cen- 
ter and  corporate  headquarters  town 
Modern  high-rise  office  buildings  and 
hotels  glitter  in  the  sunlight  Winding 
streets  coil  through  the  area,  separated  by 
greenbelts  and  restful  parks.  Nearby,  the 
dome  of  the  Capitol,  plated  with  gold  from 
the  north  Georgia  mountains,  sparkles  in 
the  midst  of  white-faced  state  and  city 
government  buildings.  Three  large  urban 
college  campuses  are  close  by  Rapid 
transit  stations  under  construction  and 
new  buildings  dot  the  area.  In  fact,  the 
downtown  area  is  experiencing  a  building 
boom. 

"Boom"  is  a  word  that  Atlanta  business- 
men treat  with  caution  They  remember 
the  recession  of  74  and  75  when  the  city 
appeared  to  be  overbuilt 

"Atlanta  wasn't  overbuilt."  says  Dan 
Sweat  of  Central  Atlanta  Progress— a  pri- 
vate, non-profit  corporation  devoted  to  the 
enhancement  of  the  downtown  business 
district  "We  were  )ust  underleased 

Today,  some  10  million  square  feet  of 
new  office  space  is  coming  on  line,  but 
with  a  vast  difference  from  the  mid-70s 
More  than  90  per  cent  of  this  space  is 
already  leased,  much  of  it  for  principal- 
owner  occupancy 


Among  the  new  building  additions  re- 
cently completed,  under  construction  or  in 
advanced  stages  of  planning: 

Coca-Cola  Headquarters — This  26- 
story  office  tower  of  600.000  square  feet  is 
now  occupied  and  adjoins  the  existing 
corporate  complex  which  forms  a  multi- 
acre  center  for  the  company's  national 
and  international  operations. 

Atlanta  Life  Insurance  Company— The 
largest  black-owned  insurance  company 
in  the  nation  is  underway  with  a  100.000 
square  foot  building 

Southern  Bell— A  $100  million.  46-story 
headquarters  building  of  2  1  million 
square  feet  is  scheduled  to  open  this  year. 

Georgia-Pacific — Work  has  started  on 
this  $100  million.  50-story  office  tower.  It 
will  house  the  firm's  national  headquarters 
which  is  moving  to  Atlanta  from  Portland. 
Ore. 

Georgia  Power  Company — A  $40  mil- 


lion, 24-story  building  under  construction 
just  east  of  the  downtown  area  is  slated  to 
open  this  year 

State  Twin  Towers— A  850.000  square 
foot  facility  across  from  the  State  Capitol  is 
nearing  completion 

The  Atlanta  Apparel  Mart— Opened 
late  last  year  with  1  2  million  square  feet  of 
sales  and  showroom  space 

Atlanta  Central  Library— A  modern  $19- 
million  structure  jus!  completed  and  now 
occupied. 

Richard  B.  Russell  Office  Building — 
Recently  opened,  it  houses  the  largest 
concentration  of  government  workers 
south  of  Washington.  D.C. 

Marathon  Towers — Twin  towers  that  will 
comprise  600,000  square  feet  are  under 
construction  for  the  Marathon  Corp 

City  of  Atlanta  Criminal  Justice 
Building  —  Work  has  started  on  this 
300.000  square  foot  complex 


In  addition,  there  are  seven  new  or  ex- 
panded hotel  projects  underway  or  m  adv- 
anced planning 

STRONG  ECONOMIC  FACTORS 

Atlanta's  economy  is  alive  and  prosper- 
ing because  its  civic  leaders,  business- 
men and  government  officials  have  work- 
ed hard  to  keep  it  that  way 

Central  Atlanta  Progress  focuses  its 
efforts  specifically  on  the  central  business 
district  It  was  organized  in  1941  and 
draws  its  directors  from  the  top  business 


institutions  m  the  city.  Among  a  score  of 
projects  currently  underway.  CAP  has 
spearheaded  the  redevelopment  of  a  78- 
acre  tract  in  the  heart  of  town,  known  as 
the  Bedford-Pine  area.  The  plan  calls  for 
2,250  residential  units,  an  office  complex 
adjoining  the  new  Georgia  Tower  build- 
ing, a  commercial  area  and  a  neighbor- 
hood shopping  center  The  effort  involves 
private  and  public  funds  and  will  provide 
housing  for  low,  middle  and  upper  income 
residents. 

"Cities  have  got  to  find  a  way  for  the 
affluent  and  the  poor  to  live  together. " 
says  Dan  Sweat.  "There  are  at  present  no 
successful  models.  We  think  it  can  be 
done,  and  we're  right  on  the  point  of  get- 
ting off  the  ground." 

Central  Atlanta  Progress  is  also  working 
to  turn  another  downtown  area  into  a 


A  NEW  AND 
BETTER  WAY 

There  is  a  better  way  of  managing  your  organization's 
facility  planning,  design,  procurement  and  construction.  In 
the  process  there  can  be  very  significant  improvements  in 
time  and  cost  control,  including  energy  and  other  life 
cycle  costs.  To  optimize  the  use  of  our  services  contact  us 
before  architects,  engineers  or  contractors  are  appointed. 

ATLANTA:  (404)  881-1666.  Telex  54-2165,  880  W.  Peachtree  St.,  N.W.,  Atlanta, 
Georgia  30367  BALTIMORE:  (301)  944-3700  LOS  ANGELES:  (213)  501-3797 
MIAMI:  (Polizzi/Heery)  (305)  667-1094  LONDON,  U.K.:  (Heery  Associates  (UK) 
Ltd.)  (01)  200-1234,  Telex  851-922991  AMMAN,  JORDAN:  42451,  Telex  21567 


HEERY  ASSOCIATES,  I  IMC. 

Construction  Program  Management 


Excellence  is...AMC-HEARD,  A  Joint  Venture 


We  are  the  builder  of 

the  world's  largest  computerized 

fuel  tank  farm  in  the  great  . 

new  Atlanta  Internationa!  Airport. 

We  know  that  only  through  the  pursuit 

and  practice  of  excellence 

can  we  obtain  the  future  now. 


INDUSTRIAL  CONTRACTORS 

463  Plum  Street        Atlanta,  Georgia  30313 
404  766-8504 
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pedestrian  mall  with  a  European 
ambiance.  Fairhe  and  Poplar  are  two 
streets  that  cross  near  the  center  of  down- 
town The  old.  low  buildings  present  a 
townscape  similar  to  many  European  vil- 
lages Already  nine  of  the  buildings  are  on 
the  Historic  Register.  CAP  has  worked  as 
a  catalyst  to  raise  $60  million  for  private 
development  of  the  area  Of  the  68  build- 
ings in  the  area.  38  are  involved  in  the 
redevelopment  at  this  time. 

Typical  of  its  success  in  central  city  im- 
provements is  the  "Back  To  The  City"  pro- 
ject  started  five  years  ago  in  cooperation 
with  the  League  of  Neighborhoods.  CAP 
put  together  commitments  from  banks  for 
a  total  of  $63.5  million  over  five  years  so 
that  individuals  could  purchase  and  reno- 
vate housing  on  the  near  east  side  of  the 
inner  city.  In  less  than  four  years  the  entire 
commitment  was  taken  up  in  revitalizing 
these  close-in  neighborhoods 

The  Atlanta  Chamber  of  Commerce,  an 
organization  of  3600  business  and  indust- 
rial firms,  maintains  an  ongoing  variety  of 
programs  in  education,  community  rela- 
tions, industrial  development  and  legisla- 
tive liaison  among  others  Its  "Forward 
Atlanta"  advertising  and  marketing  cam- 


paign was  renewed  in  1961  and  since  that 
time,  according  to  the  Chamber.  Atlanta 
employment  has  increased  an  average  of 
25.000  new  jobs  per  year  In  1979  alone. 
1 54  new  firms  were  attracted  to  the  metro 
area.  Of  these  28  are  national  or  regional 
headguarters  operations  and  24  are  fore- 
ign firms 

Tom  Hamall.  executive  vice  president  of 
the  Chamber,  believes  the  most  signifi- 
cant change  in  Atlanta  during  the  past  five 
years  has  been  a  maturing  of  its  economy 
"We  went  from  the  difficult  recession  of 
1975  with  millions  of  feet  of  empty  com- 
mercial and  retail  space  and  an  overbuilt 
housing  market  to  a  more  mature,  better 
planned  economic  and  physical  environ- 
ment. Recognition  of  this  by  firms  like 
Georgia-Pacific  and  Siemens-Allis  show 
that  we're  at  a  higher  level  of  development 
than  when  we  speculated,  he  said 

CORPORATE  CITIZENS 

Siemens-Allis.  a  joint  venture  of  Sie- 
mens of  Germany  and  Alhs-Chalmers  of 
Milwaukee,  looked  at  nine  different  sites  in 
the  South.  East  and  Mid-west  before  de- 
ciding to  settle  their  national  headguarters 


in  Atlanta.  The  company  has  world  wide 
sales  of  $330  million  and  manufactures 
electrical  transmission  equipment  in 
plants  throughout  the  U  S  and  Germany. 
Atlanta's  airport  figured  heavily  m  the  de- 
cision. Other  factors  were  the  mild  cli- 
mate, skilled  workers  and  attractive  life 
style  "From  Atlanta  we  have  115  flights 
daily  to  reach  our  plants  and  offices  from 
coast  to  coast,  plus  direct  flights  to  Ger- 
many." a  company  spokesman  said 

Georgia-Pacific  is  the  largest  of  the  hun- 
dreds of  companies  that  have  moved  to 
the  city  in  recent  years  It  has  annual  sales 
of  $5.3  billion  When  it  occupies  the  50- 
story  office  tower  it  is  building  in  the  center 
of  town,  it  will  be  the  biggest  firm  with 
headguarters  in  Atlanta  and  Georgia  sur- 
passing Coca-Cola  Again,  the  attractions 
of  transportation,  favorable  business  cli- 
mate and  excellent  living  conditions  per- 
suaded the  company  to  choose  Atlanta, 
according  to  Robert  E  Flowerree.  board 
chairman 

Since  1975  foreign  investment  in  Geor- 
gia has  doubled  Currently  there  are  400 
foreign  facilities  state-wide  with  more  than 
two  billion  dollars  invested  Atlanta  has 
received  a  good  share  of  this  investment 
and  with  it  have  come  foreign  banks  The 
city  now  has  12  banks  from  seven  foreign 
countries — England,  Germany.  Canada. 
Japan.  Netherlands.  Switzerland  and 
Brazil. 

Three  of  Atlanta's  own  banks.  Citizens 
and  Southern.  Trust  Company  Bank  and 
First  National,  are  among  the  top  100  in 
the  nation  Together  with  a  host  of  other 
banks  and  lending  institutions  they  pro- 
vide a  broad  range  of  services  that  make 
the  city  the  financial  capital  of  the  South- 
east. Atlanta  is  also  headquarters  for  the 
Federal  Reserve  Bank's  Sixth  District  and 
the  Federal  Home  Loan  Bank's  Fifth  Dis- 
trict. 

TRANSPORTATION  CENTER 

Aviation  is  not  Atlanta's  only  claim  to 
transportation  fame  Founded  as  a  rail- 
road terminus,  the  city  was  an  established 
rail  center  by  the  mid-1840's  As  motor 
transport  developed  it  also  centered  m 
Atlanta  Today  the  city  is  served  by  two 
major  rail  systems  and  more  than  350  reg- 
istered motor  carriers  The  rail  systems 
were  formed  through  consolidation  of 
seven  railroad  companies  and  now  pro- 
vide 5.500  miles  of  mam  and  branch  line 


COMPARATIVE  LIVING  COST  [U.S.  =  100] 
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Delia  opens  newairport  terminal 

Easy  Street,  Atlanta 


Delta's  exciting  new  Atlanta  terminal  brings  a 
pleasant  change  to  changing  flights.  In  fact,  we 
call  it  "Easy  Street. " 

You  stroll  along  an  avenue  30  feet  wide,  with 
50  spacious  boarding  gates  to  your  left  and  right. 

Your  average  walk  from  one  Delta  flight  to 
another  has  been  cut  to  about  200  yards.  And  with 
that  30-foot  walkway,  you  don't  have  to  be  a  broken 
field  runner. 

You  can  ride  between  Delta  Concourse  A  and 
Delta  Concourse  B  by  train  in  just  100  seconds. 

Your  Delta  flight  will  arrive  at  the  gate  sooner, 

because  the  new  terminal  is  located  between  two 
parallel  runways.  Result:  shorter  taxi  time,  fewer 
delays  for  runway  crossings.  That's  why  your 
Delta  flight  out  will  take  off  sooner,  too. 
We've  got  a  separate  baggage  transfer  system 
for  connecting  passengers.  Your  bag  goes  directly 
to  your  connecting  flight  on  Delta  or  another  air- 


line. It  is  never  mixed  in  with  bags  that  are  off- 
loaded for  Atlanta  passengers. 

If  you're  changing  airlines  (for  some  strange 
reason),  that's  easy,  too.  Just  ride  down  to  the 
underground  people-mover  mall,  where  you  catch 
the  rapid  transit  train  or  step  onto  the  moving 
sidewalk.  Either  one  will  whisk  you  to  another  air- 
line's concourse  or  to  the  International  Building 
for  flights  to  other  countries. 

Delta  has  more  flights  going  for  you  in  Atlanta 

than  any  other  airline  in  any  city  in  the  world.  And 
Delta  has  more  boarding  gates  in  Atlanta  than 
any  other  airline.  You  can  fly  Delta  to  80  other  U.S. 
cities  from  Atlanta,  and  to  London,  Frankfurt, 
Montreal,  Bermuda  and  the  Bahamas,  too.  It  all 
adds  up  to  the  best  connections  you've  ever  enjoyed. 

Welcome  to  Delta's  Easy  Street,  Atlanta.  The 
place  where  you  can  now  make  connections 
without  a  hitch.  A  DELTA 


The  airline  run  by  professionals 


Delta  is  ready  when  you  are 


 \ 

THERE'S  A  PLACE  FOR  YOUR 
COMPANY  IN  ATLANTA. 

westfork-a  412  acre  multiuse  tract  just  minutes  from 
downtown  Atlanta  and  the  world's  biggest  airport-is 
ready  for  your  inspection. 

This  property  has  already  been  zoned  for  commercial 
and  light  industrial  operations  and  high  density  housing. 
Grading  has  been  completed,  utilities  are  in  place.  And 
there  are  choice  sites  available  now  for  manufacturing/ 
distribution/warehousing/office  facilities,  neighbor- 
hood shopping  centers  and  apartments. 

Located  in  suburban  Douglas  County,  westfork  is  easily 
accessible  via  the  interstate  system.  And  there  is  a 
well  equipped  general  aviation  field  nearby 

Since  westfork  has  free  port  status,  your  company 
may  also  enjoy  certain  tax  advantages. 


\ 

WESTFORK 
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«^^^ARTSFIELD 
<^  INTERNATIONAL 
AIRPORT 

For  more  information  on  purchasing,  leasing,  develop- 
ment or  joint  venture  participation  contact  the  Land 
Division  •  Paul  T.  Zantzinger  •  vice  President  •  2175 
Parklake  Drive  ne  •  Atlanta  Georgia  30345  •  404  939-4430 

Hooker  Barnes  FB 


track  Key  markets  are  reached  through  a 
single  line  haul  which  cuts  costs  and  time. 
Completed  interstate  highways  stretch  in 
every  direction  connecting  to  a  41.000- 
mile  nat'onwide  network 

Atlanta  is  one  of  the  nation's  few  major 
cities  that  does  not  have  a  seaport  Its 
location,  however,  places  it  only  an  over- 
night haul  from  24  deepwater  ports  of  the 
South  Atlantic  and  Gulf  Coasts,  including 
Georgia's  own  two  port  facilities  at  Savan- 
nah and  Brunswick.  These  two  ports  are 
served  by  more  than  1 00  steamship  lines 

Last  year  MARTA  (Metropolitan  Atlanta 
Rapid  Transit  Authority)  opened  11.2 
miles  of  its  east-west  rapid  rail  service  and 
Atlanta  became  the  eighth  city  m  the  Un- 
ited States  and  only  the  fiftieth  in  the  world 
to  have  a  rapid  rail  system  When  com- 
pleted the  system  will  provide  53  miles  of 
rapid  rail  and  1350  miles  of  bus  routes. 
Meanwhile.  MARTA's  current  bus  trans- 
portation has  won  national  acclaim  for  the 
third  year  in  a  row  as  one  of  the  cleanest 
and  safest  in  the  U  S.  With  the  recent  con- 
version of  its  feeder  system  on  the  west 
line,  rapid  rail  passengers  alone  amount 
to  some  80  thousand  a  day. 

MAGNET  FOR 
BUSINESS  MEETINGS 

Atlanta  is  the  third  most  popular  con- 
vention city  in  the  U.S..  according  to  the 
Atlanta  Convention  and  Visitors  Bureau 
Only  New  York  and  Chicago  host  more 
delegates  Last  year  970  conventions 
came  to  the  city  with  876.000  people 
attending.  They  spent  $369  million  During 
1980  there  are  980  conventions  sche- 
duled, with  an  anticipated  attendance  of 
more  than  926.000.  In  the  central  busi- 
ness district  alone  the  city's  modern  hotel, 
motel  and  meeting  room  capacity  will 
handle  in  excess  of  69.000  people  at  any 
one  time  The  70-story  Peachtree  Plaza  is 
the  world's  tallest  hotel  It  features  at  its 
top  a  revolving  restaurant  and  lounge,  as 
does  the  downtown  Regency 

The  new  Apparel  Mart  opened  m 
November  of  last  year.  Together  with  the 
Merchandise  Mart,  in  operation  since 
1961,  the  two  marts  now  generate  about 
one-fifth  of  the  city's  convention  business. 
Both  buildings  were  designed  by  John 
Portman.  Jr.,  one  of  Atlanta's  best  known 
architects  and  developers.  They  are  con- 


From  feeding  a  pup 
to  packaging  pasta... 

Union  Camp  is  part  of  your  life! 


Union  Camp  packaging  helps  bring  dinner  to 
your  dog,  groceries  to  your  table,  and  a  wide 
range  of  other  products  to  home,  industry  and 
agriculture.  Consider  the  reliable  paper  bag.  So 
universally  used  it's  pretty  much  taken  for 
granted.  Yet  billions  of  bags  are  used  each  year 
to  carry  everything  from  food  to  industrial  chemi- 
cals. Union  Camp  is  a  leading  supplier  of 
a  variety  of  paper  and  plastic  bags. 
And  many  things  you  use  every  day 


Union  Camp 


reach  you  in  folding  cartons  made  from  white 
paperboard.  While  helping  enhance  as  well 
as  protect  the  products  they  carry,  last  year  over 
500  million  Union  Camp  folding  cartons  brought 
cosmetics,  appliances,  food  and  pharmaceuticals 
right  to  consumers.  Today,  more  and  more 

Union  Camp  packaging  is  helping  deliver 
the  products  you  want;  efficiently  and 
economically.  At  Union  Camp  satisfying 
your  demands  is  what  growth  is  all  about. 

Union  Camp  Corporation,  1600  Valley  Road,  Wayne,  New  Jersey  07470 


Growing  in  more  ways  than  one. 

PAPER  •  PACKAGING  •  CHEMICALS  •  BUILDING  PRODUCTS  •  LAND  DEVELOPMENT  •  RETAILING 


"Dobbs-Paschal  Midfield  Corporation 
is  the  first  and  only  company  to  be 
involved  in  two  of  the  most 
innovative  concepts  in  major  airport 
concessions  today  .  .  .  joint  venture 
participation  and  the  principle 
concessional  concept." 

Bill  Brooks.  President  of  Dobbs-Paschal  Midfield  Corporation 


Cocktail  Lounge 


X)BBS  PASCHAL  MIDFIELD  CORPORATION 

4590  Riverdale  Road  •  Riverdale,  Georgia  30274 


nected  by  an  aerial  walkway  and  are  a 
part  of  the  multi-use  Peachtree  Center 
complex  The  two  structures  have  com- 
bined floor  space  of  3  2  million  square 
feet  Sales  orders  processed  at  the  Marts 
currently  amount  to  more  than  $10  billion 
annually 


The  Georgia  World  Congress  Center  is 
a  state-owned  and  operated  trade  show 
and  convention  facility  that  boasts  the 
largest  single-level  exhibit  hall  in  the  U  S 
(350  000  square  feet)  Its  auditorium  seats 
are  equipped  with  headphones  that  re- 
ceive simultaneous  translation  into  six  lan- 
guages It  is  located  adjacent  to  the  Omni 
Complex  and  the  18.000-seat  Omm 
Sports  Arena,  home  of  the  Atlanta  Hawks 
basketball  team. 

THE  ATLANTA  STYLE 
OF  LIFE 

Along  with  its  business  and  industrial 
growth  Atlanta  provides  a  quality  of  life  for 
its  citizens  that  is  unsurpassed  among 
American  cities  Its  15-county  metro  area 
comprises  4.326  square  miles  of  rolling 
hills,  offering  residents  a  choice  of  farm 
acreage,  landscaped  subdivisions  or  in- 
city  townhouses 

Its  elevation,  highest  of  any  U.S.  city  of 
its  size,  produces  a  mild  southern  climate 
that  allows  year-round  outdoor  recreation 
Tennis  courts,  golf  courses  and  playing 
fields  are  numerous  and  available 
throughout  the  city  and  metro  area  Sports 
fans  have  four  maior  league  teams  to  root 
for — Braves  baseball.  Falcons  football 
Hawks  basketball  and  Chiefs  soccer.  The 
Atlanta  Zoo  is  one  of  the  ten  oldest  in  con- 
tinuous operation  in  the  nation  City  parks 
are  clean  and  weli-mamtamed  Piedmont 


Park,  just  a  mile  from  the  downtown  dis- 
trict, is  the  scene  of  an  annual  arts  and 
music  festival  that  draws  the  best  talent  in 
the  Southeast  and  thousands  of  visitors. 

The  city's  status  as  a  convention  center 
attests  to  the  quality  of  its  retail  shops, 
restaurants,  night  life  and  cultural  attrac- 
tions. Theater,  ballet  performances  and 
symphony  concerts  are  presented  on  a 
regular  basis,  and  New  York's  Metropoli- 
tan visits  Atlanta  each  year  lor  a  week- 
long  opera  presentation.  The  Atlanta  Sym- 
phony is  one  of  the  major  orchestras  in  the 
country,  and  according  to  critic  Irving 
Kolodin,  ranks  in  the  top  ten  of  sympho- 
nies that  have  presented  programs  re- 
cently in  New  York  The  Symphony  per- 
forms throughout  the  year  at  its  own  Hall,  a 
part  of  the  large  Arts  Alliance  facility  that 
houses  a  theater,  art  museum  and  The 
Atlanta  Art  College  The  orchestra  recent- 
ly received  a  cash  award  from  the  Amer- 


ican Society  of  Composers,  Authors  and 
Publishers  for  contributions  to  contempor- 
ary music.  It  was  one  of  three  U.S. 
orchestras — the  others  were  the  New 
York  Philharmonic  and  the  San  Francisco 
Symphony — to  win  the  honor 


Atlanta  is  a  college  town.  It  has  17 
accredited  4-year  colleges,  junior  col- 
leges and  universities  located  within  a  12- 
mile  radius  of  the  center  city  In  the  metro 
area  there  are  29  degree-granting  institu- 
tions Georgia  Tech.  Georgia  State  Uni- 


FAST  RELIEF 
FOR  YOUR 
TRANSPORTATION 
HEADACHES. 

If  your  company  needs  to  move  people 
and  products  fast,  you  need  to  locate  in 
Georgia. 

You  have  the  world's  largest  air 
passenger  terminal  working  for  you  in 
Atlanta,  along  with  the  world's  second 
largest  air  cargo  operation.  Plus  superb 
interstate  access  to  all  Southeastern 
markets.  Convenient  service  by  major 
rail  carriers.  And  two  of  America's  best 
equipped  deepwater  ports  in  Savannah 
and  Brunswick. 

If  efficient  transportation  is  critical  to 
your  business,  then  a  Georgia  location 
will  make  it  painless.  We  have  a  selection 
of  sites  and  available  buildings  ready 
now.  Let  us  tell  you  the  whole  story. 

Contact  W  Milton  Folds,  Commis- 
sioner; Georgia  Department  of  Industry 
&  Trade  ,  Dept  FB-11;  P.O.  Box  1776; 
Atlanta,  Georgia  30301. 404/656-3556. 
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versity.  Agnes  Scott  College,  and  Emory 
University  rank  among  the  best  in  the  na- 
tion The  same  holds  true  for  the  Atlanta 
University  Center,  the  largest  private 
black  consortium  of  higher  education  in 
the  U.S.  Many  of  the  colleges  and  univer- 
sities offer  extended  education  courses 
that  provide  executives  and  employees 
an  opportunity  to  keep  abreast  of  fresh 
developments  in  their  fields  or  to  enhance 
their  persona!  skills.  Georgia  spends  more 
than  half  its  income  on  its  colleges  and 
universities,  its  elementary,  secondary 
and  vocational  technical  schools 

Some  25.000  young  people  are  gradu- 
ated each  year  from  Atlanta  high  schools 
To  these  are  added  some  8.000  students 
who  receive  training  at  four  metro-area 
vocational-technical  schools.  State-wide 
there  are  29  vo-tech  schools  with  an  en- 
rollment of  35.000.  providing  a  source  of 
workers  who.  as  Governor  George  Bus- 
bee  puts  it.".  .  are  highly  efficient,  easily 
trainable  and  who  still  believe  in  produc- 
ing a  day  s  work  for  a  day's  wages 

Another  educational  benefit  available  in 
the  city  is  Georgia  s  Quick-Start  Program 
It's  a  valuable  aid  to  manufacturers  who 
move  their  operations  to  the  state  And  it  is 
available  to  them  without  charge.  The 
program  functions  to  recruit,  screen  and 
pre-tram  employees  in  specific  skills,  to 
be  ready  for  the  employer  at  start-up  time 
Training  is  carried  out  on  machinery  com- 
parable to  the  company's  own.  The  equip- 
ment is  furnished  by  the  State  at  a  suitable 
vocational  school  Operated  by  the  Geor- 
gia Department  of  Education,  the  program 
has  trained  classes  as  small  as  three  and 
large  as  1.000 

RECESSION-RESISTANT 
AREA 

As  to  the  current  recession.  Atlanta  eco- 
nomists-are optimistic.  Assaying  the  gams 
and  losses  in  various  segments  of  the  ci- 
ty's economy.  Dr.  Donald  Ratajczak,  eco- 
nomic forecaster  at  Georgia  State  Uni- 
versity, concludes  that  "any  recession  in 
Atlanta  should  prove  to  be  relatively  short 
lived  and  relatively  mild." 

According  to  Bruce  Williams,  econom- 
ist for  Atlanta's  First  National  Bank,  growth 
in  the  city's  employment,  though  showing 
some  decline,  is  still  healthy  and  above 
the  national  average  The  unemployment 
rate  had  increased  by  the  end  of  the 


second  quarter  but  was  still  some  two  per- 
centage points  below  the  national  aver- 
age. He  pointed  to  the  airport  expansion 
and  reliance  on  wholesale  trade,  general 
services  and  quick  recovery  of  housing 
construction  with  an  anticipated  reduction 
in  interest  rates  as  stabilizing  factors  in  the 
economy 

The  Southeast  is  more  fortunate  than 
much  of  the  rest  of  the  nation  for  the 
moment — and  probably  for  the  remainder 
of  the  recession,  according  to  W  Bethel 
Minter,  chief  economist  of  the  Trust  Com- 
pany of  Georgia.  He  predicts  that  the  area 
will  continue  to  do  well  during  1980  and 
1981  as  it  has  in  growth  and  employment 
over  the  last  several  years,  but  says  that 
some  slowing  of  progress  is  almost  cer- 
tain 

Even  a  partial  listing  of  Atlanta's 


achievements  bears  out  the  fact  that  its 
status  among  American  cities  goes  far 
beyond  its  size.  In  many  areas  it  leads  the 
largest  cities  in  the  nation  and  the  world 
Can  it  maintain  its  national  and  internation- 
al influence  and  outreach?  Can  it  continue 
to  grow9  Atlantans  are  confident  that  it  can 
and  will. 

Milton  Folds,  head  of  the  Georgia  De- 
partment of  Industry  and  Trade,  points  to 
the  long-term  effort  Atlanta  and  the  State 
have  made  to  encourage  industrial  de- 
velopment. Such  things  as  good  schools, 
attractive  sites,  job  training  programs, 
transportation  networks  and  financial  re- 
sources didn't  happen  overnight,  he  says. 

Sophisticated  advertising  campaigns 
by  organizations  such  as  the  Atlanta 
Chamber  of  Commerce,  the  Georgia 
Chamber,  the  Department  of  industry  and 


Trade  and  others  have  generated  a  con- 
stant flow  of  facts  and  figures  on  the 
advantages  for  business  and  industry  that 
Atlanta  and  Georgia  offer  the  nation. 

Maynard  Jackson  says  Atlanta  is  suc- 
cess oriented.  And  he  attributes  that  suc- 
cess to  the  city's  ability  to  adapt.  "Some 
cities  can't  change,  and  they're  the  ones 
that  are  in  trouble.''  he  said  "Our  greatest 
strength  comes  from  the  people  who  live 
here.  The  people  who  live  in  Atlanta  love  it. 
They're  walking  oillboards  for  the  city. 
Even  the  ones  who  complain  don't  want  to 
live  anywhere  else.  There's  no  doubt  ab- 
out it.  Pound  for  pound.  Atlanta  is  the 
greatest  city  in  the  world." 

In  their  "Forward  Atlanta"  advertising. 
Atlantans  call  their  city  the  "City  Without 
Limits,"  They  may  be  right  ^HB^ 


WHEN  MIDFIELD  TOOK  OIF,  WE  WERE  ON  BOARD. 


In  December  of  197^  when  we  began 
serving  the  construction  site  for  the  world's 
largest  airport  we  faced  unique  challenges. 

An  energy  distribution  system  for  the  most 
advanced  people  mover  in  the  world.  Main- 
taining reliable  service  to  the  world's  second 
busiest  airport — only  one  runway  away.  Relo- 
cating, an  entire  distribution  system  for  landing 
and  taxi  lights,  and. sophisticated  communi- 
cations equipment.  0 


t       *  * 


These  kinds  of  challenges  meant  as  many 
as  50  of  our  employees,  were  involved  daily  in 
maldng  sure  the  job  was  done  right  the  first  time. 

And  we  can  do  more  than  provide  energy. 
If  you're  looking  to  expand  your  company,  s 
operations^  we  can  show  you  sites  across  our 
state  to  fit  your  needs. 

When  you're  ready  to  take  off ,  write  joe 
Inglis,  Manager  Industrial  Development,  P.O. 
Box  4545AA,  Adanta,  GA.  30302. 


Georgia  Power 
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Since  1956,  we've  been  putting  the  resources  of  C&S  Bank  to  work  for  Scientific  Atlanta. 


This  morning,  over  40,000 
companies  doing  business  in  the  Southeast 
will  go  to  work  with  C&S  Bank 

Why?  Because  we  offer  these  companies  qual-  you,  call  Pat  Flinn,  Executive  Vice  Presi- 

ity  cash  management  and  credit  services  that  dent,  The  Citizens  and  Southern  Banks  in 

are  delivered  by  responsive,  professional  com-  Georgia,  (404)  581-4054.  In  New  York,  call 

mercial  bankers.  (212)  753-1880.  Or  Chicago  (312)  329-9696. 

If  you'd  like  C&S  to  go  to  work  with  Los  Angeles  (213)  680-4460. 


Members  FDIC 


Commercial  Banking  Professionals 
for  Business  in  the  Southeast 


'recious  metals  market  expert  Charles  Stahl 

On  a  gold,  standard  the  Soviets  would  not  have  to  go  to  war  to  conquer  the  Free  World.  They  could  buy  us  out." 


Vhither  gold?  Whither  silver?  Forbes  puts  those 
questions  to  one  of  the  world's  smartest  metals 
iuders — and  gets  straight  answers. 


Pray  you  never 
have  to  use  it" 


The  Money  Men 


*|  harles  Stahl,  59,  the  famous 
_  metal  market  man,  is  wearing  a 
\w  short-sleeved  shirt;  you  can  see 
j:  line  of  pale  blue  numbers  tattooed  on 
I  left  forearm.  You  needn't  ask  how  it 
t  there.  Stahl  lights  yet  another  cigar 
ii  explains:  "In  January  1945  I  was 
8  ong  a  group  of  prisoners  being  trans- 
ited from  Auschwitz  to  Mauthausen. 
I  had  been  in  cattle  cars  for  six  days 
l;hout  food  or  water.  When  they 
i;ned  the  doors,  I  saw  one  man  ex- 
|inge  a  1-kilo  gold  bar  for  a  flask  of 
iter.  Many  people  had  died.  Were  it  not 
a  the  gold,  so  would  that  man."  He 


pauses  and  says:  "That  a  small  piece  of 
metal  can  have  such  power!" 

Today,  Stahl  earns  his  considerable  liv- 
ing as  publisher  of  Green's  Commodity 
Market  Comments,  a  $240-a-year  newslet- 
ter that  concentrates  on  the  gold,  silver 
and  platinum  markets.  He  gives  private 
consultations  to  "many  international  cli- 
ents" for  retainers  of  up  to  $5,000  a 
month.  In  the  words  of  one  highly 
knowledgeable  market  watcher,  Charles 
Stahl  is  a  "gray  eminence"  in  the  rarefied 
world  of  international  metals  trading 
who  has  racked  up  "an  astonishing  series 
of  accurate — and  profitable — forecasts." 


He's  not  always  right.  Not  by  a  long  shot. 
But  in  a  field  heavily  populated  with 
charlatans,  self-proclaimed  geniuses  and 
unsustainable  claims,  Stahl  stands  out  as 
a  beacon  of  genuine  expertise. 

Originally  trained  as  an  architect, 
Stahl  entered  his  current  profession  by 
marrying  into  a  prominent  eastern  Euro- 
pean jewelry  and  metals-trading  family. 
When  the  Nazis  marched  into  eastern 
Poland  in  1940,  Stahl  and  his  wife  fled  to 
Hungary.  The  buttons  on  their  clothing 
were  made  of  solid  platinum,  covered 
with  a  thin  layer  of  cloth.  "We  stayed  in 
Budapest  for  four  years,  continuing  the 
family's  business  while  I  studied  eco- 
nomics. I  often  kept  a  roll  of  gold  Napo- 
leons in  my  pocket;  I  got  so  that  I  could 
tell  how  much  gold  was  in  a  piece  just  by 
holding  it  in  my  hand."  He  was  also  a 
source  of  funds  for  OSS  agents  who  infil- 
trated into  Hungary. 

In  1944  the  Nazis  cracked  down.  "I 
was  arrested  for  my  political  activities 
and  classified  as  an  Aryan;  they  never 
found  out  I  am  a  Jew."  Because  of  his 
expertise,  other  prisoners  often  asked 
him  to  mediate  the  trades  of  gold  and 
gems  for  food — a  practice  that  was  com- 
mon in  the  camps.  When  the  Germans 
needed  someone  who  could  speak  Polish, 
Hungarian  or  German  to  process  new 
arrivals,  Stahl  got  the  job.  That  was  how 
he  survived. 

Miraculously,  his  wife  survived  as 
well,  and  after  the  Russians  liberated  the 
eastern  concentration  camps,  the  two  of 
them  returned  to  Budapest.  "We  had  hid- 
den gold  and  diamonds  in  the  window 
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frames  of  our  house,"  Stahl  recalls.  "But 
we  couldn't  get  to  them  because  Russian 
soldiers  were  using  the  house  as  bar- 
racks. We  had  to  wait  until  they  all  went 
out  one  day  to  retrieve  our  wealth."  In 
1947  Stahl,  newly  settled  in  Geneva,  re- 
sumed his  metals  trading.  He  also  bought 
and  sold  bearer  gold  stocks. 

There  is  a  king  silence  before  Stahl 
resumes  his  story.  He  and  his  family 
came  to  the  U.S.  in  1953,  he  says,  "be- 
cause I  wanted  my  children  to  have  a  real 
home.  In  Switzerland  we  would  always 
have  been  outsiders;  here  we  could  be 
Americans." 

Today  Charles  Stahl  lives  and  works 
on  six  acres  of  rolling  countryside  in 
Princeton,  N.J.  where,  he  says,  he  re- 
ceives phone  calls  from  all  over  the 
world.  "The  markets  are  as  much  a  mat- 
ter of  feel  and  personal  contacts  as  any- 
thing else,"  he  observes.  "I  have  been  in 
the  gold  business  for  over  40  years  now, 
and  have  seen  most  of  the  gold  in  the 
Free  World — in  Ft.  Knox,  the  New  York 
Fed,  the  Mocatta  Metals  vaults  and  in 
the  major  strom:  i  >>ms  in  Europe." 

It's  a  f a  .  s  cory.  We  could  go  on 

all  dav  uut  this  isn't  what  we  came  for — 
although  you  can't  separate  Charles 
Stahl 's  life  from  his  views.  What  does  he 
think  about  gold — after  its  spectacular 
run-up  from  under  $300  an  ounce  to  over 
$800  in  a  single  year  and  its  subsequent 
decline?  He  replies  he  has  no  crystal  ball. 
Only  that  feel  for  the  market.  Stahl:  "I 
recently  recommended  to  my  clients 
that  they  go  short  until  it  hit  the  $565- 
to-$545  range.  It  was  then  trading  at 
around  $630.  I  was  wrong.  The  upheaval 
in  Poland,  the  major  Western  debtor  in 
'  Soviet  bloc,  kept  the  price  high.  So  I 
jHM  advised  my  clients  to  cover  their 
short  positions." 

Stahl  is  in  congenial  territory  now — 
concentration  camps  can  never  be  for- 
gotten, but  they  aren't  the  stuff  of  daily 
experience.  He  warms  to  the  subject  of 
metals  trading.  "I  am  bullish  on  both 
gold  and  silver  long  term,"  he  explains. 
"This  year,  market  supplies  of  both  met- 
als were  down — gold  because  of  the  sus- 
pension of  IMF  and  Treasury  sales,  and 
silver  because  of  the  Hunts'  hoarding. 
But  high  interest  rates  put  pressure  on 
industrial  gold  users,  like  jewelers  and 
electronics  manufacturers,  who  reduced 
inventories.  So,  despite  the  40%  drop  in 
supplies,  user  demand  dropped  at  an 
equal  rate." 

Stahl  believes  it  was  the  runaway  infla- 
tion rate  reported  earlier  this  year  that 
pushed  the  metals  markets  into  a  genu- 
ine buying  panic,  which  quickly  drove 
gold  above  $800  and  silver  over  $50.  Will 
we  see  another  such  episode?  "Not  like- 
ly," he  answers.  "Things  seem  to  have 
settled  down,  although  the  uncertainty 
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of  our  times — the  possibility  of  military 
confrontation  with  the  Soviet  Union, 
the  instability  in  the  Middle  East — can 
heat  things  up  again.  Right  now  gold 
seems  correctly  priced  at  $620  to  $710." 
A  doubling  in  gold  prices  by  the  end  of 
the  decade  is  not  at  all  unlikely,  he  says. 
About  in  line  with  inflation. 

But  silver!  This  is  the  real  buy.  "Com- 
pared with  gold,  silver  is  substantially 
undervalued."  This  is  because  unlike  the 
gold  market,  which  is  sustained  by 
boarders,  silver  is  an  industrial  commod- 
ity whose  market  is  primarily  deter- 
mined by  user  demand.  Speculation  now 
plays  a  much  smaller  role  than  in  the 
gold  market. 

When  speculation  on  a  grand  scale  did 
occur,  the  market  skyrocketed — but  it 
was  moving  upward  anyway.  "The 
Hunts  were  riding  a  long-term  upward 
trend  in  silver,"  Stahl  explains.  "The 


It  says  something  about  silver 
that,  even  after  the  price  col- 
lapse, the  Hunts  released  only 
47  million  of  their  140  million 
ounces  onto  the  market.  Even 
though  they  have  enormous 
debts  to  liquidate,  they  prefer 
to  use  other  assets  rather  than 
part  with  their  silver. 


simple  fact  is  that  for  the  past  20  years 
consumption  has  outstripped  production 
by  at  least  100  million  ounces  a  year."  In 
1979,  for  example,  worldwide  produc- 
tion, exclusive  of  the  Soviet  bloc, 
amounted  to  262.5  million  ounces,  while 
industrial  consumption  came  to  410  mil- 
lion ounces.  "Of  course,"  he  is  quick  to 
point  out,  "secondary  recovery  and  sales 
from  existing  hoards  reduced  the  short- 
fall to  around  25  million  ounces."  Unless 
new  supplies  appear,  total  depletion  of 
current  aboveground  reserves  is  only  a 
matter  of  time. 

Why  the  relatively  low  prices  for  sil- 
ver, then?  "The  Hunt  hoard  is  still  over- 
hanging the  market,"  says  Stahl.  In  late 
March,  when  the  now-famous  margin 
calls  pricked  the  silver  bubble,  the  Hunts 
controlled  about  140  million  ounces.  "It 
says  something  about  silver,"  Stahl  ob- 
serves, "that  even  after  the  price  collapse 
they  released  only  about  47  million 
ounces  into  the  market.  Even  though 
they  have  enormous  debts  to  liquidate, 
they  prefer  to  use  other  assets  rather 
than  part  with  their  silver." 

In  Stahl's  opinion,  it  should  take  a  year 
or  so  for  the  market  to  absorb  the  current 
oversupply  and  stabilize  at  its  "correct 
price"  of  $20  to  $24.  Why  is  this  price 
"correct"?  "It  is  the  price  at  which  ex- 
ploitation of  lower-grade  reserves  be- 


comes economically  feasible.  There 
plenty  of  silver  in  the  ground:  about  2 
billion  ounces;  for  comparison,  only  2 
billion  ounces  have  been  extracted  in  th 
past  500  years.  The  problem  is,  most  a 
these  reserves  require  a  producer  outla 
of  $16  an  ounce.  Current  prices  won 
support  new  mining  ventures." 

The  one  disadvantage  that  Stahl  see 
to  trading  silver  is  the  low  liquidity 
the  markets.  On  an  average  day,  perhap 
3,000  silver  contracts  trade — vs.  35,00 
to  40,000  gold  contracts.  "The  market  i 
vulnerable  to  manipulation,"  he  says 
"One  or  two  big  buyers  can  move  th 
market  up  50  cents  in  one  day.  But  if  yo 
are  willing  to  buy  silver  and  sit  on  it  for 
year  or  more,  it  is  an  excellent  invest 
ment."  A  considerable  degree  of  liquidit 
should  return  to  the  market  if,  as  exped 
ed,  the  Commodity  Futures  Tradin 
Commission  allows  the  exchanges  to  rtj 
duce  the  size  of  the  standard  silver  con 
tract  from  5,000  to  1,000  ounces. 

He  is  equally  bullish  on  silver  stocks 
"Just  look  at  prices,"  he  says.  "Produc 
ers  will  certainly  see  higher  averag 
prices  in  1980  than  they  did  in  1979,  a 
a  stock  like  Hecla,  which  is  now  sellin 
at  7  times  earnings,  should  rise  accorc 
ingly."  Two  others  to  watch  are  Calla 
han  Mining  and  Gulf  Resources 
Chemical,  at  P/E  multiples  of  7  and  1| 
respectively. 

For  all  the  intensity  of  his  experience 
in  World  War  n,  Stahl  doesn't  feel  any  c 
that  almost  mystical,  nay,  almost  sexua! 
attraction  to  gold  and  silver.  He  can  b 
harshly  realistic  about  it. 

"You  see,"  he  elaborates,  "gold  is 
reverse  stock  market  for  the  Free  Work 
When  things  are  good,  the  price  goe 
down;  when  things  are  bad,  it  goes  up." 

Does  he  favor  remonetizing  gold? 

"Absolutely  not,"  he  retorts.  "I  do  nc 
believe  that  gold  should  be  a  part  of  an 
monetary  system,  for  one  main  reason 
At  current  prices,  a  gold  standard  woul 
give  the  Soviet  Union,  which  has  th 
largest  unmined  gold  reserves  in  th 
world — about  5  billion  ounces  in  th 
ground,  out  of  total  world  unmined  re 
serves  of  around  7  billion  ounces — ecc 
nomic  power  that  would  make  OPEC 
seem  like  nothing.  At  current  prices  tha 
represents  $3.2  trillion.  The  Soviet 
would  not  have  to  go  to  war  to  conque 
the  Free  World.  They  could  buy  us  out." 

As  we  said:  Stahl  isn't  one  of  you 
goldbugs.  He  puts  it  into  perspective 
"Look,"  he  says,  "the  one  thing  I  learne 
from  all  my  experiences  is  that  gold  i 
the  insurance  of  last  resort.  It's  often  th 
only  thing  that  will  buy  life  in  a  life-anc 
death  situation.  America  is  the  last  sts 
tion  on  the  refugees'  train.  When  thi 
country  goes,  there  will  be  no  place  lei 
to  turn. 

"If  you  must  own  gold,"  he  advises 
"convert  2%  of  your  assets  and  then  pra 
you  never  have  to  use  it."— Stanley  Ginsbm 
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may  sound  heartless,  but  it  really  isn 't  when  Fro™  a low  of  1  '{8  in  1974' ix  recently hit 

\T      .  ,  lf  j  ,       ,  ,        *^  y.  44  (before  a  pending  stock  split).  Earner's 

ational  Medical  Enterprises  boss  explains: 


Running  a  hospital 
is  no  different  from 
running  a  store 


By  William  Harris 


•  n  Los  Angeles'  Century  City, 
\  there  is  a  handsome  modern  building 
,i  with  an  all-glass  exterior.  A  smiling 
endant  welcomes  you  to  an  interior 
:orated  with  wall-to-wall  carpeting, 
t  lights  and  piped-in  music.  It's  the 
5-bed  Century  City  Hospital,  and  it 
>ks  that  way  because  it's  run  for  profit 
an  upward-striving,  image-conscious 
inmunity,  and  run  very  successfully. 
| 'In  many  ways,  running  ahospital 
lin  is  like  operating  a  hotel  or  retail 
iin,"  says  Richard  K.  Earner,  the  52- 
|ir-old  founder  and  president  of  Nation- 
Medical  Enterprises,  Inc.,  which  owns 
intury  City  Hospital  and  33  others  like 
mostly  in  California,  and  110  nursing 
:Ties,  scattered  in  30  states.  Florence 
^htingaie  he's  not;  Earner  is  a  blunt, 
inspoken,  shirt-sleeves  kind  of  guy, 
I  he  does  have  a  point. 
Customer  appeal  matters:  no  smell  of 
/infectant  or  rubbing  alcohol  in  these 
iridors,  but  lots  of  private  rooms  with 
ih,  color  TV  and,  especially,  better  food. 
\i  everywhere,  that  understated  im- 
jssion  of  prosperous  competence, 
en  the  paying  customer  is  apprehen- 
|2  about  what  you're  going  to  do  to 
l,  little  touches  like  that  mean  a  lot. 
Tie  patients  seem  to  like  it:  National 
idical  gets  the  standard  65%  of  its 
is  occupied,  and  Wall  Street  has  as- 
iied  National's  stock  a  hefty  P/E  of  16. 
put  12  years  ago,  hospital  manage- 
int  companies  like  this  were  just  com- 
on  the  scene.  Today  they  operate 
ut  10%  of  America's  hospital  beds, 
|  that  percentage  seems  certain  to  in- 
jise  rapidly. 

Vhile  the  quality  of  the  medical  care 
|pf  is  comparable  to  other  area  hospi- 
l,  the  bottom  line  is  something  else, 
ijional  returns  5%  net  on  revenues  af- 
jax  instead  of  losses  or  requests  for 
jernment  subsidies;  return  on  equity 
jt  healthy  25%,  while  earnings  per 
:re— $2.74  in  fiscal  1980— have  com- 


pounded at  almost  30%  a  year  for  a  de- 
cade. National's  stock,  like  that  of  half  a 
dozen  other  hospital  management  com- 
panies around  the  country  (only  Hu- 
mana, in  Louisville,  and  Hospital  Corp. 
of  America,  in  Nashville,  are  larger),  has 
performed    even    more  spectacularly. 


own  holdings,  including  options,  are  now 
worth  over  $25  million. 

Behind  the  scenes,  bulk  buying  cuts 
costs,  whether  the  items  are  aspirin  and 
kidney  dialysis  equipment  or  women's 
blouses  and  antifreeze.  Centralized  fi- 
nancial control  is  essential — Century 
City  reports  to  a  National  Medical  com- 
puter in  Los  Angeles.  The  real  estate 
operation  can  make  you  or  break  you.  So 
many  of  National's  hospitals  and  nursing 
homes  are  run  by  M.B.A.  types,  who  are 
not  ashamed  to  apply  business  practices 
that  would  work  well  in  hotels  or  depart- 
ment stores.  Earner  himself  is  a  C.P.A. 
and  has  a  law  degree. 

But  in  the  end,  the  most  important 
marketing  tool  is  not  the  Muzak  or  the 
M.B.A.S;  it's  selling  the  doctors  who  de- 
cide where  to  send  the  patients.  National 
often  builds  medical  office  complexes  ad- 
jacent to  its  hospitals — using  its  own 
construction  subsidiary — and  offers  doc- 
tors space  at  very  reasonable  rates.  Then 
National  makes  sure  its  hospitals  have  all 
the  latest  diagnostic  and  therapeutic  giz- 


President  Richard  K.  Earner  of  National  Medical  Enterprises 
Good  profits  from  keeping  patients— and  doctors — happy. 
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If  the  house  weren't  insured, 
Dancin'  couldn't  bring  it  down. 


It's  an  old  cliche  that  the  show  must 
go  on.  But  without  insurance,  that  tra- 
dition  might  die.  The  truth  is,  insurance 
is  what  helps  keep  show  business  in 
business. 

Owners  simply  couldn't  afford  to 
book  shows  into  their  theaters  without 
msurance.  The  risks  -  to  the  performers, 
the  audience,  and  the  theater  itself— 
would  be  too  great.  In  fact,  without 
insurance,  you'd  never  get  to  enjoy  a  lot 
of  things  that  add  drama  to  your  life. 


Insurance  isn't  just  for  when  things 
go  wrong.  It  also  helps  us  get  more  out 
of  life.  And  because  insurance  allows 
people  to  face  financial  risks  they  other- 
wise couldn't  afford,  it  plays  a  vital  role 
in  America's  free  enterprise  system. 

We're  proud  of  the  insurance  busi- 
ness. And  the  people  involved  in  it. 
Especially  our  more  than  1,300  inde- 
pendent insurance  agents  and  brokers 
who,  with  us,  are  dedicated  to  helping 
insure  the  American  way  of  life. 


Industrial  Indemnity 

a  Crum  and  Forster  organization 


Home  Office:  San  Francisco  94120 


BERMUDA 
VA5  HERE. 


PUERTO  RICO 
VAi  HERE. 


5ITMAR 
WAS  HEKE. 


CATCH  AH 
EASTERH  SUNSET 

|iSff  1ft  . 

EASTERN  AIRLINER 
VA5  HEKE. 


JAMWA 


JAMAICA 
WAS  HEAL. 

VHEKE  VEKE  YOU  LA5T  VEEK? 


Everyone  yearns  for  faraway  places. 
But  how  many  people  actually  pack  bags  and  catch  planes? 
New  Worker  readers  do.  Id  them,  travel  ads 
are  useful  information.  Which  makes  The  New  Yorker 
the  right  destination  for  travel  advertisers. 

YE5,  THE  NEW  YORKER 


ios — and  competent  technicians — that 
octors  love.  Keep  the  doctors  happy  and 
iey'11  steer  their  patients  next  door  to 
le  NME  hospital. 

It's  those  diagnostic  procedures  where 
ou  make  money — not  the  $160-a-day 
lat  most  California  hospitals,  including 
fME's,  charge  these  days. 

Besides  owning  high-profit  gadgets, 
IME  enhances  profits  by  owning  hospi- 
ds  in  distinctly  upscale  neighborhoods, 
hat  way  a  good  percentage  of  its  pa- 
ents  will  be  covered  by  some  form  of 
rivate  insurance,  which  pays  bills  in 
ill.  (Government  insurance  plans, 
Tiich  cover  the  majority  of  all  U.S.  hos- 
Ltal  patients,  offer  cost-related  reim- 
ursement  rates.)  The  hospitals  are  care- 
Uly  tailored  to  fill  a  local  niche  efficient- 
%  National's  Century  City  Hospital,  for 
istance,  sits  on  the  edge  of  Beverly 
[ills.  It  doesn't  offer  such  labor-inten- 
ve,  and  less  profitable,  health  services 
3  obstetrics  or  emergency  room  care, 
/hy  duplicate  services  widely  and  ably 
Efered  in  many  nearby  facilities?  And  if 
du  need  something  really  esoteric,  like 
rain  surgery,  you'll  have  to  go  to  a  uni- 
;rsity  hospital  like  UCLA  Medical  Cen- 
\r.  Century  City  Hospital  gears  its  ser- 

ces  to  an  older  community's  more  fre- 
lently  felt  needs,  things  like  radiation 
terapy  and  orthopedic  surgery. 

National  is  making  good  time  on  the 

quisition  trail.  The  company  buys  sev- 


eral private  hospitals  each  year,  and  in  a 
$47  million  deal  completed  last  year 
bought  Hillhaven  Corp.,  a  chain  of  about 
100  nursing  homes  that  helped  to  more 
than  double  NME's  revenues  and  profits 
(to  $723  million  and  $29.5  million,  re- 
spectively). Hillhaven's  beds  are  90%  oc- 
cupied in  a  business  that  many  analysts 
think  will  outperform  even  hospital 
management  over  the  next  decade. 

"Nursing  homes  are  maligned  because 
it's  a  very  unglamorous  job,"  Earner  says. 
"But  the  opportunity  to  make  money  is 
better  than  it  once  was  because  the  de- 
mand is  there.  The  population  is  growing 
older.  No  new  facilities  are  being  built 
and  the  government  is  raising  reimburse- 
ment rates." 

Earner  backed  into  the  hospital  busi- 
ness. While  practicing  law  he  acquired  a 
group  of  doctors  as  clients  who  were 
investing  in  their  own  private  hospitals. 
After  a  while,  they  needed  money  to 
finance  their  fast-growing  businesses 
and,  led  by  Earner,  went  public  in  1969. 

Earner  is  fast  on  his  feet.  During  a 
recent  visit  to  Saudi  Arabia,  where  Na- 
tional has  a  $150  million  five-year  hospi- 
tal management  contract,  his  Saudi 
hosts  mentioned  one  evening  they'd  like 
Earner  to  construct,  staff  and  manage  an 
extension  to  the  hospital.  Earner  sat  up 
all  night  analyzing  costs  and  drawing  up 
a  contract.  Within  a  week  the  Saudis 
signed  the  deal  and  Earner  went  home 


with  a  big  piece  of  a  $362  million  joint 
agreement.  Earner  will  probably  keep  Na- 
tional's Saudi  profits  overseas,  where 
they  remain  tax  free,  so  he  can  eventual- 
ly invest  them  in  European  hospitals. 
The  dismal  reality  of  socialized  health 
care  in  England  and  Sweden  has  people 
there  flocking  to  private  physicians. 

Should  hospital  care  be  provided  by 
such  aggressive — even  opportunistic — 
investor-owned  entities  instead  of  mu- 
nicipal, university-affiliated  or  charitable 
institutions?  Already  Earner  is  selling 
some  of  National's  expertise,  either  man- 
aging others'  hospitals,  consulting  on 
cost-cutting  techniques  or  even  supply- 
ing specific  services  like  respiratory  ther- 
apy, including  the  people  to  run  them. 
With  soaring  health  costs  and  private- 
pay  patients  subsidizing  the  others,  pro 
prietary  hospitals  like  National's  are  ulti- 
mately cheaper  to  the  consumer. 

Back  home,  Earner's  Los  Angeles  of- 
fice looks  out  over  the  huge  832-bed  Vet- 
erans' Administration  Hospital.  He  stops 
talking  a  moment,  stares  down  at  the 
building  and  scowls:  "That  overde- 
signed,  overbuilt  hospital  is  a  colossal 
waste  of  public  funds.  Its  inefficient  use 
of  space  and  personnel  is  outrageous." 
He  pauses  to  stub  out  his  cigarette,  angri- 
ly adding  as  he  does  that  the  VA  doesn't 
even  give  good  health  care  in  exchange 
for  its  tax-dollar  millions.  Not  by  Dick 
Earner's  standards.  ■ 


?you  thought  the  oil  companies  were  already 
sporting  high  earnings  figures,  take  a  look  at 
lis  year's  lOKs.  Be  sure  you're  sitting  down. 


Buried  treasure 


Numbers  Game 


n  the  oil  companies'  10K  reports 
this  year  are  astonishing  figures  for 
pretax  earnings  from  exploration  and 
'duction.  Using  the  newly  required 
serve  recognition"  system  of  account- 
— the  oil  companies  are  still  resisting 
-Exxon  shows  pretax  exploration  and 
duction  profits  of  $23.4  billion  for 
'9,  as  opposed  to  $4.6  billion  under 
nerally  accepted  accounting  princi- 
s."  For  Gulf  the  same  figures  change 
n  $2.4  billion  to  $12.7  billion,  for 
:aco  from  $2  billion  to  $7.6  billion. 
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Next  year,  figures  like  this  will  appear 
not  just  in  the  lOKs  most  stockholders 
have  to  write  away  for,  but  in  the  annual 
reports  that  come  in  the  mail.  The  huge 
"rra"  numbers  do  not  show  up  in  the  oil 
and  gas  companies'  main  income  state- 
ments— yet.  If  the  SEC  has  its  way,  in 
years  to  come  they  well  might.  Much  as 
the  oil  companies  dislike  these  numbers, 
with  some  justification,  they  show  the 
investor  two  things  he  would  have  no 
way  of  knowing  under  traditional  his- 
torical accounting:  the  effect  of  price 
changes  on  reserves  and  the  value  of  new 
oil  discovered. 

Take  Texaco  for  example.  Traditional 


statements  would  say  nothing  of  the  $9.4 
billion  the  firm  gained  in  the  value  of  its 
reserves  due  to  price  increases  alone  in 
1979.  They  would  go  on  to  say  nothing 
about  the  $1.2  billion  in  new  discoveries 
net  of  the  production  expense  of  those 
discoveries.  All  they  would  show  would 
be  figures  on  the  oil  and  gas  produced  and 
sold  in  a  year. 

But,  under  reserve  recognition  ac- 
counting, Texaco  begins  by  adding  these 
two,  then  subtracts  the  value  of  the  oil 
and  gas  it  used  during  the  year  and  re- 
vises its  estimates  of  reserves.  Finally, 
they  subtract  most  of  the  year's  explora- 
tion costs  and  make  some  technical  ac- 
counting adjustments.  Final  figure:  $7.6 
billion.  That's  almost  4  times  the 
amount  Texaco  reported  for  the  oil  and 
gas  it  sold  last  year.  The  rra  numbers 
would  have  no  effect  on  taxation.  Taxes 
would  still  be  figured  on  operating  earn- 
ings. These  figures  will  be  presented  only 
for  the  enlightenment  of  the  investor, 
not  the  gain  of  the  IRS. 

The  rra  numbers  have  been  a  while 
coming.  In  1975  Congress  asked  the  SEC 
to  come  up  with  a  new  means  of  oil  and 
gas  accounting.  Initially,  the  SEC  turned 
the  task  over  to  the  Financial  Account- 
ing Standards  Board.  The  FASB  took  a 
few  years,  par  for  the  course,  and  came 
up  with  proposed  regulations  that  in  es- 
sence picked  one  of  the  existing  histori- 
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The 
right  mix 
at  the 
right  time 


Fifty  years  ago  we  were  a 
pioneering  pipeline  company. 
Today  we're  a  diversified 
international  complex  of 
energy-based  enterprises.  This 
success  is  the  result  of  careful 
planning,  willingness  to  take 
appropriate  risks,  and  the 
building  of  a  solid,  stable  foun- 
dation for  expansion.  We're 
growing  from  there. 

Gas  is  our  cornerstone. 

Our  regulated  natural  gas 
business  is  the  dependable 
centerpiece  of  our  opera- 
tions. Its  long-term  stability 
underpins  our  expansion  into 
energy-related  fields  where  the 
reward  of  taking  risks  has 
been  success.  Natural  gas  is 
also  our  own  most  valuable 
resource,  providing  the  basis 
for  most  of  the  products  we 
develop  and  sell. 


Worldwide 
opportunity  in 
liquid  fuels. 

It  will  be  many  years  befc 
synthetic  fuels  and  mon 
exotic  energy  sources  n 
a  significant  contributior 
Natural  gas  and  its  deri 
tives  must  carry  more  o 
the  energy  burden  in  thi 
1980s.  For  InterNorth  th 
opportunity.  For  exampl 
we're  completing  a  plar 
Wyoming  capable  of 
extracting  100,000  gallo 
natural  gas  liquids  a  da 
And  we'll  be  importing  I 
fuels  from  the  North  Se 
pursuing  opportunities  t 
build  our  worldwide  tra« 


've  got  an  edge 
petrochemicals. 

petrochemical  business  is 
lical.  But  we've  got  an  advan- 

Our  petrochemical  oper- 
>ns  use  natural  gas  liquids  as 
I  materials,  rather  than  more 
tensive  crude-oil  byproducts, 
s  will  help  ensure  that  our 
"irochemical  products  are 
npetitive  in  both  U.S.  and 
'  Id  markets. 


Exploring  pays  off. 

Forming  our  own  explora- 
tion and  production  company 
was  a  sound  investment.  Last 
year  we  drilled  96  productive 
gas  wells  out  of  144  tries, 
a  good  batting  average  in  that 
high-risk  business.  Explor- 
atory successes  added 
56  billion  cubic  feet  of  natural 
gas  and  650,000  barrels  of 
liquid  hydrocarbons  to  our 
reserves.  We're  continuing  to 
drill  development  wells  and 
to  aggressively  drill 
wildcat  prospects. 

Coal's  day  is  coming. 

Coal  reserves  comprise  about 
80%  of  U.S.  domestic 
fossil  fuel  resources,  yet  coal 
currently  supplies  only  19% 
of  the  nation's  energy  needs. 
We'll  grow  as  the  role  of  coal 
grows.  We're  mining  now,  and 
have  340  million  tons  of 
coal  under  lease. 


Our  complex  of  energy- 
based  businesses  combines 
continuing  financial 
strength  with  realizable 
opportunities  to  further 
enhance  our  growth. 
Careful  planning  and  bold 
execution  built  us  today's 
strong  position  to  seize 
tomorrow's  opportunities 
-  the  right  mix  at  the 
right  time. 

For  further  information  call: 
Roy  A.  Meierhenry,  Vice 
President  and  Treasurer, 
402-348-4937. 


Northern  Natural  Gas  Company  ■  Peoples  Natural  Gas 

Northern  Liquid  Fuels  Company  ■  Northern  Petrochemical  Company 

Nortex  Gas  &  Oil  Company  ■  Northern  Coal  Company 

Home  Office:  Omaha,  Nebraska 


CHICAGO 

The  Magnificent  Mile 
begins  at  Hyatt  Regency. 

Enter  a  dazzling  hotel  of  reflecting 
3  mirrors,  beams  of  light,  cascading  water 
V  and  a  sparkling  lagoon.  Explore  Chicago  s 
'   finest  shopping  along  Michigan  Avenue. 


NEW  YORK  W 

Grand  Hyatt  reflects  the  % 
greatness  of  the  Big  Apple       V  ,1 

Discover  a  mirrored  atrium  centered  around 
a  waterfall.  People-watch  from  SunGarden  j 
lounge.  Walk  to  theatre,  shopping  \ 
and  business.  Adjacent  to 
Grand  Central  station. 


CHICAGO  CHARE 

There's  more  than  the 
airport  at  Hyatt  Regency  O'Hare. 

Rise  in  glass  elevators  to  the 
revolving  rooftop  Polaris^  Lounge.  Dine 
elegantly  at  Hugo's*  Refresh  in  the 
year-round  pool  and  sauna. 


/ 


VANCOUVER 

Hyatt  is  in  the 
i  I     heart  of  everything  exciting. 
Stcy  downtown,  overlooking  the  harbour  and 
;urrounding  mountains.  Dine  elegantly  at 
Truf  es.  Enjoy  60  shops,  and  panoramic 
vi^ws  from  rooftop  lounge  ■ 


1  i 


For  reservat 


HYATT©HOTELS 

CAPTURE  THE  SPIRIT, WORLDWlt 

Freshly  prepared  natural  foods  are  a  special  touch  of^/ott? 
atsons ;  at  83  hotels  worldwide  call  your  travel  planner  or  800  228  9000. 
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il-cost  methods.  As  is  emphatically  riot 
ir  for  the  course,  the  SEC  didn't  care  for 
ie  FASB's  approach  and  took  on  the  job 
self. 

The  SEC  may  wish  it  had  left  well 
lough  alone.  Not  only  have  virtually  all 
ie  major  oil  companies  disputed  the 
stem  in  letters  to  the  SEC,  they  have 
sowned  the  new  calculations  right  in 
ieir  lOKs.  Thus  spake  Conoco  in  its 
irrent  10K:  "Conoco  believes  that  the 

suits  .  .  .  are  meaningless  and  ,  

isleading."  In  this  year's  batch 
oil  company  lOKs,  you  will 
id  comments  like  this  fol- 
wed  by  pages  and  pages  of 
iticisms  and  refutations. 
The  SEC's  chief  accountant 
.arence  Sampson  responds, 
^hat  kind  of  thing  isn't  con- 
ructive  at  all.  We  asked  the  oil 
mpanies  to  experiment  with 
It  to  come  up  with  a  better 


does  an  oil  company's  balance  sheet  tell 
you  at  the  moment?"  Solomons  asks. 
"One  of  the  most  important  items  is 
missing  from  it  except  in  a  footnote  at 
the  bottom — its  oil  and  gas  reserves.  And 
when  you've  said  everything  that  can  be 
said  about  the  uncertainty  surrounding 
the  value  of  those  reserves  there's  one 
number  you  can  be  certain  is  wrong. 
That's  the  number  accountants  currently 
use:  zero." 

Not  having  to  revalue  reserves,  of 
course,  tends  to  keep  your  earnings  fig- 
ures steady.  If  you  sell  more  oil  each  year 


Resistance  movement 


The  huge  difference  between  pretax  production 
and  exploration  earnings  under  GAAP  and  under 
RRA  help  explain  oil  companies'  fierce  resistance 
to  RRA.  Booking  earnings  upon  discovery  of  oil 
under  RRA  is  a  distortion,  companies  say.  Propo- 
nents think  it  reflects  the  real  world. 


$  Billions 


stem.  Instead  they  gave  us  the 
inimum  we  asked  for  and  ar- 
jed  with  that." 

The  oil  companies  argue  that 
I  asks  for  the  impossible, 
[bu  can't  send  a  little  man 
|wn  a  hole  in  the  ground  to 
[unt  the  reserves,"  says  Robert 
|  Drummond,  comptroller  of 
pbil's  exploration  and  produc- 
e  division.  "It's  a  real  problem 
I  the  credibility  of  all  our 
bribers  to  include  these  unver- 
Ible  rra  numbers." 
Prummond  cites  a  study  by 
I  accounting  authority  Stanley 
Irter  (with  the  assistance  of 
I  former  firm,  Arthur  Young 
ICo.)  to  bolster  the  argument, 
cording  to  this  study,  under- 
|en  for  the  American  Petro- 
1m  Institute,  the  SEC  decision 
is  "made  in  a  'vacuum.' 
1  Reserve  estimates  do  not 
Isess  the  characteristics  of 
tfiability,  reliability  and  comparabil- 
1  that  are  necessary  for  .  .  .  financial 
lements."  The  gist  of  the  report  is 
|t  no  two  people  making  the  same 
[erve  estimate  come  up  with  the  same 
mre.  In  fact,  only  14%  of  the  time  do 
lly  come  within  10%  of  each  other, 
ijliguring  oil  reserves  is  admittedly  far 
jin  an  exact  science.  But  rra's  propo- 
iits  argue  that  it's  better  to  give  esti- 
i  tes  of  the  increasing — or  decreasing — 
jiie  of  the  reserves  than  to  ignore  their 
lltence  altogether.  "I'd  rather  have  a 

Ivant  number  which  is  surrounded  by 
!  Fgree  of  doubt  than  a  number  which  is 
Ifclutely  precise,  but  totally  irrele- 
llt,"  comments  David  Solomons,  a 

fessor  of  accounting  at  the  Wharton 
flool,  who  has  looked  deeply  into  the 

tceptual  issues  raised  by  rra.  "What 
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Reserve  recognition  accounting  (RRA) 


I  Generally  accepted 

'  accounting  principles  (GAAP) 


Efi 


I 


than  the  last,  and  if  the  price  either  stays 
the  same  or  goes  up,  you're  sure  of  con- 
stantly increasing  earnings.  Under  rra, 
life  is  not  so  well  ordered.  If  prices  stabi- 
lized for  a  year,  or  if  the  unimaginable 
happened  and  they  went  down,  earnings 
would  swing.  Says  the  SEC's  Sampson, 
"Businessmen  get  very  upset  when  they 
see  volatility  in  earnings.  But  from  a 
regulator's  point  of  view,  they  should 
show  volatility  when  there  is  volatility." 

It  may  well  be,  however,  that  one  of 
the  oilmen's  biggest  reasons  for  resisting 
rra  is  one  they  are  loath  to  voice — genu- 
ine concern  about  the  sheer  size  of  the 
rra  figures.  Oil  companies  have  been 
catching  enough  hell  on  their  earnings 
reported  under  the  old  rules.  Imagine  the 
kind  of  ruckus  that  could  be  raised  with 
these  rra  figures.  Unreasonable  cries  of 


gouging  would  be  heard  throughout  the 
land — although  not  one  penny  of  the  pu- 
tative exploration  and  production  "prof- 
it" had  been  realized. 

But  that's  just  about  the  only  objection 
the  oil  companies  haven't  offered. 
Among  their  complaints:  It  might  be  dif- 
ficult to  compare  oil  companies  and  oth- 
er companies  that  don't  mark  their  as- 
sets up  to  market  value;  the  discount  rate 
used  to  take  inflation  and  risk  into  ac- 
count is  an  arbitrary  one;  it  will  be  diffi- 
cult to  consolidate  their  own  statements. 
The  SEC  says  it  wants  to  be  responsive 
to  all  of  these  concerns,  but  the 
oil  companies  would  be  more 
than  glad  to  derail  the  progress 
of  rra  with  any  objections  they 
can  muster. 

They  have  won  at  least  one 
concession  from  the  SEC.  For 
now,  those  rra  statements  will 
not  have  to  be  audited.  That 
means  that  they  can  be  handled 
in  the  back  of  the  lOKs  and  an- 
nual reports.  But  that's  probably 
going  to  be  a  short-lived  victory. 
Barring  a  change  of  heart  at  the 
SEC,  rra  will  probably  be  in  the 
audited  parts  of  reports  eventu- 
ally. It  may  not  be  in  exactly  the 
same  form  it  is  now.  It  may  be 
modified  in  a  hundred  ways.  But 
it  will  be  there. 

At  present,  few  analysts  or  in- 
vestors really  know  what  to  do 
with  this  information.  Even  the 
SEC's  Sampson  admits  that 
many  of  the  financial  analysts 
contacted  are  ignoring  the  new 
figures.  After  all,  the  new  num- 
bers are  staggeringly  high,  don't 
seem  to  bear  any  relationship  to 
traditional  accounting  and,  as 
noted,  the  oil  companies  them- 
selves have  almost  universally 
disowned  the  information  in 
their  lOKs. 

But  the  investing  public  had 
better  pay  attention.  This  move 
by  the  SEC  has  revolutionary 
implications  that  go  beyond  oil  and  gas 
accounting  alone.  It  was  an  issue  the  SEC 
thought  so  important  that  it  overrode 
the  FASB  on  it — the  first  time  that's  ever 
happened. 

Rra  changes  the  very  meaning  of  earn- 
ings for  the  oil  and  gas  industry  and 
potentially  for  all  other  industries.  It  is 
one  of  the  changes  that  may  force  ac- 
countants to  come  to  grips  with  infla- 
tion and  constantly  changing  prices. 
Moreover,  it  recognizes  what  is  really 
important  in  the  oil  industry — oil.  If  rra 
is  ultimately  accepted,  it  will  reach  into 
the  core  of  the  FASB's  long-awaited 
definition  of  accounting  principles. 
Though  the  numbers  are  presently  hid- 
den in  the  nethermost  reaches  of  lOKs, 
that's  clearly  the  kind  of  information 
worth  digging  {ox.— Richard  Greene 
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What  happens  when  two  sides  are  eyeball-to- 
eyeball  and  nobody  blinks?  In  White  Motor's 
case,  maybe  a  good  thing. 

Gimme  that 
good  ole 
Chapter  1 1 


By  Steven  Flax 

Traffic  for  miles  around  Michi- 
gan's famous  Mackinac  Bridge 
was  abruptly  backed  up  on  the  La- 
bor Day  weekend.  Photographers  hang- 
ing out  of  the  bridge  tower  snapped 
away.  Onto  the  bridge  rumbled  a  gleam- 
ing heavy-duty  Road  Boss  truck  to  have 
its  picture  taken. 

Admittedly,  new  motor  vehicle  intro- 
ductions are  a  big  deal  in  Michigan.  But 
that  truck  was  from  White  Motor  Corp., 
the  $1.2  billion  (1979  revenues)  manufac- 
turer of  heavy  trucks,  farm  equipment 
and  lift  trucks.  That  same  day,  on  Aug. 
31,  1980,  every  penny  of  White's  bank 
credit  had  technically  expired.  Just  four 
days  later,  the  company  petitioned  under 
Chapter  1 1  of  the  Federal  Bankruptcy 
Laws.  Grotesque  coincidence?  Or  exam- 
ple of  a  company  running  too  hard  to  roll 
over  and  die? 

White  never  really  recovered  from  the 
last  recession,  when  it  lost  $104  million. 
Ever  since,  it  has  been  cash  poor  and 
heavily  dependent  for  working  capital  on 
a  group  of  27  banks  and  several  insurance 
companies.  Takeover  talks  with  Renault 
and  MAN,  a  German  company,  fell 
through.  White  had  stiff  annual  interest 
charges,  and  cash  flow  shrank  when 
Consolidated  Freightways  Inc.  withdrew 
its  Freightliner  brand  of  heavy  truck 
from  White's  distribution  system. 

Even  so,  the  White,  Autocar  and  West- 
ern Star  brand  names  have  good  reputa- 
tions in  the  industry.  The  company  of- 
fers a  broad  product  Une  with  great  flexi- 
bility. And  the  company  recently  added 
right-hand-drive  vehicles  for  the  British 
markets  and  military  vehicles  to  comple- 
ment their  existing  lines.  Three  relative- 
ly new  plants  are  now  each  devoted  to  a 
single  product  line.  Operationally,  then, 
a  good  enough  company.  Financially,  a 
lousy  one. 

New  management — Cruse  Moss  from 
AM  General,  a  subsidiary  of  American 
Motors,  and  Keith  Mazurek  from  Inter- 


national Harvester — came  in  with  a 
mandate  to  cut  costs  and  put  together  a 
little  working-capital  cushion.  Moss  and 
Mazurek  laid  off  two  layers  of  sluggish 
upper  management,  saving  $8  million; 
reduced  salaried  personnel  by  35%;  reor- 
ganized plant  utilization;  closed  the 
truck  group  office  in  Eastlake,  Ohio;  dis- 
continued truck-part  fabrication  at  the 
Cleveland  plant;  and  ceased  heavy-truck 


Mazurek  ( top)  and  CEO  Moss  of While  Motor 
They  can  keep  on  truckin'. 


production  at  its  plant  in  Exton,  Penna. 

But  during  the  first  half  of  this  year, 
interest  expense  for  White  ballooned  to 
$46  million.  Says  Moss,  "I  knew  this  job 
would  be  risky,  but  I  never  thought  that 
I'd  be  paying  26%  for  money." 

Nor  did  either  Moss  or  Mazurek  expect 
the  heavy-truck  market  to  collapse  as  it 
has  this  year.  Through  July  the  market 
produced  gross  orders  of  65,000  units  and 
then  canceled  over  44,000  of  them. 
White  lost  $46.8  million  on  sales  of 
$524.3  million  in  the  first  half.  In  addi- 
tion, plant-closing  costs  decreased  work- 
ing capital  $59.5  million. 


White's  revolving  credit  agreenn 
was  due  to  expire  Aug.  31,  1980.  Mt 
and  Mazurek  negotiated  an  agreemenl 
principle  with  Bill  Davidson  of  Guard: 
Industries  Inc.,  a  glass  manufactu 
from  Northville,  Mich.  For  $55  millior 
cash,  Guardian  would  get  a  50%  inter 
in  White's  wholly  owned  White  Mo 
Credit  Corp.  which  could,  at  Guardia 
option,  be  converted  into  a  controll 
interest  in  White  Motor.  If  White  sta' 
in  business,  Guardian  could  be  gain 
control  of  a  $1  billion  company. 

Guardian  required  that  White  arrai 
adequate  financing  that  did  not  inch 
White's  pledging  assets  and  collateral 
a  new  line  of  credit.  White's  creditl 
had  not  previously  required  the  ccl 
pany's  assets  as  security.  Now  the  Le  I 
ing  consortium  asked  for  just  that. 

If  White  agreed,  the  lenders'  ckl 
would  supersede  Guardian's  in  the  evl 
of  bankruptcy,  leaving  Davidson  a  cl 
trolling  interest  only  in  what  the  bai 
left  him  to  pick  over.  He  didn't  want 

White  argued  that  its  suppliers  1 
stood  by  the  company  when  cash  v 
scarce;  why  subordinate  the  interest 
the  very  suppliers  who  had  helped  Wr 
stay  in  business?  In  vain. 

Why,  especially  since  the  revolv 
credit  would  not  bring  White  any  r 
money?  If  the  terms  were  formerly  sa 
factory  when  money  was  actually  cha 
ing  hands,  then  why  weren't  they  sa 
factory'  now?  Also  in  vain. 

How  could  White  negotiate  with  s 
pliers  who  knew  that  White  ranked  tl 
interests  below  those  of  its  lenders?  W 
good  was  the  bank  credit  to  them  if  t. 
couldn't  do  business  as  usual  with  it? 

But  the  banks  held  out  for  blood. 

On  Sept.  2  the  credit  agreement  j 
dead,  and  AmeriTrust  and  Central 
tional  Bank  in  Cleveland  seized  oven 
million  of  White's  cash  on  deposit, 
next  night,  on  Sept.  3,  1980,  Whi 
board  met  and,  seeing  that  the  credit  I 
already  expired,  authorized  White  to  I 
under  Chapter  11  if  the  next  day's  tM 
got  no  further.  They  got  no  further. 

When  Judge  Mark  Schlachet  of 
U.S.  Bankruptcy  Court  in  Cleveland 
cepted  White's  petition,  White's  S 
million  in  assets  exceeded  liabilities 
$154  million.  Cash  on  hand  was  $1 
million. 

The  death  knell?  Wait.  Paradoxica 
in  reorganization  White  is  in  the  1 
competitive  posture  it  has  been  in  fi 
long  time.  White  has  been  momenta 
relieved  of  its  heavy  interest  and  ref 
ment  burden  of  unsecured  liabilities 
excess  of  $300  million.  In  addition,  ■ 
rent  assets  are  now  available  to  conti 
to  pay  employees  and  suppliers,  as  is 
the  interest  income  coming  to  the  W 
Motor  Credit  Corp. 

Says  Moss,  "This  current  situai 
provides  the  two  ingredients  that 
been  missing — time  and  money — for 
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This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE 


September  5,  1980 


1,350,000  Shares 


Amdahl  Corporation 

Common  Stock 

(Par  Value  $.05) 


Price  $28,375  per  share 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the  several  underwriters, 
including  the  undersigned,  only  in  States  in  which  such  underwriters  are  qualified 
to  act  as  dealers  in  securities  and  in  which  the  Prospectus  may  legally  be  distributed. 


The  First  Boston  Corporation 


Bache  Halsey  Stuart  Shields 

Incorporated 

Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 

E.  F.  Hutton  &  Company  Inc. 


,ehman  Brothers  Kuhn  Loeb 

Incorporated 

F.  Rothschild,  Unterber^,  Towbin 


Bear,  Stearns  &  Co. 
Drexel  Burnham  Lambert 

Incorporated 

Kidder,  Peabody  &  Co. 

Incorporated 


Dillon,  Read  &  Co.  Inc. 
Goldman,  Sachs  &  Co. 
Lazard  Freres  &  Co. 


Merrill  Lynch  White  Weld  Capital  Markets  Group 

Merrill  Lynch,  Fierce,  Fenner&  Smith  Incorporated 


Salomon  Brothers 


Shearson  Loeb  Rhoades  Inc. 


Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

Dean  Witter  Reynolds  Inc. 


Warburg  Paribas  Becker 

A.  G.  Becker 


Wertheim  &  Co.,  Inc. 
Hambrecht  &  Quist 


new  management  to  complete  the  re- 
structuring of  the  company."  Says  Ma- 
zurek,  "At  this  time  we  have  a  firm 
production  plan  for  800  trucks  next 
month  and  adequate  orders  and  supplies 
to  continue  at  those  rates.  We  are  going 
over  our  marketing  network  for  farm 
equipment.  But  we  also  may  end  our 
policy  of  building  farm  machinery  for 


inventory;  we  can't  afford  that  luxury." 

Adds  Moss,  "We're  going  to  accelerate 
our  penetration  of  major  fleets  and  the 
foreign  and  military  markets.  I  think  a 
10%  market  share  is  reasonably  attain- 
able. We've  had  our  best  international 
truck  month  last  month." 

Of  course,  White's  reorganization 
won't  mean  a  thing  until  the  heavy-truck 


market  comes  back.  And  buys  Whi 
trucks  despite  Chapter  11.  Still,  analy 
Arvid  Jouppi  of  John  Muir  says  Moss  ar 
Mazurek  will  probably  get  their  goc 
shot  at  turning  White  around  at  last.  Fi 
the  first  time  in  over  five  years  Whi 
has  both  the  management  and  the  mo: 
ey  to  act.  Now,  any  customers  for  th 
truck  on  the  Mackinac  Bridge?  ■ 


British  Columbia  Resources  Investment  Corp. 
finally  made  its  big  move,  but  not  without  the 
blessing  of  Edgar  Kaiser  Jr. 


Canada's  new 
coal  king 


Kaiser  Steel  and  Kaiser  Resources  Chairman  Edgar  Kaiser  J r 

Without  him,  one  of  the  biggest  deals  in  Canadian  history  wouldn't  fly. 




As  president  of  British  Columbia 
Resources  Investment  Corp.,  45- 
year-old  David  Helliwell  certainly 
doesn't  have  any  difficulty  hearing  from 
his  stockholders.  All  he  has  to  do  is  walk 
out  his  Vancouver,  B.C.  door.  "Brick,"  as 
his  company  is  popularly  known,  has 
more  than  1.8  million  shareholders,  just 
about  all  the  people  who  live  in  British 
Columbia.  That  gives  Helliwell  50% 


more  shareholders  than  General  Motors. 

Recently  Helliwell  heard  a  few  hoots 
and  hollers  from  his  shareholders  when 
Brick,  sitting  on  a  $370  million  cash 
hoard,  offered  $55  a  share  (Canadian)  for 
Kaiser  Resources,  the  Vancouver-based 
Canadian  coal  king.  A  few  days  earlier 
Kaiser  Resources  had  been  trading 
around  33.  "I  think  it's  a  fair  price,"  says 
Helliwell.  He's  obviously  betting  that  the 


coal  business  is  approaching  a  breakou 

The  whole  deal  is  rather  strange.  Brie 
was  "spun  out"  to  the  citizens  of  Briti: 
Columbia  two  years  ago.  Until  the 
Brick's  assets  were  owned  by  a  left-lea 
ing  provincial  government,  turned  out 
office  in  1975.  Stock  in  Brick,  whic 
owns  an  impressive  portfolio  of  natur 
resource  investments,  was  handed  out 
five-share  lots  to  citizens  of  British  C 
lumbia.  Then  B.C.  residents  bought  a 
other  84  million  shares  in  a  $6-a-sha 
offer,  making  Brick  one  of  the  riche 
companies  in  Canada.  Today  it  has  I 
borrowing  power  of  at  least  $1  billion. 

So  in  its  biggest  deal  to  date,  Brick 
offering  $620  million  for  the  25%  of  Kj 
ser  Resources  owned  by  ailing  Oaklan 
based  Kaiser  Steel,  the  30%  in  Canadi 
public  hands  and  5%  owned  by  Edg 
Kaiser  Jr.  For  another  $413  millia 
Helliwell  also  is  offering  to  buy  the  40 
owned  by  ten  Japanese  companies,  ma 
ing  the  tender  offer  one  of  the  largest 
Canadian  history.  The  Japanese,  wl 
buy  about  70%  of  Kaiser's  coal,  arei 
likely  to  sell,  and  Helliwell  hopes  th 
good  a  customer  won't. 

The  linchpin  to  the  deal,  which  ove 
night  vaults  Helliwell  and  Brick  to  t 
front  ranks  of  Canadian  industry,  is  3 
year-old  Edgar  F.  Kaiser  Jr.,  grandson 
the  late  American  industrialist  Henry 
Kaiser.  Young  Kaiser,  who  earlier  tr 
year  became  a  Canadian  citizen,  is  cha 
man  of  Kaiser  Steel.  He  also  is  chairm 
of  Brick's  target,  Kaiser  Resources, 
company  he  rescued  from  the  brink 
bankruptcy  during  the  Seventies. 

Helliwell,  no  fool,  knew  that  witho 
securing  Edgar  Kaiser  Jr.'s  blessing  Bri 
probably  couldn't  get  control  of  Kai 
Resources.  With  that  blessing,  Brick  w 
get  the  25%  owned  by  Kaiser  Steel,  t 
5%  owned  personally  by  Edgar  Kaiser 
and  a  recommendation  that  Kaiser  I 
sources'  public  shareholders  sell  th 
30%.  Plus,  Kaiser  Jr.  probably  can  ke 
the  Japanese  from  tendering  their  40% 

Edgar  Kaiser  Jr.  is  not  getting  out  coi 
pletely.  He  will  join  Brick's  board  wh 
forming  an  independent  marketing  coi 
pany  in  order  to  sell  Kaiser  Resourc 
coal  to  the  Far  East,  for  a  nifty  3.5 
commission.  Meanwhile  Brick  will  ha 
Canada's  premier  coal  company,  cc 
trolled  for  the  first  time  by  Canadians 
political  plus  if  Brick  expects  to  contin 
expanding  its  own  once  very  politii 
empire.  ■ 
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Wall  Street  is  hustling  a  lot  of  new  tax-shelter  deals.  The  smart  investo 
will  examine  the  merchandise  carefully.  Very  carefully. 


The  pain 
of  novelty 


By  Richard  Phalon 

Investor  demand  for  tax-shelter 
schemes  is  so  brisk  these  days  that 
Wall  Street  is  in  the  enviable  posi- 
tion of  having  to  scramble  for  product. 
Demand  almost  exceeds  supply. 

Look  at  Merrill  Lynch.  It  was  taking 
soundings  on  the  Chicago  White  Sox  as 
raw  material  for  a  possible  limited  part- 
nership offering  when  President  Bill 
Veeck  (rhymes  with  wreck)  decided  to 
sell  the  ailing  team  to  Edward  J.  De  Bar- 
tolo,  a  Youngstown,  Ohio  businessman, 
for  an  estimated  $20  million. 

Consider  E.F.  Hutton.  It  bought  Araax, 
Inc.'s  timber  holdings  last  year  and  now 
has  just  reported  picking  up  a  10%  inter- 
est in  Southwest  Forest  Industries,  Inc. 
in  what  may  be  an  effort  to  assay  the 
lumber  company's  potential  as  a  partner- 
ship sale.  Trees  as  tax  shelter.  Shearson 
Loeb  Rhoades  and  Drexel  Burnham 
Lambert  have  begun  to  put  clients  into 
the  offshore  contract-drilling-rig  busi- 
ness, and  Oppenheimer  &  Co.  has  just 
wrapped  up  a  $30  million  limited  part- 
nership deal  on  research  and  develop- 
ment of  the  Lear  Fan,  a  lightweight  busi- 
ness jet.  The  proposition  was  aimed  at 
high-bracket  investors  willing  to  put  up 
$150,000  per  participation. 

Merrill  Lynch  has  just  done  what  ap- 
pears to  be  The  Street's  first  lease  deal  on 
an  $11.5  million  package  of  executive- 
type  helicopters  like  the  Sikorsky  S76.  It 
is  pushing  even  deeper  into  the  techno- 
logical future.  It  (and  presumably  others) 
is  researching  the  prospect  of  putting 
together  tax-shelter  deals  in  synthetic 
fuels  and  geothermal  energy.  "We  have 
no  real  feel  for  the  economics  yet,"  says 
Edwin  H.  Hall  Jr.,  a  vice  president  han- 
dling the  marketing  end  of  the  tax-shel- 
ter game  for  Merrill,  "but  we're  watching 
and  we'll  probably  get  some  experience 
in  the  next  year  or  so." 

Oil  drilling  and  real  estate  deals  are  the 
traditional  workhorses  of  the  shelter 
business,  of  course,  and  they  are  still  very 


much  in  vogue.  Why  the  sudden  prolif- 
eration of  novelty— baseball  teams,  heli- 
copters, drilling  rigs,  R&D  royalty  propo- 
sitions and  the  like?  "It  fulfills  the  need 
for  more  product,  more  diversity  of  prod- 
uct," says  William  G.  Brennan,  publisher 
of  the  Valley  Forge,  Penna.  newsletter  on 
tax  shelters  that  bears  his  name. 

Since  tax  shelters  tend  to  be  a  repeat 
business,  it  pays  to  stuff  the  marketing 
quiver  with  as  many  arrows  as  you  can. 
"You  don't  buy  only  one  oil-and-gas  deal 
any  more  than  you  buy  one  stock,"  says 


Why  the  sudden  proliferation 
of  novelty— baseball  teams, 
helicopters,  drilling  rigs,  R&D 
royalty  propositions  and  the 
OJce?  "It  fulfills  the  need  for 
more  product,  more  diversity 
of  product." 


Myron  Neugeboren,  partner  in  charge  of 
L.F.  Rothschild,  Unterberg,  Towbin's 
tax-shelter  department.  "It  has  to  be  part 
of  a  diversified  program." 

For  all  the  glitter  of  novelty,  tax  shel- 
ters tend  to  be  sisters  under  the  skin. 
Most  real  estate,  oil  and  gas,  timber  and 
equipment-leasing  deals  capitalize  on 
such  statutory  easements  as  investment 
tax  credit,  depreciation  and/or  depletion 
to  shelter  a  stream  of  income;  or  rely  on 
heavy  upfront  losses  to  parlay  what 
would  be  ordinary  income  into  more 
lightly  taxed  capital  gains. 

That's  the  theory.  Whether  or  not  it 
works  in  practice,  packaging  tax  shelters 
can  be  a  very  lucrative  business.  Like  any 
good  product,  it  fills  psychological  as  well 
as  physical  needs.  As  anger  mounts 
against  high  taxes  and  government  prof- 
ligacy, people  feel  the  need,  somehow, 
somewhere,  to  beat  the  government  for 
once.  They  feel  only  suckers  pay  taxes, 
so  why  be  a  sucker?  If  you  are  lucky,  they 
may  even  save  you  money  in  the  long 
run.  Hence  the  exploding  demand.  Three 


years  ago,  according  to  Ed  Hall,  Men 
Lynch  sold  a  total  of  $90  million  woi 
of  shelters,  mainly  real  estate  and  c 
which  brought  in  about  $7  million  woi 
of  commissions.  This  year  Hall  expec 
to  do  between  $500  million  and  $5 
million,  and  clear  about  $40  million 
commissions  for  the  firm. 

E.F.  Hutton's  10K  reports  suggest  tr 
it  has  shown  much  the  same  kind 
exponential  growth  as  its  big  rival.  N 
ther  firm  breaks  out  tax-shelter  margii 
but  the  returns  are  obviously  juicy. 

Thus,  there  is  plenty  of  incentive 
keep  new  product  running  through  t 
pipeline.  Aside  from  the  charm  of  nov 
ty,  what  does  an  investor  get  for  1 
money  in  one  of  the  newfangled  sh 
ters?  Well,  a  minimum  outlay  of  $50,0 
will  fetch  five  units  in  the  $18  milli 
offshore  contract-drilling-rig  limit 
partnership  being  marketed  by  the  Hoi 
ton-based  brokerage  firm  of  Underwoc 
Neuhaus  &  Co. 

The  offering,  which  is  also  being  sc 
through  Drexel  Burnham  Lambert  a 
other  big  houses,  looks  to  the  purchase 
two  jack-up  drilling  rigs  already  unc 
construction  in  the  shipyards.  Th 
would  be  managed  by  the  Huthnar 
Drilling  Co.,  the  general  partner  in  t 
scheme.  Superior  and  Gulf  Oil,  respi 
tively,  have  signed  two-and  three-y< 
drilling  contracts  with  Huthnan 
which,  for  openers,  will  bring  the  pa 
nership  $56,800  for  every  24-hour  c 
the  rigs  are  in  use. 

As  in  most  such  deals,  the  general  pa 
ner  determines  how  the  business  will 
run.  The  limited  partners — that's  t 
public — put  up  $  1 8  million  worth  of  a 
to  the  general  partner's  contribution 
$181,000,  but  have  no  say  in  the  op 
ation  at  all.  The  split  on  earnings,  if  ai 
is  90% -to- 10%  between  the  two  sets 
partners  until  the  limited  partners  hi 
got  their  money  back  in  the  form  of  ca 
distributions  and  tax  breaks.  After  tl 
point,  the  limited  partners'  end  goes 
60%  and  the  general  partner's  to  40 
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THERE'S  STILL  NO  ROOM  FOR  SHODDY  SERVICE." 


-  FRANK  BORMAN,  PRESIDENT  EASTERN  AIRLINES. 


In  September,  Eastern  moved  into  its  new  terminal  at  Atlanta  Interna- 
tional Airport,  the  world's  largest. The  new  facility  boasts  underground  trains, 
moving  sidewalks,  and  double  our  previous  number  of  gates. 

But,  as  impressive  as  it  is,  it'll  only  be  as  good  as  the  people  who  make  it 
work.  People  like  ticket  agent  Andy  Pittman,  whose  courtesy  and  efficiency 
are  what  Eastern  Airlines  strives  for.  Because  if  our 
service  drives  you  away,  moving  sidewalks  won't  bring 
you  back.  Eastern  will  keep  growing  to  serve  you  better, 
with  new  facilities  and  new  routes. 

But  one  thing  won't  change:  Our  commitment. 
We  have  to  earn  our  wings  every  day. 


WE  HAVE  TO  EARN  OUR  WINGS  EVERYDAY 


Those  figures,  of  course,  do  not  include 
such  operating  costs  as  the  general  part- 
ner's management  fees. 

Further — typical  of  most  partnership 
deals — only  90%  of  the  limited  partners' 
contribution  will  actually  go  to  work  in 
the  business.  The  balance  is  earmarked 
for  such  upfront  items  as  brokerage  com- 
missions (a- 7%  load),  legal  and  financing 
fees,  advisory  fees,  management  fees,  in- 
terest charges  and  construction  supervi- 
sion fees. 

The  concept  is  that  a  combination  of 
operating  losses  in  the  early  years  (the 
rigs  aren't  expected  to  get  out  of  the 
shipyard  and  onto  a  drilling  site  until 
well  into  next  year),  plus  the  benefits  of 
the  investment  tax  credit  and  acceler- 
ated depreciation,  will  enable  the  inves- 
tor to  recover  the  $50,000  cash  he  has 
laid  out  in  four  years.  Meanwhile,  he  can 
tax-shelter  an  amount  of  income  equal  to 
the  original  investment.  The  tax  breaks 
begin  to  fade  after  the  third  year  when 
the  rigs  are  supposed  to  begin  throwing 
off  enough  cash  to  cover  costs.  Then  the 
investor  pays  taxes  on  his  share  of  the 
profits  at  ordinary  rates.  What's  the  bot- 
tom line  for  the  limited  partner?  A  defer- 
ral of  income  taxes.  For  the  better  part  of 
three  years  they  have  use  of  money  that 
must  eventually  go  to  Uncle  Sam  and  the 
local  governments.  And  there's  a  shot  at 
capital  gain  down  the  road  if  the  rigs' 
residual  value  turns  out  to  exceed  the 
sum  total  of  depreciation. 

There  are  lots  of  ifs  in  the  equation, 
however.  The  assumption  is  100%  utili- 
zation through  the  two-to-three-year  life 
of  the  Superior  and  Gulf  contracts;  and 
95%  utilization  thereafter,  at  escalating 
daily  rates.  But — as  the  prospectus 
notes — those  are  big  assumptions.  A  lot 
of  new  rigs  are  backlogged  in  the  ship- 
yards, thanks  in  part  to  a  flurry  of  syndi- 
cations like  the  Underwood,  Neuhaus- 
Huthnance  deal.  The  looming  presence 
of  those  rigs,  all  of  them  hungry  for  work, 
could  exert  a  chill  on  both  the  level  of 
utilization  and  the  rates  oil  companies 
might  pay  for  rig  hire.  Further,  there  is  all 
that  long-term  debt — $44.7  million  in  a 
proposed  Maritime  Administration  bond 
offering— to  be  paid  off. 

The  high  risk  implicit  in  that  volatile 
combination  of  long-term  debt  and 
short-term  leases  leaves  some  Wall 
Streeters  cold.  "It's  crazy,"  argues  Myron 
Neugeboren.  "You  got  short-term  leases, 
long-term  debt,  a  lot  of  people  doing  it 
and  nobody  saying,  'We're  the  marginal 
rig.  Can  we  really  make  it?'  " 

The  prospectus,  of  course,  clearly  flags 
the  offering  as  "speculative."  The  odds 
are  long,  but  so  are  the  potential  re- 
wards— if  everything  works  out.  But  the 
odds  are  long  in  most  tax  shelters.  So  the 
big  question  for  the  investor  is:  What  is 
the  sponsor's  track  record?  Does  he 
make  the  risks  pay  off?  What  kind  of 
performance  can  I  expect? 


That's  a  key  question  in  assessing 
kind  of  tax  shelter.  There  are  answei 
a  sort  in  oil  and  real  estate  syndicate 
They've  been  around  long  enough  foi 
vestors  to  get  a  pretty  good  handle  on 
underlying  economics.  That  is  not 
the  case,  says  Bill  Brennan,  with  s 
novelties  as  offshore  drilling  or  rese; 
and  development  royalty  deals,  let  al 
such  perennial  losers  as  the  Chic 
White  Sox.  "We've  learned  to  exj 
mistakes,"  says  Brennan. 

One  of  the  big  mistakes  has  been 
road  boxcar  shelters. 

As  recently  as  a  year  and  a  half 
The  Street  was  peddling  boxcars  to  i 
vidual  investors  at  $40,000  and  up 
copy  as  if  there  were  no  tomorrow.  1 
cars  were  in  such  tight  supply  that  t  j 
could  be  leased  by  management  fi  I 
like  Rex-Noreco,  Itel  and  National  F  I 
way  Utilization  Corp.  to  the  railroacB 
premium  rates.  Boxcars  were  such  I 
stuff,  in  fact,  that  NRUC  traded  over- 1 
counter  at  as  much  as  $18  a  share. 

The  concept  was  that  high-brackeiB 
dividuals — as  with  the  drilling  rijB 

The  high  risk  combinaticm 
"It's  crazy,"  argues  Myron  NM 
geboren.  "You  got  short-tew 
leases,  long-term  debt,  a  lot* 
people  doing  it  and  nobc  I 
saying,  'We're  the  marginal  1 1 
Can  we  really  make  it?'  " 


would  benefit  from  the  flow-throug 
accelerated  depreciation  and  the  in\ 
ment  tax  credit.  Revenues  would  be 
duced  by  such  incidentals  as  man 
ment  fees  and  interest  charges,  of  coi 
but  in  the  end  the  investor  would  v 
up  with  an  asset  that  would  hold 
earning  power  and  residual  values  f 
good  many  years.  That  was  the  sis 
beguiling  enough  for  NRUC  to  pacl 
as  many  as  2,000  boxcars  in  one  offe 
alone.  The  steak,  unfortunately, 
proved  to  be  something  else.  Under 
bite  of  recession,  demand  for  boxcars 
fallen  sharply.  Thousands  of  cars  c 
leased  at  premium  per-diem  rates  lie 
at  the  sidings.  The  meter  keeps  runn 
unfortunately,  on  fixed  charges.  NR 
now  trading  at  87  cents  a  share,  i 
deep  financial  trouble.  Itel  estimates 
it  ran  in  the  red  in  the  first  half  of 
year.  People  who  bought  those  box 
and  the  evanescent  leasing  arrangemi 
that  came  with  them  are  stuck.  The 
got  no  liquidity  and  considerably  bi 
tax  losses  than  they  bargained  for.  T 
only  hope  is  that  a  turn  in  the  econc 
will  take  some  of  the  pain  out  of  the 
of  boxcars.  As  their  plight  shows, 
ought  never  to  believe  that  any  tax  9 
ter  is  a  sure  thing.  If  a  salesman  tells 
it  is,  put  your  checkbook  away  and 
him  good-bye.  ■ 
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?o  less  than  450  major  U.S.  companies  are  in 
le  red.  An  opportunity  for  the  courageous? 


Red  doesn't 
mean  dead 


4fe  robably  not  since  the  days  of 
&  conversion  from  war  production  to 
»  civilian  production  at  the  end  of 
jrld  War  II  have  major  U.S.  corpora- 
ins  hemorrhaged  so  much  red  ink. 
rrysler  dropped  $1.8  billion  over  12 
pnths.  White  Motor  filed  for  bankrupt- 
The  bleeding  is  going  to  get  worse 
fore  it  eases  up. 

Consider  this:  In  the  most  recent  12 
pnths  one  in  every  ten  of  the  4,500 


actively  traded  public  companies  in  the 
U.S.  will  show  red  ink.  The  table  below 
lists  many  of  them. 

The  table  shows  that  Detroit's  prob- 
lems have  spread  to  many  auto-related 
industries.  Most  of  the  stocks  in  the  ta- 
ble are  selling  way  below  book  value. 
Although  some  of  the  underlying  assets 
are  of  questionable  valued — there  are  very 
few  people  in  the  market  for  bias-ply  tire 
plants  or  fuel-thirsty  707  aircraft — many 


Statistical  Spotlight 


assets  are  probably  worth  at  least  stated 
book  value,  if  not  more.  Ford  is  a  good 
example.  In  a  good  year  Ford  can  make 
$14  a  share — the  present  price  reflects  a 
potential  P/E  of  less  than  2. 

If  and  when  these  moneylosing  com- 
panies return  to  profitability,  most  will 
have  juicy  tax-loss  carryforwards.  Poten- 
tial tax-loss  carryforwards  also  have  val- 
ue in  the  acquisition  game.  Other  than 
giants  such  as  Ford  and  Chrysler,  many 
of  the  moneylosing  firms  are  tempting, 
and  possibly  willing,  acquisition  targets. 

Behind  the  bad  news  there's  cause  for 
optimism.  Large  writeoffs  explain  many 
losses,  and  bloodletting  and  axing  of  un- 
healthy operations  will  undoubtedly 
leave  many  firms  with  healthy  cores. 

If  the  time  to  buy  is  when  nobody 
wants  'em,  this  may  be  the  time  to  buy 
some  of  these  stocks.  Which  ones?  The 
ones  that  turn  adversity  to  good  use  by 
cutting  costs.  The  ones  that  are  essen- 
tially healthy  and  attractive  as  takeovers 
once  the  losses  stop.  The  smart  investor 
would  probably  buy  a  package  of  the 
stocks  rather  than  just  picking  one  or 
two.  When  you  take  risks,  it's  always  a 
good  idea  to  spread  the  risk.— Steve  Kichen 


Damage  report 


i The  90  companies  listed  below — all  of  them  with  annual  the  latest  12  months.  Needless  to  say,  very  few  companies 
? sales  of  more  than  $125  million — lost  over  $5  billion  in    on  this  list  are  currently  paying  dividends. 


1979 

1978 

Book 

 Recent  12  months — 

earnings 

earnings 

value 

Recent 

sales 

loss 

loss  per 

per 

per 

per 

Book; 

ompanv  (Industry) 

price 

(000) 

(000) 

share 

share1 

share1 

share 

price 

hrysler  (automotive) 

87s 

$10,011,900 

$-1,821,300 

$-27.89 

$-17.18 

$  -3.54 

$8.82 

0.99 

)rd  Motor  (automotive) 

27% 

37,899,900 

-569,400 

-4.75 

9.75 

13.35 

79.20 

2.85 

el  (leasing) 

2Vi 

NA 

-393,100E 

-34.00E 

-37.00E 

3.86 

NA 

S  Steel  (steel) 

22% 

12,572,300 

-388,800 

^1.55 

-446 

2.85 

58.01 

2.59 

itl  Harvester  (agricultural  equip) 

31% 

6,485,779 

-269,921 

-8.76 

12.01 

6.14 

61.80 

1.94 

niroyal  (tire  &  rubber) 

47s 

2,309,588 

-138,107 

-5.20 

-4.54 

0.04 

16.89 

3.46 

raniff  Intl  (airline) 

6V2 

1,462,418 

-130,880 

-6.57 

-2.21 

2.26 

8.77 

1.35 

rst  Pennsylvania  1  banking) 

5% 

1,037,533 

-112,413 

-7.21 

1.06 

1.98 

14.94 

2.71 

restone  (tire  &  rubber) 

77/s 

5,034,100 

-98,000 

-1.70 

1.35 

-2.58 

25.02 

3.17 

in  Am  World  Airways  (airline) 

5% 

3,051,509 

-93,272 

-1.31 

1.07 

2.31 

9.14 

1.62 

1  assey-Ferguson  (agricultural  equip) 

7% 

3,218,129 

-89,482 

-5.33 

-3.65 

-14.84 

25.15 

3.24 

lod  Fair2  (groceries) 

2% 

1,547,987 

-85,720 

-11.66 

-27.94 

-7.51 

neg 

tnerican  Airlines  (airline) 

9Vs 

3,459,320 

-77,710 

-3.12 

2.63 

4.27 

24.24 

2.65 

i  mbo's  Restaurants  (fast  foods) 

6% 

546,373 

-75,124 

-5.90 

-6.06 

0.59 

2.31 

0.36 

nerican  Motors  (automotive) 

5% 

2,952,638 

-61,697 

-1.92 

2.24 

0.80 

11.54 

2.05 

ty  Stores2  (retail) 

3'/4 

252,060 

-58,494 

-17.93 

-17.24 

0.30 

7.29 

2.24 

hite  Motor2  (automotive) 

5 

1,111,178 

-56,577 

-6.17 

0.67 

-0.06 

18.75 

3.75 

VC  Resources  (mining) 

15% 

270,625 

-44,452 

-4.16 

^.20 

3.84 

14.37 

0.94 

AL  (airline) 

20  Vi 

4,787,333 

-44,001 

-1.49 

-2.50 

11.93 

36.57 

1.78 

dders  (air  conditioning) 

4% 

154,801 

-40,542 

-3.84 

-3.61 

-0.07 

2.16 

0.50 

ans  World  Corp  (airline) 

17% 

4,694,463 

-39,722 

-3.68 

-0.41 

4.54 

15.15 

0.85 

intinental  Air  Lines  (airline) 

8'/8 

980,105 

-31,793 

-2.08 

-0.87 

3.29 

13.03 

1.60 

atrain  Lines  (shipping) 

6V2 

1,219,220 

-23,995 

-1.60 

-2.423 

0.773 

0.55 

0.08 

:xfi  (textiles) 

3% 

160,068 

-23,966 

-6.95 

-0.98 

0.97 

7.71 

2.12 

mibustion  Equipment  (machinery) 

9Vs 

140,462 

-23,569 

-2.55 

-2.55 

-0.66 

4.02 

0.44 

•eat  A&P  (groceries) 

6V2 

6,665,962 

-22,111 

-0.89 

-0.15 

-2.10 

15.23 

2.34 

onfort  of  Colorado  (beef  packing) 

4% 

732,231 

-21,140 

-4.27 

-0.04 

0.39 

4.82 

1.13 

>r  fiscal  years  endingjuly  through  June  of  the 

following  year. 

2Chapter  1 1  bankruptcy  proceedings 

3Prior  fiscal  year 

■•Acquisition  pending. 

=  Estimate     NA  =  Not  available,    neg  =  negative.  Sources 

Standard  &  Poor' 
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1979 

1978 

Book 

-Recent  12  months  

earnings 

earnings 

value 

Recent 

sales 

loss 

loss  per 

per 

per 

per 

Book/ 

Company  (Industry) 

price 

(000) 

(000) 

share 

share1 

share1 

share 

price 

Republic  Airlines  (airline) 

8% 

$  687,971 

$-19,595 

$-0.98 

$0.70 

$1.42 

$7.06 

0.84 

Arctic  Enterprises  (recreation) 

3% 

161,104 

-18,544 

-5.88 

^3.67 

0.61 

6.90 

1.8* 

it     i            i    i  ■  .        i  ,  it 

McLough  Steel  (steel) 

77s 

644,756 

-17,703 

^3.38 

1.58 

1 .84 

32.87 

4.1 3 

Winnebago  Inds  (mobile  homes) 

2% 

94,997 

-17,082 

-0.68 

-0.16 

0.04 

2.49 

0.8c 

Envirotech  (machinery) 

12V* 

626, 1 1 2 

-15,386 

^3.36 

-3.30 

1 .48 

22.89 

1.8£ 

Culbro  (tobacco) 

10% 

442,267 

-14,924 

^1.68 

-6.62 

-1.52 

12.26 

Superscope  (consumer  electronics) 

6% 

169,796 

-14,871 

-6.44 

-6.33 

-6.71 

14.74 

2.35 

KLM  (airline) 

34% 

1,627,338 

-14,334 

^5.60 

1.82 

8.04 

82.51 

2.41 

Manhattan  Industries  (apparel) 
Penn-Dixie  Industries2  (cement) 

7Vh 

339,846 

-12,980 

^L95 

-5.01 

-2.87 

14.79 

2.07 

3% 

361,096 

-1 1,984 

-2.25 

-2.65 

-0.17 

8.03 

2.0' 

Coachmen  Inds  (recreational  vehicles) 

6% 

112,392 

-11,455 

-3.22 

-2.60 

2.29 

10.49 

\M 

Memorex  (computers) 

15% 

749,143 

-1 1,362 

-1.94 

3.91 

5.65 

23.68 

1.51 

Intl  Foodservice  (food  service) 

7/a 

203,332 

-11,135 

-3.71 

^3.92 

—3.17 

neg 

— ! 

Commonwealth  Oil  (oil  retailing) 

6V» 

1,260,626 

-10,765 

-0.83 

3.93 

^3.80 

8.34 

1.3< 

Goldblatt  Brothers  (retail) 

2% 

284,201 

-10,256 

-3.38 

-2.18 

-0.57 

10.07 

4.4^ 

Instrument  Systems  (multicompany) 

13/l6 

201,270 

-10,045 

-0.30 

0.07 

0.05 

0.79 

0.9; 

World  Airways  (airline) 

5 

151,968 

-9,587 

-0.98 

1.16 

0.30 

10.69 

2.1c 

/-» 1       ..        •          »w       .  .       nil        /           1   •  l      i_  \ 

Champion  Home  Bldrs  (mobile  homes) 

IVi 

195,769 

-8,730 

-0.24 

-0.19 

0.13 

0.78 

0.6^ 

Talley  Inds  (precision  instruments) 

5Vi 

373,694 

-8,730 

-2.21 

-1.65 

1.52 

9.16 

1.6< 

Ehrenreich  Photo-Optical  (prec  mstr) 

11V4 

152,621 

-8,650 

-4.16 

^.16 

1.04 

10.32 

0.9; 

Ward  Foods  (food  processing) 

10% 

278,280 

-8,533 

-2.18 

-1.85 

1.23 

2.50 

0.2. 

Fleetwood  Enterpnses  (mobile  homes) 

8% 

472,063 

-8,474 

-0.75 

-0.75 

2.01 

9.86 

IM 

XT    1                 W      J         .     •          /              1.  I 

Valmac  Industries  (poultry) 

14 

212,315 

-7,988 

-3.55 

^3.55 

0.91 

1 1.21 

0.8( 

Ozark  Air  Lines  (airline) 

228,446 

"7  C\C\£ 

— /,U96 

—  1.03 

c\  i  o 
— U.  13 

1 .21) 

o.6b 

0.8, 

Film  ways  (recreation) 

8% 

176,263 

-6,991 

—1.15 

-0.04 

1.57 

4.22 

0.4J 

Orange-co  (citrus) 

6'/2 

140,974 

-5,860 

-1.54 

1.17 

0.47 

6.60 

1.0 

Bobbie  Brooks  (apparel) 

4'/4 

a  in  111 

210,313 

-5,221 

—1.14 

—1.16 

1.24 

7.01 

1.6' 

Gateway  Transportation  (trucking) 

8'/4 

143,669 

-5, 1 73 

-3.93 

— 4.39 

-1.18 

1.43 

0.1" 

Fotomat  (personal  services) 

5% 

21 1,834 

-4,737 

-0.55 

-0.57 

0.77 

4.76 

0.8^ 

T\..„„_  It        J   i 

Tyson  (food  processing) 

15% 

1  O  1     Ci  f\t\ 

381,809 

—4,360 

-1.14 

2.32 

2.64 

10.56 

0.6' 

Ronson  (electrical  equipment) 

2% 

138,187 

-4,348 

-0.98 

0.15 

0.06 

4.79 

1.8: 

TX                        If      1111,                     1                  1  .1 

Dayton  Malleable  (metal  products) 

17 

154,499 

^t,305 

-2.92 

2.12 

1.52 

33.25 

1.9J 

CH  Masland  (home  furnishings) 

6V2 

144,517 

-4,265 

-2.79 

-1.92 

1.65 

20.35 

3.  Li 

Cagle's  (food  processing) 

6 

170,395 

-3,773 

-1.63 

-0.69 

2.10 

6.67 

1.1 

Roblin  Industries  (steel  fabncatmg) 

5% 

131,701 

^3,662 

-1.64 

0.17 

1.26 

6.06 

1.0' 

Bibb  (textiles) 

9% 

264,648 

^,489 

-2.17 

1.14 

3.30 

40.92 

4.2. 

Keystone  Consolidated  (steel  prods) 

9% 

396,136 

-3,450 

-1.84 

-1.84 

0.40 

59.73 

6.2l 

Wilson  Freight2  (trucking) 

1 

197,184 

-3,339 

-1.97 

-1.97 

-1.30 

3.09 

3.0! 

M  Lowenstein  (textiles) 

10  Vi 

644,599 

^3,224 

-0.97 

-1.02 

3.35 

43.97 

4.1; 

Ct-     11                11./                           .  •  i 

Sheller-GIobe  (automotive) 

6% 

544,100 

^3,038 

-0.85 

1.84 

2.31 

17.42 

2.5. 

WTC  (freight  service) 

5% 

167,154 

-2,863 

-1.35 

-0.98 

0.39 

3.52 

0.6 

Victoria  Station  (restaurants) 

9l/4 

128,112 

-2,803 

-0.93 

-0.42 

1.13 

13.07 

1.4 

Standard  Products  (automotive) 

13Vi 

213,623 

-2,760 

-2.26 

-2.26 

4.37 

31.04 

2.2' 

Gino's  (fast  foods) 

10  Vi 

323,794 

-2,448 

-0.46 

-0.16 

1.23 

8.66 

0.8: 

McLean  Trucking  (trucking) 

11% 

724,889 

-2,432 

-0.43 

-0.43 

1.44 

17.65 

1.5 

Hayes-Albion  (automotive) 

10% 

213,730 

-2,358 

-0.61 

0.06 

2.52 

17.00 

1.6. 

rl *    *    t    J      .   •       /        L-ii  t 

Elixir  Industries  (mobile  homes) 

4'/8 

144,109 

-2,323 

-0.52 

0.303 

0.963 

8.57 

2.0 

T           I       1       {T1  x          tlx  11 

Laclede  Steel  (steel) 

9 

234,025 

-2,323 

-1.40 

-0.03 

2.45 

29.64 

3.2' 

ii;       .                 *         j  f>        |  ii 

Westmoreland  Coal  (coal) 

24% 

414,853 

-2,280 

-0.33 

0.26 

0.20 

26.09 

1.0 

Fischer  &  Porter  (precision  instr) 

12% 

176,604 

-2,157 

-0.81 

-0.30 

1.74 

20.50 

1.6 

Facet  Enterprises  (automotive) 

5% 

138,162 

-2,149 

-0.77 

-0.12 

0.25 

16.48 

3.1 

Soundesign  (consumer  electronics) 

6% 

142,894 

-1,824 

-0.82 

'  0.25 

0.38 

13.09 

2.0 

Ray  best  os..  Manhattan  (automotive) 

21% 

283,004 

-1,213 

-0.55 

2.24 

4.90 

44.91 

2.U' 

r&M  Schaeter  (brewing) 

4% 

172,660 

-1,188 

-0.63 

-2.51 

^33.90 

neg 

H 

Foodarama  (groceries) 

4 

434,096 

-1,130 

-0.85 

0.58 

1.58 

12.88 

3.2 

Salem  Carpet  Mills  (furnishings) 

2 

180,616 

-1,064 

-0.15 

0.06 

0.99 

3.21 

1.6 

American  Biltrite  (multicompany) 

7 

206,446 

-1,055 

-0.41 

1.26 

1.31 

20.97 

T  CI 

Susquehanna  (building) 

3'/2 

118,883 

-1,028 

-0.43 

0.34 

1.67 

neg 

Si>pt*tnr  Indimtrips^  /trucking) 

1  n 

39  3  74.0 

—756 

-0.41 

1.29 

2.93 

10.57 

1.0 

Robintech  (building) 

169,567 

-755 

-0.40 

-2.3  P 

1.373 

12.93 

1.8 

National  Kinney  (multicompany) 

3 

304,433 

-666 

-0.32 

-0.40 

-0.49 

0.35 

0.1 

Vornado  (retail) 

207/8 

714,672 

-585 

-0.10 

-0.14 

1.92 

26.59 

1.2 

Edward  Hines  Lumber  (forest  prods) 

17 

312,211 

-529 

-0.30 

1.58 

6.17 

45.82 

2.6 

■For  fiscal  years  ending  July  through  June  of  the  following  year  Chapter  1 1  bankruptcy  proceedings  'Prior  fiscal  year  4Acquisition  pending 
E  =  Estimate.    NA  =  Not  available    neg  =  negative    Sources:  Standard  &  Poor's;  Forbes 
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Mr.  Sarnoff  was  heavily  involved  in  advanced  technological  development 
and  management  as  CEO  and  chairman  of  RCA.  He  is  currently  chairman 
of  PRC,  a  diversified  professional  services  organization  whose  engineering 
and  high  technology  capabilities  are  utilized  by  industry  and  government  in 
designing  and  assessing  the  economic  feasibility  of  major  systems  and 
projects.  In  addition,  Mr.  Sarnoff  is  a  public  director  of  the  New  York  Stock 
Exchange  and  also  serves  as  a  board  member  in  a  number  of  corporations 


INTRODUCTION 

How  many  businesses  would  pass  up 
an  investment  offering  a  rate  of  return  first 
year  of  30%,  40%  or  even  100%? 

The  surprising  answer  is  that  many  are 
doing  just  that,  probably  because  they  do 
not  see  themselves  as  major  energy  us- 
ers. This  includes  non-manufacturers 
occupying  large  amounts  of  space. 
Among  them  are  insurance  companies, 
retailers,  and  operators  of  shopping  malls, 
restaurants,  airports  and  bus  terminals. 
The  list  is  much  longer,  numbering  food 
processors,  printing  plants  and  textile 
firms  as  typical  industries  that,  by  and 
large,  are  spending  more  than  necessary 
for  energy. 

The  neglected  "investment"  is,  of  course, 
energy  conservation,  a  dull-sounding  term 
but  nonetheless  one  whose  financial  re- 
wards are  exciting.  Relatively  small 
amounts  invested  in  known,  proven  con- 
servation techniques  can  result  in  savings 
which  continually  increase  as  the  price  of 
energy  goes  up. 


And  go  up  it  will — at  least  for  the  fore- 
seeable future.  The  signs  are  clear  and  so 
is  the  necessity  that  these  salient  ques- 
tions be  asked  on  behalf  of  businessmen 
in  general: 

What  is  the  energy  situation  for  busi- 
ness today? 

What  will  it  be  ten  years,  twenty  years 
from  now? 

Will  increasing  energy  costs  eventually 
bankrupt  us?  Or  will  a  new  supply — or  new 
technologies — return  us  to  a  virtually  un- 
limited and  cheap  supply7 

And  most  important,  what  can  indi- 
vidual business  realistically  do  now  to 
control  their  energy  supplies  and  costs9 
What  plans  should  they  make  for  the  next 
five  to  ten  years? 

What  follows  are  the  principal  options 
currently  available  to  business  executives 
for  adaptation  to  their  particular  energy 
requirements.  Conservation  is  only  one; 
there  are  others  that  are  feasible  on  an 
immediate  or  near-term  basis.  This  in- 
formation represents  the  collective  think- 
ing and  hands-on  involvement  of  en- 


gineers, architects  and  scientists  who 
work  on  the  solution  of  energy  problems 
daily.  Their  experience  ranges  from  ener- 
gy audits  for  light  industry  to  the  design  of 
major  hydroelectric  projects  here  and 
abroad. 

In  short,  these  are  the  energy  profes- 
sionals of  PRC  who  work  in  virtually  every 
aspect  of  their  field:  planning,  manage- 
ment, support,  and  economic  analysis  in 
both  renewable  and  non-renewable 
sources  of  energy. 

ENERGY  CONSERVATION 

In  1979,  an  energy  audit  was  con- 
ducted by  engineers  for  a  light  manufac- 
turing plant  in  Alabama.  They  studied  the 
energy  use  patterns,  evaluated  energy 
options,  and  calculated  the  time  neces- 
sary for  each  to  pay  for  itself.  It  was  left  to 
the  manufacturer  to  decide  which  recom- 
mendations to  implement. 

The  audit  found  that  a  $23,000  coat  of 
epoxy  paint  could  cut  energy  bills  $36,000 


ENERGY 


a  year,  simply  because  the  epoxy  re- 
duced air  filtration  by  filling  cracks. 
Payback  period:  nine  months 

One  of  the  biggest  energy  wasters  un- 
covered was  the  heating,  ventilating  and 
air-conditioning  system  This  operated  24 
hours  a  day,  seven  days  a  week,  although 
the  plant  was  only  on  a  five-day,  two-shift 
schedule.  The  cost  of  heating  and  cooling 
when  no  one  was  working  amounted  to 
$1 18,500  a  year.  A  computerized  system 
was  recommended  to  automate  start/stop 
and  setback  of  chillers,  boilers,  air- 
handling  equipment,  soldering  tanks  and 
water  heaters.  The  cost  was  $1 73,000  and 
the  payback  period  1.5  years. 

Another  major  recommendation  was 
waste  heat  recovery — using  outgoing  hot 
air  and  water  to  preheat  incoming  air  and 
water  The  cost  of  installing  a  heat  ex- 
changer for  air  intake,  including 
architectural  changes,  would  result  in 
annual  savings  of  $24,900  for  a  3.9  year 
payback  A  waste  wood  and  paper  in- 
cinerator with  heat  recovery  for  space 
heating  cost  $47,000,  resulting  in  a 
$29,810  annual  energy  savings  which 
would  pay  for  itself  in  1.6  years. 

None  of  the  possible  improvements  at 
this  plant  were  particularly  sophisticated, 
esoteric  or  technologically  advanced. 
None  made  people  uncomfortable  by 
raising  thermostats  in  summer  or  lowering 
them  in  winter.  None  left  employees  work- 
ing in  the  dark.  They  were,  on  the  other 
hand,  effective  techniques  that  had  not 
been  adopted  previously  because  the  low 
cost  of  energy  had  not  made  them  finan- 
cially worthwhile.  Nor  had  they  been  worth 
the  time  or  attention  of  someone  at  a  deci- 
sion-making level. 

Few  businesses  are  taking  advantage 
of  the  basic  energy  saving  options  open  to 
them  today.  Yet,  engineers  who  regularly 
perform  energy  audits  feel  that  most 
businesses  have  more  to  gain  from  a 
study  of  this  kind  than  any  other  single 
action  they  could  take.  They  suggest  that 
executives  apply  a  simple,  four-question 
test  to  their  operations  to  determine 
whether  substantial  energy  savings  from 
conservation  and  waste-heat  recovery  are 
indicated: 

1)  How  much  energy  is  used  by  the 
company  (or  location)? 

If  the  answer  is  a  single  figure,  express- 
ed in  dollars-per-month,  kilowatts  or  gal- 
lons of  oil,  substantial  savings  can  be 
almost  assured  This  is  because  the  com- 


pany that  gives  one  overall  figure  for  ener- 
gy consumption  has  no  real  idea  where  its 
energy  is  being  used  and,  therefore,  no 
systematic  way  to  evaluate  savings  op- 
tions. 

The  "correct"  answer  is  expressed  as 
several  figures,  showing  how  much  ener- 
gy is  used  for  individual  pieces  of  equip- 
ment, how  much  for  lighting  and  other 
specific  functions,  and  what  temperatures 
are  registered  at  various  parts  of  the  build- 
ings. This  can  easily  be  determined  by 
putting  meters  on  equipment  and  at 
strategic  locations.  Only  with  such  in- 
formation can  the  big  energy  wasters  and 
possible  remedies  be  identified. 

2)  How  old  is  the  data  on  which  the 
answer  to  the  foregoing  question  is 
based? 

If  the  information  is  more  than  a  year  old, 
it  is  outdated  and  relatively  useless. 
Equipment  and  buildings  generally  use 
more  energy  as  they  age.  Work  patterns 
change.  Motors  become  less  efficient. 
And  with  energy  costs  constantly  rising, 
strategies  that  were  not  cost-effective  last 
year  may  be  worth  implementing  this  year. 

3)  What  is  the  company's  plan  to  factor 
energy  costs  into  maintenance  schedules 
and  future  schedules. 

If  there  is  no  such  plan,  neither  will  there 
be  any  saving. 

4)  Who  is  responsible  for  monitoring 
energy  use? 

Traditionally,  this  function  has  not  had  a 
high  level  of  visibility  on  the  organization 
chart — if  at  all.  Maintenance  departments 
fixed  broken  windows  and  kept  doors 
shut.  They  vacuumed  air  vents  along  with 
routine  dusting — or  should  have.  Equip- 
ment was  bought  with  funds  charged  to 
specific  department  budgets.  But  electric 
bills  were  buried  in  overhead 

Energy  costs  have  risen  so  drastically 
that  organization  structure  must  be  mod- 
ified to  include  an  energy  oversight  func- 
tion. Just  as  there  is  no  saving  without  a 
plan,  there  is  no  plan  if  no  one  is  responsi- 
ble for  it. 

There  is  little  question  that  conservation 
is  today's  best  and  most  cost-effective 
strategy  to  reduce  both  energy  cost  and 
demand  It  should  be  the  first  line  of  attack 
for  everyone.  But  it  is  still  only  the  opening 
wedge.  After  all  possible  conservation 
measures  have  been  taken,  energy  costs 
will  remain  high  (albeit  lower  than  they 
would  have  been  otherwise)  and.  for  some 
users,  supply  problems  will  persist. 


ENERGY  ALTERNATIVES 

The  next  strategy,  then,  should  be  to 
look  for  energy  alternatives,  sources  other 
than  gas  and  oil  or  the  local  utility.  Can 
solar  power,  water,  wind,  alcohol  or  some 
other  form  of  energy  be  used9 

Unfortunately,  this  is  one  of  the  most 
difficult  areas  in  which  to  make  sound 
business  decisions.  The  many  possible 
alternatives  and  the  elusiveness  of  accu- 
rate information  are  responsible  for  the 
uncertainties.  Descriptions  of  alternate 
sources  of  energy  are  often  replete  with 
mismfoimation  and  unfounded  assump- 
tions. They  frequently  take  extreme  posi- 
tions, in  which  specific  alternatives  are 
either  misrepresented  as  the  ultimate 
answer  to  everyone's  energy  problem  or. 
conversely,  all  alternatives  are  rejected  as 
totally  unrealistic  and  impractical. 

Again,  the  professional  approach  is  to 
establish  some  general  guidelines. 

1)  Can  the  alternative  be  a  significant 
help  even  if  not  a  complete  substitute  for 
the  present  energy  source? 

To  many,  the  word,  "alternative,"  implies 
an  all-or-nothing  choice,  a  total  replace- 
ment of  one  energy  source  by  another. 
Using  this  false  criterion,  practically  no 
one  would  be  able  to  give  serious  consid- 
eration to  any  alternative 

Instead,  energy  alternatives  should  be 
evaluated  as  supplements  to,  or  partial 
suppliers  of.  energy  if  they  can  reduce  the 
total  cost  or  demand  for  a  hard-to-get  fuel 

As  an  example,  many  businesses  pay  a 
disproportionately  high  cost  for  energy 
consumed  during  peak  times,  although 
the  total  energy  used  during  those  periods 
may  be  quite  small.  An  energy  alternative 
that  would  reduce  or  replace  only  peak 
usage  could  be  extremely  valuable. 

For  other  businesses,  an  energy 
alternative  might  serve  as  a  total  replace- 
ment fo.r  a  present  energy  source  most  of 
the  time,  while  being  100  per  cent  unus- 
able at  other  times.  Solar  collectors  and 
wind  turbines  are  cases  in  point,  making  it 
necessary  for  users  to  keep  a  backup 
diesel-powered  generator  for  overcast  or 
calm  days.  The  principal  is  the  same  as  for 
hospital  and  computer  installations  which 
maintain  emergency  power  facilities. 

2)  Is  the  alternative  subject  to  govern- 
ment regulation? 

Public  utility  rate  structures  are  reg- 
ulated and.  in  some  cases,  may  penalize 
business  users  In  some  instances,  high 
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peak  charges  are  imposed  throughout  the 
entire  year,  even  though  a  business  cus- 
tomer may  reach  that  peak  only  once  or 
twice.  In  addition,  government  can  allo- 
cate supplies  when  they  become  limited, 
often  giving  business  and  manufacturing 
users  a  low  priority. 

For  some  users,  the  value  of  an  unreg- 
ulated energy  source  may  make  an  ap- 
parent high  dollar  cost  worth  considering. 
This  does  not  imply  that  alternative  energy 
sources  are  more  expensive  than  tradi- 
tional petroleum-based  sources.  And  they 
are.  in  fact,  sometimes  cheaper  and 
usually  environmentally  preferable 

3)  Under  what  circumstances  could  the 
steady  supply  of  an  alternative  energy 
source  be  interrupted7 


Fuel  supply  can  be  interrupted  for  a 
number  of  reasons.  A  public  utility  may  fail 
to  deliver  power  because  a  storm  has 
downed  lines.  A  shortage  of  oil  brought  on 
by  world  events  or  domestic  strikes  may 
limit  availability  even  to  users  with  a  high 
priority.  Being  without  power  for  varying 
periods  of  time  can  have  little  effect  on 
some  businesses  while  being  disastrous 
for  others.  Therefore,  some  may  find  a 
source  that  cannot  be  diverted  to  higher 
priority  users  to  be  highly  valuable 

4)  Is  the  quality  or  grade  of  the  alterna- 
tive form  of  energy  appropriate  to  the  us- 
er's needs9 

Quality  or  grade  refers  to  the  amount  of 
energy  produced  by  a  given  fuel,  rather 
than  the  value  of  the  energy  produced. 
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Energy  is  measured  by  BTUs.  or  British 
Thermal  Units,  and  is  strictly  a  quantitive 
measure  One  BTU  equals  another  no 
matter  what  the  kind  or  quantity  of  the  fuel 
from  which  it  comes.  A  high-quality  or 
high-grade  fuel  is  one  which  produces  a 
large  number  of  BTUs  from  a  small  quanti- 
ty of  fuel.  A  lower  grade  of  fuel  produces  a 
smaller  number  of  BTUs  from  the  same 
quantity  or  the  same  number  of  BTUs  from 
a  larger  quantity. 

In  general  business  use.  any  quality  of 
fuel  is  acceptable,  if  the  cost-per-BTU  is 
acceptable  High-grade  fuels  are  prefer- 
able only  when  shipping  distances  are 
long  (because  the  volume  required  is 
less)  or  when  extremely  high  or  sustained 
heat  is  called  for,  as  in  the  manufacture  of 
some  specialty  steels  or  other  metal 
alloys. 

Most  businesses  that  now  use  petro- 
leum-based fuels,  or  buy  power  from  a 
utility  that  uses  such  fuels,  are  probably 
using  a  higher  grade  fuel  than  they  need. 

It  is  important  to  remember  that  lower 
quality  or  grade  is  not  synonomous  with 
inferior.  It  has  nothing  to  do  with  whether  a 
fuel  is  oil.  water,  or  refuse  Grade  or  quality 
is  a  function  of  the  amount  of  energy,  or 
number  of  BTUs  produced  by  a  given 
quantity  of  fuel. 

5)  What  is  the  cost  and  ease  of  com- 
plying with  environmental  regulations? 

Most  industries  produce  some  waste  or 
release  excess  heat  which  is  frequently 
disposed  of  in  an  environmentally  damag- 
ing way — atmospheric  discharge,  dump- 
ing into  a  river,  burying  or  burning.  The 
costs  of  disposal  and  meeting  environ- 
mental regulations  are  high.  The  damage 
to  public  re'ations  is  often  incalculable. 
Yet  there  may  be  effective  and  cost- 
competitive  fuels  which  do  no  environ- 
mental damage  And  there  may  be  ways 
of  turning  waste,  which  is  now  a  cost,  into 
an  asset  The  old  alchemists'  dream  of 
turning  base  substances  into  gold  is  be- 
ginning to  come  true  in  such  techniques 
as  turning  garbage  into  fuel, 

6)  Does  the  proposed  alternative  ener- 
gy source  violate  accepted  social  or  life- 
style factors7 

This  may  seem  to  be  a  superficial  con- 
sideration but  is  at  the  root  of  the  rejection 
of  proposed  energy  solutions  that  are  at 
odds  with  established  custom  For  exam- 
ple, many  businesses  could  reduce  ener- 
gy costs  by  operating  on  a  10  hour  a  day. 
four-day  work  week.  How  many  em- 


THE  FREE  ENTERPRISE 
SYSTEM  IS  WORKING 
FOSn  IS  AN  EXAMPLE. 


Fuel  Oil  Supply  and  Terminaling,  Inc.  is  FOSTI — a  young  company  proving  that  a 
new  business  enterprise  with  good  ideas,  experienced  people  and  decisive  management 
can  succeed  today.  Despite  growing  governmental  regulation  and  economic  uncertainty. 

How  is  FOSTI  doing  it?  By  providing  critical  logistical  support  services  to  an  array 
of  energy  related  industries — from  the  producer  to  the  refiner  to  the  end  user. 

With  the  first  acquisition  of  a  finished  products  terminal  at  Bay  City,  Texas,  FOSTI's 
management  began  the  framework  of  a  "Total 
Service"  philosophy  of  growth.  By  the  end 
of  1980,  FOSTI  will  have  over  250,000 
barrels  of  storage  capacity  at  various  strate- 
gic locations,  including  a  new  deep  water 
bunker  fuel  facility  at  Gulfport,  Mississippi. 
On  The  Waterways 

The  FOSTI  Eddie  E  is  the  latest  addition  to  a 
marine  transportation  fleet  that  has  grown  from 
one  rebuilt  towboat  to  eleven  tows,  twenty-one  barges,  and  an  ocean  going  tug. 

These  investments  have  made  FOSTI  a  member  in  good  standing  of  the  American 
waterways  industry  which  carries  over  205  million  tons  of  petroleum  related  products 
each  year  with  fuel  efficiency  and  environmental  safety. 
Meeting  Midstream 

Towboats  pushing  their  barges  on  the  inland  waterways  need  support  during  their 
long  voyages.  FOSTI  responded  to  this  need  with  a  chain  of  midstream  service  stores 
soon  to  span  the  Gulf  of  Mexico  from  Texas  to  Florida — meeting  the  traffic  with  a  full 
range  of  supplies,  from  fuels  and  oils  to  groceries  and  linen  service.  FOSTI  helicopters 
speed  essential  supplies  and  personnel  to  offshore  rigs  in  the  Gulf. 

Rounding  out  FOSTI's  support  to  the  marine  industry  are  general  marine  equip- 
ment distribution  and  an  electronic  service  and  supply  subsidiary. 
Continuing  the  Total  Service  Commitment 

FOSTI's  belief  in  investing  for  future  capability  is  ongoing.  Recently  service  was 
extended  to  the  land  transportation  industry  with  a  chain  of  truck  stops  and  restaurants. 

There  are  many  companies  that  are  making  free  enterprise  work — by  seeking  new 
positions  in  the  changing  marketplace  where  opportunity  exists. 


FOSTI  is  doing  its  part  to  preserve  that  For  more  information  about  FOSTI,  Fuel  Oil  Supply  ik  Terminaling,  Inc. 

write  on  your  business  letterhead       3  31  W.  Loop  North,  Suite  303, 
to  RuJ  HaJsell,  PresiJenr,  Houston,  Texas  77024. 


kind  of  traditional  entrepreneurial  spirit. 


W  FOSTI 

Fuel  Oil  Supply  &  Terminaling.  Inc. 


ployees  would  be  unwilling  to  rearrange 
their  social  and  family  lives  to  conform  with 
this  schedule?  How  many  customers? 

By  the  same  tOKen,  putting  buildings 
underground  would  provide  a  most  effec- 
tive form  of  insulation.  Again  the  question 
arises  as  to  the  attitude  of  employees  and 
customers  toward  functioning  in  a  sub- 
terranean environment. 

What,  then,  are  the  principal  energy 
alternatives?  What  kinds  of  businesses 
are  likely  to  find  them  practicable  and 
should,  therefore,  investigate  them  fur- 
ther? When  will  these  alternatives  be  avail- 
able7 What  are  their  relative  costs;  their 
advantages  and  disadvantages? 

What  follows  are  brief  descriptions  of 
the  choices  open  to  businessmen  and 
some  indications  of  the  suitability  of  each. 
They  include  solar  power,  geothermal 
energy,  water  and  synfuels. 

SOLAR  POWER 

Solar  power  is  energy  derived  from  the 
heat  or  light  of  the  sun.  Most  people  think 
of  it  in  terms  of  solar  collectors  and  photo- 
voltaic cells.  But  there  are  also  two  indirect 
solar  sources:  wind,  which  is  generated 
by  temperature  differences  in  the  atmos- 
phere of  the  earth;  and  biomass  fuels, 
such  as  wood  and  ethanol — whose  plant 
base  grows  in  the  presence  of  the  sun 
through  photosynthesis. 

Of  these,  the  form  of  solar  power  that 
may  be  most  immediately  useful  to  busi- 
ness is  biomass.  It  is  also  the  only  one  that 
can  be  conveniently  used  to  fuel  vehicles 
today. 

Solar  collectors 

Solar  collectors  directly  transfer  heat — 
not  light — from  the  sun  to  either  concen- 
trating or  non-concentrating  systems. 

Concentrating  systems  are  devices, 
such  as  mirrors  or  lenses,  which  produce 
high  temperature  process  heat  or  steam 
to  generate  electricity.  They  can  be  lo- 
cated on  building  roofs  or  on  the  ground. 

Non:concentrating  systems  are  de- 
vices such  as  flat  plate  collectors,  which 
are  usually  installed  on  building  roofs  and 
provide  only  hot  water  and  space  heating. 

There  is  a  wide  range  of  technology 
available  in  solar  collectors,  which  are 
generally  reliable  and  effective.  For  some 
potential  users,  the  crossover  point  for 
cost-effectiveness  in  solar  power  will 
occur  in  the  next  three  to  five  years,  or 


even  sooner  This  is  because  the  cost  of 
petroleum-based  fuels  is  rising,  while  that 
of  solar  equipment  is  dropping. 

Energy  users  in  the  southeast,  south- 
west and  west,  where  there  is  ample  sun- 
shine could  give  serious  consideration  to 
solar  collectors  now.  This  is  especially 
true  for  those  located  far  from  a  power 
grid,  or  where  the  cost  of  energy  may  be 
high  for  some  other  reason. 

Photovoltaics 

This  form  of  solar  energy  is  based  on 
solar  cells  or  semiconductor  devices  that 
were  originally  used  on  satellites  to  con- 
vert sunlight  directly  into  electricity. 

Although  photovoltaics  work  well  in 
space,  there  are  problems  which  limit  their 
immediate  usefulness  on  earth;  cost,  re- 
liability and  lack  of  storage  for  generated 
energy  among  them.  However,  intensive 
research  activity  by  both  manufacturers 
and  the  federal  government  should  over- 
come the  technical  difficulties  and  reduce 
cost. 

There  is  good  reason  to  believe  that, 
during  this  decade,  photovoltaics  will  fol- 
low the  pattern  of  transistors — becoming 
cheap,  reliable  and  ubiquitous  Over  the 
past  three  years  alone,  photovoltaic  mod- 
ules have  undergone  a  cost  reduction  of 
approximately  75  per  cent.  Even  so. 
photovoltaic  power  is  more  costly  today 
than  conventionally  generated  power  in 
most  parts  of  the  United  States 

At  present,  photovoltaics  are  cost- 
effective  only  in  remote  areas  where  con- 
ventional power  is  either  very  expensive  or 
non-existent.  It  will  probably  be  used  first 
by  developing  countries  which  have  am- 
ple sunlight,  low  energy  needs  and  not 
conventional  power  systems  already  in 
place. 

In  the  United  States,  photovoltaics  may 
be  in  wide  use  by  the  end  of  this  decade. 
No  research  breakthroughs  are  neces- 
sary, but  accelerated  technical  develop- 
ment is  required — especially  in  manufac- 
turing technology  for  mass  production.  It 
is  expected  that,  by  1985,  photovoltaic 
systems  will  become  economically  com- 
petitive for  residential  application  m  many 
parts  of  the  country. 

Once  photovoltaic  systems  are  shown 
to  be  highly  reliable,  and  their  manufactur- 
ing cost  is  reduced,  they  will  able  to  com- 
pete with  conventional  fuels  as  a  power 
source;  their  operating  costs  are  minimal 
and  principal  raw  materials  for  manufac- 


ture, basically  silicon,  are  cheap  and 
abundant  As  with  solar  collectors  and 
concentrating  systems,  photovoltaics 
must  have  some  alternate  fuel  source  dur- 
ing periods  when  there  is  no  sunshine, 
unless  the  business  user  is  able  to  tolerate 
power  interruptions. 

Windpower 

There  is  a  tremendous  usable  energy 
potential  in  the  wind,  as  centuries-long 
use  of  windmills  has  shown  Through  the 
1930s,  windmills  widely  dotted  the  rural 
areas  of  the  United  States  They  are  now 
making  a  comeback  as  wind  turbines, 
particularly  for  use  by  utilities  and  agri- 
business Their  efficiency  and  reliability 
are  being  vastly  improved,  and  if  develop- 
ments go  as  expected,  their  use  should 
spread  in  the  next  two  to  three  years. 

Wind-generated  electricity  can  prob- 
ably be  had  at  a  cost  of  three  or  four  cents 
per  kilowatt  hour  by  the  mid-to-late  1 980s. 
but  there  are  drawbacks.  Wind  turbines 
require  very  precise  siting.  Regular  wind 
speeds  of  at  least  12  mph  are  needed, 
although  there  is  extreme  variability  in 
wind  speeds  from  one  spot  to  another 
even  in  generally  favorable  areas  More- 
over, the  site  must  be  away  from  densely 
populated  sections  to  conform  with  local 
zoning  height  restrictions.  And,  though  no 
wind  turbines  have  as  yet  toppled,  safety 
rules  mandate  that  there  be  no  obstruction 
within  the  radius  of  fall  (Heights  range 
from  ten  to  500  ft.) 

Some  locations  which  appear  logical  at 
first  glance,  such  as  mountaintops.  must 
be  ruled  out  because  of  their  inaccessibil- 
ity for  maintenance  and  repairs 

Utilities  in  favorable  locations  can  put 
up  clusters  of  50  to  100  turbines,  called 
"wind  farms,"  with  supplemental  power 
provided  by  petroleum  or  some  other  con- 
ventional fuel.  Farmers  and  agricultural 
enterprises  could  use  wind  turbines  for 
powering  irrigation  pumps,  if  the  crops 
raised  could  be  sustained  on  a  water  stor- 
age system  for  a  day  or  two.  Wind  power 
can  also  be  used  for  refrigeration  for  the 
storage  of  produce  Excess  wind  power  at 
such  facilities  could  be  diverted  to  make 
ice.  as  the  basis  for  backup  refrigeration 
when  the  wind  is  insufficient 

An  investment  of  up  to  $1 0,000  in  wind- 
power  for  residential  use  can  earn  tax 
credits  of  40  per  cent,  making  a  turbine  of 
interest  to  small  farms.  In  addition,  federal 
law  requires  public  utilities  to  purchase 


COMBUSTION  ENGINEERING  REPORTS  TO  THE  FINANCIAL  COMMUNITY: 


C-E  designed  and  built  the  nation's  largest  test  facility  for  converting  coal  into  low-Btu  gas  for  power  generation. 

C-E  synfuel  technology  will  help 
America  meet  its  energy  needs  in  the  80's. 


For  more  than  a  decade, 
Combustion  Engineering 
and  its  subsidiaries  have 
been  leading  the  way  in 
the  development  of  syn- 
thetic fuels  to  help 
America  meet  its  fu 
ture  energy  needs. 
Gaseous  and  liquid 
fuels  from  coal. 
At  our  Windsor,  Connecticut, 
test  facility,  C-E  is  transforming 
coal  into  suitable  gas  for  use  by 
electric  utilities  and  industry. 
After  over  2000  hours  of  opera- 
don,  the  process  has  proven  its 
ability  to  convert  coal  to  a  clean- 
buming  gas. 

C-E  Lummus,  a  C-E  sub- 
sidiary, is  now  engineering  the 
first  commercial  coal  gasification 
plant  to  be  built  in  the  United 
States.  The  project  is  being 


planned  by  Great  Plains 
Gasification  Associates.  It 
is  to  be  located  near 
Beulah,  North  Dakota. 

In  coal  liquefaction, 
C-E  Lummus'  proprietary 
de-ashing  process,  selected 
by  the  Department  of  En- 
ergy for  pilot  plants  at 
Fort  Lewis,  Washington, 
and  Catlettsburg,  Kentucky, 
is  a  key  step  in  the  conversion 
of  coal  into  clean-burning  liquid 
fuels  for  transportation  and 
home  heating. 

Today  synfuel  activities 
represent  a  fraction  of  C-E's 
$2.75  billion  in  annual  sales. 
During  the  1980s,  this  area  is 
expected  to  make  an  increasing 
contribution  to  C-E's  continuing 
growth. 

Era  COMBUSTION 
ENGINEERING 


C-E:  Positioned  for  growth 
in  the  80V 

Helping  to  find  and  bring  in  oil 
and  gas.  Upgrading  and  building 
refineries  and  petrochemical 
plants.  Developing  cleaner,  more 
efficient  ways  electric  utilities 
can  use  coal.  Providing  equip- 
ment and  services  for  nuclear 
power  generation.  And  leading 
the  way  in  the  development  of 
alternative  fuels. 

No  other  company  has 
Combustion  Engineering's  broad 
range  of  capabilities  for  helping 
energy-related  industries  meet 
the  challenges  of  the  80's  and 
beyond.  For  a  copy  of  our  latest 
report  to  shareholders,  write 
Combustion  Engineering,  Inc. , 
Dept.  7004-160,  900  Long  Ridge 
Road,  Stamford,  Connecticut, 
USA  06902. 
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"Now  you  can  own  your  own 
small-building  automation  system. 


Fred  Brengel,  President,  Johnson  Controls,  Inc. 


Why  does  a  small  building  need  automation? 

For  the  very  same  reasons  large  buildings  need  it.  Buildings  as  small 
as  50,000  square  feet  have  the  same  systems  and  problems.  Heating, 
cooling,  ventilating,  firesafety,  security,  communications — all  these 
must  be  governed  24  hours  a  day.  Up  until  now,  the  only  reason  for  not 
having  automation  in  smaller  buildings  has  been  the  cost.  The  new 
Johnson  Controls  JC/85  computerized  building  automation  system 
runs  all  these  systems,  solves  all  these  problems  from  a  single  console. 
It  offers  small  buildings  management  functions  they  could  never  hope 
to  have  before.  It  gives  you  total  control  of  your  building. 


What  about  the  cost? 

You  know  what  happened  with  the  pocket  calculator.  The  - 
same  applies  here.  The  new  JC/85  system  costs  much  less 
and  does  much  more  than  systems  installed  just  a  few 
years  ago.  It  will  pay  for  itself — its  total  installed  cost — in 
two  years  or  less  in  energy  savings  alone.  That's  because 
the  equipment  costs  less.  Wiring  paths  are  shorter.  It  runs 
on  low  voltage.  And  you  can  locate  it  in  a  corner  of  your 
office. 


Is  it  easy  to  operate? 

That's  one  of  the  beauties  of  the  JC/85.  It  doesn't  need 
an  operator.  All  it  needs  is  an  occasional  user.  It  actually 
teaches  the  user.  In  effect  you  can  walk  up  to  the  JC/85 
and  ask  it,  "What  can  you  do  for  me?"  Activate  the  AID 
mode  and  it  responds  in  plain  English  to  tell  you  what 
your  choices  are  and — step  by  step — what  to  do.  And  it 
displays  information  in  full  color  for  easy  comprehension 
Your  office  staff  can  run  it. 


What  about  obsolescence? 

The  JC/85  isn't  just  a  "black  box."  It's  a  system,  designed 
to  be  changed.  It  can  be  programmed  and  reprogrammed 
to  meet  any  and  all  control  needs.  You  can  start  by  using 
it  to  control  heating  and  cooling  and  save  energy.  Later 
you  might  link  it  up  to  the  building's  firesafety  system. 
Still  later  you  might  add  on  a  new  security  control 
system  or  reprogram  it  to  meet  a  new  Department  of 
Energy  regulation.  The  JC/85  grows  with  the  building. 
You  can  make  changes  without  even  shutting  it  down. 


What's  the  first  step? 

The  first  step  is  also  the  last  step  you  need  to  take.  Just 
call  any  one  of  Johnson  Controls  126  offices  across  the 
U.S.  and  Canada.  We  pride  ourselves  on  being  one  source 
that  does  all.  We  analyze  your  building,  recommend 
applications,  project  energy  savings,  supply  all  equipment, 
design  and  install  a  customized  system,  calibrate  and 
check  it,  and  turn  over  the  key.  There's  just  one  other  thing 
vou  can  do  now — send  for  our  free  booklet. 


Your  single  source  for  design,  manufacture,  installation  and  service  of  automated  building  controls.  Proprietary  or  time-shared.  Ener 
agement,  heating,  air  conditioning,  fire  management,  security,  communications  and  mechanical  maintenance.  c\  1980  Johnson  Contr 


JQHNSON 


This  free  brochure  gives  you  full  information  on 
how  you  can  gain  total  control  of  buildings  50,000 
square  feet  and  up  with  Johnson  Controls  new 
JC/85  building  automation  system.  Send  for  your 
free  brochure  today: 

Mr.  Fred  Brengel,  President,  Johnson  Controls,  Inc. 
Ref.  G-08,  Box  423,  Milwaukee,  Wisconsin  53201 
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excess  power  from  such  wind  turbines 
Biomass 

Biomass  describes  any  material  recent- 
ly created  as  a  byproduct  of  photosyn- 
thesis, such  as  plant  life  or  animal  waste 
(as  distinguished  from  coal  and  oil)  Plants 
contain  four  substances  which  are  impor- 
tant to  creating  energy — sugar,  starch, 
cellulose  and  hgnon.  Energy  can  be  re- 
leased from  biomass  in  three  ways,  direct 
burning  (wood,  pelletized  sawdust):  con- 
version into  a  liquid  fuel  (mainly  ethanol 
but  also  methanol)  and  conversion  into 
gas  (methane  or  biogas) 

Wood,  which  is  mainly  cellulose,  has 
roughly  two-thirds  to  three-fourths  the 
heating  value  of  coal.  It  is  worth  consider- 
ing as  a  fuel  if  a  facility  if  located  near  a 
large  wooded  area,  since  transportation 
costs  could  be  low  enough  to  make  wood 
costs  competitive  Wood  as  an  energy 
source  includes  not  only  logs  from  tree 
trunks,  but  also  branches  and  stumps  that 
are  normally  left  in  the  forest  to  rot. 

The  State  of  North  Carolina,  which  has 
large  wood  resources,  has  an  extensive 
plan  to  emphasize  utilization  of  wood 
Some  prisons  and  state  hospitals  located 
in  remote  forested  areas  in  other  parts  of 
the  country  are  also  converting  to  wood  as 
a  fuel. 

Because  our  economy  is  geared  to  li- 
quid fuel,  ethanol  and  methanol  made 
from  biomass  probably  hold  the  greatest 
promise  for  business  and  industry  Con- 
verting from  one  liquid — gasoline,  diesel 
fuel  or  oil — to  another  is  relatively  easy 
Liquids  from  biomass  are  also  among  the 
few  alternate  fuels  that  can  be  used  for 
existing  vehicles  either  as  a  direct  substi- 
tute for  gasoline  or  diesel  fuel  (with  slight 
engine  modification)  or  as  a  supplement 
to  gasoline  (gasohol). 

Ethanol  and  methanol  are  made  from 
the  sugars  and  starches  in  plants  and  can 
be  made  from  cellulose  as  well  Many  in- 
dustries have  the  raw  materials  to  make 
ethanol  readily  at  hand.  Food  processors 
and  other  agriculturally  oriented  indus- 
tries have  large  amounts  of  sugars  and 
starches  in  the  plant  material  they  normal- 
ly discard. 

Grains,  such  as  corn,  wheat,  barley  and 
oats,  have  a  high  starch  content  as  do 
some  tubers,  such  as  cassava  (tapioca) 
Industries  located  in  rural  areas  might 
grow  crops  specifically  for  their  ethanol 
production  potential 

Ethanol  will  probably  be  used  to  power 
farm  equipment  on  a  moderate  scale  in 


the  next  three  to  five  years  It  could  pro- 
vide a  significant  amount  of  energy  for 
some  industries  in  five  to  ten  years  Many 
industries  could  be  producing  and  using 
ethanol  one  to  three  years  after  they  de- 
cide to  do  so  The  lead  time  depends  on 
the  size  of  the  distillery  and  whether  a  new 
plant  is  being  built  or  an  existing  plant 
enlarged.  Because  alcohol  production  is 
expanding  so  rapidly,  availability  of 
equipment  is  a  problem  and  many  manu- 
facturers of  distillery  equipment  generally 
have  large  order  backlogs 

In  addition  to  its  use  as  a  fuel,  ethanol 
made  from  biomass  can  serve  as  a  feed- 
stock for  hundreds  of  products  that  have 


historically  been  made  from  petroleum- 
derived  ethanol  These  include  acetic 
acid,  resins,  adhesives.  solvents  and 
other  organic  compounds 

There  is  no  chemical  difference  be- 
tween ethanol  made  from  biomass  and 
ethanol  made  from  petroleum  Some  in- 
dustries may  find  they  can  not  only  supply 
their  own  fuel  needs  but  can  also  produce 
a  profit  making  product. 

Biogas.  or  methane  made  from  wastes 
of  cattle,  poultry  or  any  other  livestock  and 
from  sewage  treatment  plants,  is  tech- 
nically feasible  today  But  digesters  to 
create  the  gas  and  cost-effective  methods 
of  storage  and  transportation  are  general- 


Some  want  to  keep 
our  land  unspoiled. 
Some  want  to  explore  it. 

We  want  to  explore 
without  spoiling. 

There's  a  strange  either-or  proposition  build- 
ng  up  in  this  country. 

it's  one  that  says  either  we  completely  pre- 
serve our  public  lands  by  turning  them  into 
permanent  wilderness,  /  "  %  or  we  tear  them 


And  what  are  we  doing  about  it? 

In  recent  years,  through  legislation  or  admin- 
istrative action,  130  million  acres  of  the  760 
million  that  the  federal  government  owns  have 
been  completely  withdrawn  from  exploration  of 
any  kind. 

And  there's  more  legislation  pending  which, 
if  passed,  will  mean  that,  in  total,  as  much  as 
71%  of  our  public  land  could  be  set  aside. 

All  without  ever  finding  out  first,  through  pre- 
liminary exploration,  what  the  resource  potential 
of  that  land  really  is. 

The  desire  for  land  that  stands  pure  and 
certainly  understandable.  But, 
rely,  in  these  times  of  scarcity  our 
eed  for  energy  and  mineral 
resources  is  just  as  pressing. 
We  know  for  a  fact  that  explo- 
ration can  easily  be  conducted  in 
environmentally  sound  manner. 


jp  and  exploit  ■': 
:hem  to  the  fullest  for  their  natural  resources. 

We've  got  to  believe  there's  an  acceptable 
niddle  ground  between  these  two  extremes. 

Because  neither  is  really  in  the  long-range 
nterest  of  our  country. 

Look  at  the  facts.  Our  public  lands  currently 
supply  only  10%  of  our  energy.  Yet  they  actually 
:ontain  about  half  of  all  our  known  domestic 
energy  resources  -  vast  amounts  of  coal, 
)il  shale,  tar  sands,  crude  oil  and  natural  gas. 


Doesn't  it  make  sense  then  that  we 
ore  and  evaluate  our  public  lands  before 
we  classify  them  as  wilderness  and  lock  them 
up  forever? 

At  least  then  we  could  make  sure  we're  doing 
the  right  thing. 

To  continue  in  the  direction  we're  presently 
going  could  well  be  one  of  the  most  self-defeating 
steps  we've  taken  in  this  century. 

Or  so  it  seems  to  us  at  Atlantic  Richfield. 


There  are  no  easy  answers. 


ARCO  <> 


Atlantic  Richfield  Company 


L 


A  Navajo  Indian  reservation.  10  arid  miles  outside  of  Sweetwat 
Arizona.  Here,  where  no  electrical  power  yet  exists.  PRC  is  aiding 
Department  of  Energy  to  install  and  operate  solar  power  systems. 


Who  do  you  call  to  make  the  sun 
and  the  wind  work  together? 

The  Department  of  Energy  called  PRC. 


In  some  Navajo  villages,  so  remote  that  power  lines 
have  never  reached  them,  the  wind  has  always  been  a 
vital  source  of  energy.  It  still  is— when  it  blows. 

When  it  doesn't,  diesel  engines  or  other  options 
must  be  found.  And  of  all  these  options,  the  most 
potent  is  the  power  of  the  sun. 

To  help  turn  the  sun  into  a  power  plant,  the 
Department  of  Energy  called  PRC.  A  photovoltaic 
task  group  was  formed  from  among  PRC's  6,000 
technical  specialists.  Result:  solar-powered  systems 
designed  to  generate  electricity  for  water  pumps, 
irrigation,  for  light  and  heat  and  other  comforts 


these  villages  have  never  known. 

Solar  energy  is  just  one  of  the  frontiers  th£ 
PRC  is  helping  to  explore.  For  a  quarter  of  a  centur 
all  over  the  world,  our  family  of  companies  ha 
worked  in  partnership  with  business,  with  goverr 
ment,  with  industry.  And  those  resources  are  avai 
able  to  you  now,  no  matter 
how  large  or  challenging 
vour  project. 

Co"uopRc 
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be  helpful  to  you? 


Corporation 


Call  PRC  (202)293-4700. 


The  PRC 
Companies. 

I  Computer  Center 

omputer  services,  facility  manage- 
ent;  data  processing  consulting 

1  Data  Services 

omputer  programming  support; 
»ftware  development 

1  Image  Data  Systems 

Xerographic  systems  and  services 

S  Information  Sciences 

lformation  systems  analysis,  design 
id  implementation 

S Jacobs 

roperty  tax  appraisal  services 

p  Public  Management  Services 

omputer ized  command  and  control 
>mmunications  systems 

2  Realty  Systems 

n-line  computer  networks  and  photo 
sting  books  for  the  real  estate 
dustry 

C  Technical  Applications 

aval  architecture  and  marine  en- 
neering;  planned  maintenance  and 
•aining  systems;  automated  pub- 
cations  and  engineering  docu- 
lentation. 

D  Consoer  Townsend 

onsulting  engineering  in  waste 
ater  treatment,  water  supply  and 
■eatment  and  solid  waste/resource 
:covery 

momics  Research  Associates 

[anagement  consulting  in  recre- 
;ion,  land  economics,  transportation 
ad  urban  planning 

C  Engineering  Consultants 

lanning,  design  and  construction 
lanagement  of  hydroelectric,  irriga- 
on  and  flood  control  systems 

C  Harris 

lanning,  design  and  construction 
anagement  of:  ports  and  harbors; 
etroleum  storage  and  handling 
icilities:  highways  and  transit 
'stems 

2  Systems  Services 

valuation,  design  and  development 
"major  space,  energy,  weapons  and 
;salination  systems 

J  Energy  Analysis 

I'nergy  Systems  Analysis;  systems 
ngineering;  program  planning;  pro- 
^am  management. 

Z  Toups 

and  development  planning  and  en- 
'neering;  ground  water  manage- 
ent;  waste  water  reclamation; 
ivironmental  studies,  flood  control 

Z  Speas 

-  anning,  management  and  technical 
nsulting  for  the  aviation  industry 

I  Voorhees 

Dnceptual  and  detailed  ground 
ansportation  planning;  environ- 
ental  and  urban  planning 


Energy 


ly  not  commercially  available  in  the  United 
States. 

Industries  that  could  seriously  consider 
biogass  potential  today  are  those  which 
already  have  ready  access  to  large  quan- 
tities of  the  feedstock,  such  as  food  pro- 
cessors and  other  agricultural  busi- 
nesses. 

GEOTHERMAL  ENERGY 

Geothermal  energy  in  its  most  basic 
form  is  using  underground  ground  hot  wa- 
ter or  steam  to  generate  electricity  or  to 
use  directly.  Water  injected  into,  and 
circulated  through  hot  rocks,  may  also  be 
used  in  the  future,  though  the  more  prac- 
tical, inexpensive  sources  today  are  ex- 
isting hot  water  or  steam.  Although  geo- 
thermal energy  is  extremely  site-specific, 
there  are  thousands  of  places  in  the  U.S. 
where  its  use  would  be  practical  for  sup- 
plying about  60%  of  non-transportation 
energy  needs. 

Businesses  near  geothermal  sources 
can  use  them  to  power  manufacturing 
processes  for  such  industries  as  ethanol 
production  and  food  processing.  Other 
uses  are  space  heating  and  refrigeration, 
fish  farming  and  in  cold  climates,  de-icing. 
Temperature  needs  to  supply  energy  for 
various  industries  within  range  of  many 
geothermal  sites. 

Geothermal  energy  has  been  tapped  to 
supply  heat  needs  in  some  areas  of  the 
country,  with  peak  usage  around  the  turn 
of  the  century.  Some  communities,  such 
as  Klamath  Falls,  Oregon,  have  used  their 
geothermal  sources  continuously.  Others 
such  as  Boise,  Idaho,  converted  to  natural 
gas.  A  number  of  places,  it  is  believed, 
may  have  made  their  conversions  solely 
because  gas  was  "more  modern."  Many 
locales  are  now  either  converting  or  re- 
converting to  geothermal  energy  because 
of  its  history  as  a  reliable  and  inexpensive 
source  of  heat  energy. 

For  example,  Pacific  Gas  &  Electric 
Power  Company  gets  enough  power  to- 
day from  geothermal  sources  to  supply  all 
the  electricity  needs  for  the  City  of  San 
Francisco.  (Because  San  Francisco  is 
part  of  a  power  grid,  it  is  not  accurate  to 
say  that  it  is  entirely  supplied  by  geoth- 
ermal energy,  but  the  kilowatt  equivalent 
is  furnished  by  PG&EP). 

The  map  shows  where  known  geo- 
thermal sources  are  located.  But  many 
sources  still  remain  to  be  discovered,  and 
specialists  in  the  field  say  that  such  dis- 
coveries will  not  be  unusual,  since  we 


have  not  really  searched  out  our  geo- 
thermal sources  in  the  past. 

Areas  of  potential  geothermal  re- 
sources are  usually  characterized  by  hot 
springs,  geologically  young  volcanic 
activity,  seismic  activity  (earthquakes, 
faulting)  and  rocks  which  have  been 
chemically  altered.  In  addition,  because 
the  temperature  in  the  earth  increases 
with  depth,  almost  any  areas  with  deep 
wells — such  as  those  drilled  for  oil — can 
be  a  possible  source  of  hot  water. 

There  may  be  unresolved  legal  ques- 
tions in  some  areas  as  to  who  owns  the 
energy  in  underground  hot  water.  And 
there  are  also  some  practical  questions  to 
be  answered:  Will  water  dry  up  after  a 
significant  amount  of  usage7  Or  will  its 
temperature  drop?  Limited  use  over  a 
long  period  of  time  has  not  indicated  any 
problems,  but  these  possibilities  have 
never  really  been  studied. 

Water 

Energy — usually  in  the  form  of  electric- 
ity— is  produced  by  turbines  turned  by 
falling  water  at  a  natural  or  man-made 
dam  or  waterfall.  The  technology  and 
equipment  for  generating  hydroelectric 
power  is  well  developed  and,  in  some 
places,  the  major  energy  source  today. 
The  Pacific  Northwest,  for  example,  gets 
about  80  per  cent  of  its  power  from  hydro- 
electricity. 

On  the  other  hand,  producing  hydro- 
electricity  of  a  smaller  scale  from  low- 
head  dams,  or  from  higher  head  dams 
with  small  discharges  (production  capac- 
ity up  to  15  megawatts)  has  been  virtually 
ignored  in  recent  times.  In  fact,  hundreds 
of  these  plants  have  been  abandoned  in 
the  last  30  years. 

Before  the  oil  embargo  of  1973,  small- 
scale  hydro  was  simply  not  cost-com- 
petitive with  large  central  thermal  power 
plants  or  with  large  hydroelectric  projects. 
But  the  increasing  cost  of  traditional  ener- 
gy sources,  and  the  increasing  demand 
for  energy,  are  making  small  hydroplants 
attractive  for  small  regions  and  entire  in- 
dustrial facilities.  The  fuel  is  a  renewable 
resource  and,  when  the  power  can  be 
used  close  to  where  it  is  generated,  very 
little  is  lost  in  transmission. 

Many  abandoned  plants  need  only 
minor  repairs,  some  literally  only  cleanup 
and  lubrication,  to  put  them  into  econom- 
ical operating  condition.  Most  of  the  sites 
which  have  fallen  into  disuse  are  in  the 
original  13  Colonies,  especially  New  Eng- 
land and  New  York,  which  became  indus- 


tnalized  when  water  and  wood  were  the 
sole  sources  of  power. 

Although  there  are  50,000  dams  across 
the  country,  not  all  of  them  could  be  used 
for  hydroelectric  power.  In  some  areas, 
there  are  complicated  legal  issues  over 
who  owns  the  water  rights.  Others  bar  use 
for  environmental  or  social  reasons,  or  are 
too  remote.  Still,  after  eliminating  all  sites 
rendered  impractical  for  all  reasons  com- 
bined, thousands  remain  usable  sources 
of  electric  power  for  businesses  located 
near  them. 

Some  local  governments  are  in  various 
stages  of  forming  municipal  utilities  by 
converting  or  reconverting  to  small-scale 
hydropower  as  a  source  of  economical, 
dependable  energy  for  their  communities. 
Businesses  in  those  areas  may  want  to 
take  an  active  interest  in  these  projects. 

Synfuel 

Synfuel  generally  refers  to  a  liquid,  gas 


or  clean  solid  fuel  which  is  made  from 
coal,  oil  shale  or  heavy  tar  sands.  Tech- 
nically "synthetic"  or  "manufactured"  fuel 
should  include  diesel  fuel  and  gasoline, 
as  well  as  ethanol  and  other  fuels  made 
from  food  grains  and  starch  byproducts. 
But  the  term  generally  is  limited  by  custom 
to  six  fuels:  gas  made  from  coal  (coal  gasi- 
fication); gasoline,  diesel  fuel  or  methanol 
made  from  coal  (coal  liquefaction);  re- 
fined coal  (solid  coal  with  the  sulphur, 
heavy  metals  and  other  environmentally 
objectionable  materials  removed);  and 
crude  oil  extracted  from  oil  shale  and  tar 
sands. 

There  is  a  perception  among  some  that 
synfuels  are  inferior  to  petroleum  fuels  be- 
cause they  are  "synthetic."  Actualy  syn- 
fuels will  be  available  in  various  grades, 
including  those  equal  to  pipeline  quality 
natural  gas. 

At  the  present  time  there  is  very  little 
synfuel  commercially  available  in  the 


United  States,  and  no  significant  quanti- 
ties can  be  expected  before  1990. 
However,  synfuel  development  should  be 
of  great  interest  now  as  an  investment 
opportunity  and  as  a  new  market  for 
manufacturers,  of  products  such  as 
pumps,  compressors,  seals,  o-nngs, 
valves,  gauges,  coal  conveying  and 
handling  equipment  and  control  systems. 
Providers  of  services,  such  as  testing 
laboratories  and  bulk  material  handling 
firms,  will  see  opportunities  in  synfuels. 

In  terms  of  creating  new  markets  in  the 
Eighties,  the  recently  passed  $20  billion 
synfuels  bill  will  be  similar  to  the  space 
program  of  the  Sixties. 

Coal  gasification  and  liquefaction 
plants  will  be  located  near  coal  sources  to 
reduce  raw  material  transportation  costs. 
Ideally,  industries  wanting  to  use  the  gas 
should  also  locate  nearby  to  minimize  the 
cost  of  pipelines.  (Liquid  synfuels  will  be 
transported  by  tanker  or  pipeline  much  as 
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Myth: 

Railroads  charge  too  much  to  move  coal. 


Fact: 

Rail  costs  are  a  smaller 
share  of  the  delivered 
price  of  coal  today  than 
they  were  10  years  ago. 

The  United  States  has  enough  coal  to  break 
our  energy  dependence  on  imported  oil.  Now, 
when  this  vital  resource  is  needed  more  than 
ever,  America's  freight  railroads  are  being 
accused  of  charging  too  much  to  move  coal, 
thus  impeding  the  nation's  shift  from  oil  to  coal. 

Nothing  could  be  further  from  the  truth. 
Coal  prices  and  electric  utility  rates  have  risen 
much  faster  than  railroad  coal  rates.  Ten  years 
ago,  rail  transportation  charges  averaged  39 
percent  of  the  delivered  price  of  coal.  Today, 
they  average  only  25  percent  of  the  delivered 
price. 

Naturally,  specific  rates  may  be  higher  or 
lower  than  average  depending  on  such  factors 
as  the  distance  the  coal  is  moved. 

America's  freight  railroads  are  the  most  re- 
liable and  cost-efficient  way  to  move  most  coal 
from  where  it's  mined  to  where  it's  needed— 
to  generate  electricity  and  fuel  our  industries. 
Today,  that's  more  important  than  ever 

For  more  information,  write:  Coal,  Dept.  Z-9, 
Association  of  American  Railroads,  American 
Railroads  Building,  Washington,  D.C.  20036. 


Surprise: 

Railroads  move  a  ton  of 
coal  for  an  average  charge 
of  less  than  20  a  mile. 


We're  playing 
Russian  Roulette 
with  our  energy. 


And  we  don't 
even  get  to 
hold  the  gun 


We  continue  to  play  Russian  roulette  with  our 
energy  decisions  except  (that)  the  game's 
namesake  is  holding  the  gun.  Because  we've 
gotten  by  so  far,  we  think  our  number  will 
never  come  up. 

We  must  conserve.  We  must  rush  the  utiliza- 
tion of  coal  in  both  existing  and  new  electric 
utility  plants.  At  the  same  time,  every  other 
form  of  energy  available  must  be  considered  and 
developed  — nuclear,  shale,  coal  conversion  to 
gas  and  liquid,  and  continued  exploration  for 
gas  and  oil. 

We  must  rationalize  our  environmental  needs 
with  the  very  survival  of  our  country. 


JOY 

MANUFACTURING 
COMPANY 

OLIVER  BLDG.  PITTSBURGH,  PA  15222 
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If  we  start  full  speed  tomorrow,  we  will  face 
5  to  10  years  of  investment  and  work  to  achieve 
a  semblance  of  energy  self-sufficiency.  Mean- 
while, our  national  security  can  be  blackmailed 
at  any  time.  If  our  oil  imports  were  cut  off, 
how  could  we  fight  even  a  defensive  war? 

We  are  facing  a  very  real  crisis  unless 
politics  are  minimized,  irrational  environmen- 
talists are  curbed  and  everyone  realizes  that  our 
current  oil  imports  can  break  us  economically, 
let  alone  place  us  at  the  total  mercy  of  those 
controlling  oil. 

Why  is  America  holding  back? 


MANUFACTURERS  OF  MACHINERY  AND 
EQUIPMENT  FOR  THE  ENERGY  INDUSTRIES 

COALMINING  MINERAL  MINING,  URANIUM 
EXTRACTION,  AIR  HANDLING,  OIL  AND  GAS 
WELL  DRILLING,  POLLUTION  CONTROL 
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petroleum-based  gasoline  and  diesel 
fuels.)  In  metropolitan  areas,  problems  in 
acquiring  rights-of-way  for  pipelines  will 
probably  make  the  use  of  centrally  sup- 
plied coal  gas  impractical.  However,  a 
central  coal  gasifacation  plant  could 
mean  new  life  for  once-thriving  industrial 
communities  which  are  now  dying  but 
which  still  have  a  skilled  labor  supply,  are 
near  coal  reserves,  and  for  which  the  dis- 
ruptive tearing  up  of  streets  to  lay  the  pipe- 
lines would  be  tolerable.  Small  gasifiers 
are  being  installed  now  in  many  areas  to 
supply  individual  plants  or  processes. 

If  development  proceeds  as  expected, 
synfuels  could  be  a  major  energy  source 
in  the  1990s.  They  will  probably  not  be 
cheap  but  they  will  be  a  reliable  supply 
based  on  a  virtually  unlimited  availability 
of  the  raw  material  (coal  and  oil  shale) 
located  in  the  United  States. 

In  addition,  synfuels  will  be  environmen- 
tally equivalent  to  petroleum-based  fuels 
because  most  environmentally  objection- 
able parts  will  be  removed  as  part  of  the 
manufacturing  process.  The  unaccept- 
able components  will,  in  many  cases,  be- 
come assets 

ENERGYPLEX 

Rather  than  a  specific  kind  of  energy  or 
fuel,  energyplex  is  a  method  of  using  dif- 
ferent kinds  of  energy  in  an  efficient  and 
cost  effective  (or  synergistic)  way  at  a 
specific  site.  It  is  a  relatively  new  term 
(comibining  energy  with  "complex") 
which  business  executives  studying  ener- 
gy alternatives  will  increasingly  en- 
counter 

Energyplex  describes  any  combination 
of  users  of  a  single  form  of  energy,  or  a 
single  group  of  users  of  various  energy 
forms,  so  long  as  the  combination  is 
based  on  the  efficient  use  of  energy  tai- 
lored for  a  specific  site. 
.  To  illustrate,  one  energyplex  might  be 
based  on  a  coal  gasification  plant  built 
near  large  coal  reserves.  The  gas  would 
first  be  sold  to  nearby  industries  that  need 
high-quality  fuel.  Medium-and-low-quality 
energy  (left  over  after  the  high-quality  use) 
could  be  cascaded  to  other  local  users, 
with  the  lowest  quality  going  to  such  users 
as  aquaculturists  (fish  farmers).  Some  in- 
dustries might  specifically  locate  them- 
selves near  the  site  to  take  advantage  of 
the  coal  gas,  while  others  might  be  ex- 
isting plants  which  convert  to  coal  gas 
Actually,  all  involved  would  probably 
agree  to  use  the  coal  gas  before  the  gasi- 


fication plant  is  built. 

Even  though  coal  gas  is  expensive  to 
produce,  this  type  of  total  use  and  reuse 
would  make  it  cost-competitive.  Moreov- 
er, the  sulphur  removed  from  the  coal 
could  be  sold  to  reduce  overall  production 
cost. 

A  very  different  kind  and  scale  of  ener- 
gyplex could  be  based  on  geothermal  re- 
sources in  a  remote  rural  area.  Geoth- 
ermal energy  could  be  an  inexpensive  re- 
placement for  petroleum-based  electricity 
to  provide  residential  heat  and  light. 

It  would  also  be  able  to  fuel  an  ethanol 
producing  facility  to  make  full  use  of  the 
gram  grown  in  the  area.  (The  cost  of  elec- 
tricity in  a  remote  area  would  probably  be 
too  high  to  use  as  a  power  source  for  an 
ethanol  producing  facility.)  Residue  from 
the  ethanol  plant  could  be  used  as  animal 
feed  to  support  a  cattle  feedlot.  The  cattle 
will,  in  turn,  produce  substantial  quantities 
of  waste  that  can  be  made  into  biogas  and 
used  to  power  some  light  industry  which 
might  also  be  established. 

POSSIBLE  SCENARIOS  FOR 
1990  S  AND  BEYOND 

If  energy  reduction  by  conservation  is 
widespread,  and  if  a  significant  number  of 
businesses  and  communities  become 
energy  self-sufficient  by  using  local,  re- 
newable sources  such  as  geothermal  or 
hydroelectric  facilities,  will  there  be  an 
oversupply  of  energy?  And,  if  so,  will  the 
time  and  money  devoted  to  these  prob- 
lems today  have  been  worthwhile  in  the 
long  run9 

These  are  important  questions  in  long- 
range  planning.  Some  experts  believe 
that  the  cost  of  energy  will  drop  as  we  find 
new  supplies  or  rediscover  old  ones, 
learning  at  the  same  time  to  use  what  we 
have  more  efficiently.  Others  disagree 
They  believe  that  our  increasing  demand 
will  balance  out  our  increasing  supply  and 
some  believe  that  nuclear  fusion — not  to 
be  confused  with  fission  currently  in  use — 
will  ultimately  provide  the  world's  energy 
needs  with  an  inexhaustible  supply  of 
cheap  fuel  forever.  Even  if  true,  its  de- 
velopment as  a  prime  energy  source  will 
not  be  until  well  into  the  next  century 

However,  all  are  agreed  that  any  poten- 
tial energy  oversupply  will  not  happen  be- 
fore 1 990  at  the  earliest.  Therefore,  energy 
investments  whose  paybacks  are  less 
than  10  years  can  be  made  with  reason- 
able confidence. 


And  energy  investments  with  a  more 
than  10  year  payback  period  should  not 
necessarily  be  rejected,  even  if  there  is  an 
abundant  supply  of  petroleum  at  a  low 
cost.  Although  cost  is  the  driving  force  to 
reduce  energy  use  and  find  alternative 
sources  today,  there  are  other  advan- 
tages to  using  less  energy  or  using  forms 
other  than  petroleum. 

Burying  solid  waste  is  misusing  valu- 
able land  for  landfills.  Discharging  indus- 
trial wastes  into  rivers  and  streams  is 
causing  pollution.  If  these  waters  can  be 
turned  into  energy,  they  will  not  only  add  to 
the  energy  supply  but  subtract  from  en- 
vironmental concerns  and  costs  which  will 
be  increasing  in  the  future  regardless  of 
energy  supply  or  price. 

Should  it  happen  that  petrochemicals 
again  come  into  abundance  at  low  cost,  it 
still  does  not  follow  that  we  should  return  to 
burning  them.  They  are  no  better  than 
many  other  energy  sources.  But  they  are 
more  valuable,  as  well  as  irreplaceable, 
as  feedstocks  for  producing  goods  We 
can  obtain  heat  and  power  from  water, 
from  wood  scraps,  from  garbage,  even 
from  the  wind.  But  we  need  petrochemic- 
als to  make  plastics,  as  we  need  pe- 
troleum to  make  gasoline.  Even  if  a  high 
percentage  of  non-transporation  energy 
needs  can  be  met  with  economical 
alternatives  today,  the  same  does  not  hold 
true  for  our  transportation  needs.  About 
half  of  our  petroleum  use  is  allocated  to 
transportation. 

We  tend  to  limit  our  thinking  on  an  over- 
supply  or  shortage  of  energy  today  to  pe- 
trochemicals alone.  But  we  have  always 
had  more  non-petroleum  sources  of  ener- 
gy than  we  used.  In  fact,  virtually  no  ener- 
gy in  use  before  1900  came  from  oil,  and 
while  no  one  advocates  a  return  to  the 
horse-and-buggy,  sailpower  or  human 
labor  only,  it  is  undeniable  that  many  great 
civilizations  were  built,  trading  empires 
established  and  significant  inventions 
made  before  the  advent  of  petroleum  as  a 
fuel. 

We  can  solve  many  of  our  problems  by 
using  what  is  valuable  from  the  past  in 
conjunction  with  today's  technologies. 
Some  solutions  to  the  problems  of  the  up- 
coming century  can  be  found  in  a  study  of 
the  last. 


PRDRT 


Profit,  it's  your  bottom  line*.,  and  it's  the  reason  Louisiana  has 
ranked  *1  in  new  business  expansion  for  the  last  two  years  in 
the  U.S.A. 

Louisiana  believes  in  business,  and  we're  ready  to  prove  it  to 
you-  The  right-to-profit  and  right-to-work  laws  are  contributing 
factors,  but  that's  not  all.  We  have  a  large  available  work  force 
that  we  will  train  to  meet  yoi/rneeds  at  no  charge,  we'll  work  with 
you  to  find  the  best  location,  we'll  assist  in  securing  financing, 
and  a  lot  more. 

Louisiana's  got  what  it  takes  for  your  company  to  get  what 
it  needs. 


LOUISIAN 

WORKS  ttf. 


Andrew  F.  Flares.  CJ.D.,  Executive  Director         jj        I  m 
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hat  do  you  do  when  you've  had  the  foresight 
get  ready  for  history  a  little  too  early?  If 
)ure  smart— like  Joy  Manufacturing's  Jim 
ilcock—you  can  run  a  very  tight  ship. 


The  sun  begins 
to  rise 


\  James  W.  Wilcock  of  Joy  Manufacturing 
fig  for  the  better  return. 


Look  at  it  this  way,"  says  Joy 
Manufacturing  Co.  CEO  James  W. 
Wilcock.  "If  you  build  a  plant  and 
the  first  year  it  does  $10  million  in  vol- 
ume and  returns  5%  aftertax,  and  the 
next  year  it  does  $1 1  million,  then  it  has 
to  return  better  than  5%.  Why?  Because  if 
it  returned  5%  on  $10  million,  then 
you've  covered  your  fixed  costs,  so  if  you 
do  a  bigger  volume  you  have  to  get  a 
better  return.  Otherwise,  you're  soon  go- 
ing to  find  yourself  investing  $100  mil- 
lion to  get  back  $50  million." 

Simple?  Sure — as  simple  as  Wilcock's 
technique  of  managing  assets  and  liabili- 
ties. Joy's  division  managers  pay  as 
much  attention  to  their  balance  sheets  as 
to  their  profit-and-loss  statements.  They 
have  to — their  yearly  bonuses  are  partly 
figured  on  their  ability  to  manage  assets. 
"And  on  the  liability  side,"  says  Wilcock 
briskly,  "we  have  no  warrants,  we  have 
no  convertibles,  we  have  no  preferred. 
We've  got  nothing  but  common  stock. 
Now,  that's  what  I  call  simple." 

Or  call  it  conservative.  But  at  Pitts- 
burgh-based Joy,  the  U.S.'  leader  in  un- 
derground coal-mining  machinery,  con- 
servatism is  a  necessity.  For  over  20 
years — ever  since  Joy  broadened  its  prod- 
uct line  into  pollution  control,  oilfield 
gear  and  hard-rock  mining  equipment — 
the  words  "bright  future"  have  come  to 
mind  as  surely  as  the  company's  upbeat 
name.  But  Joy's  joy  has  been  deferred. 
The  renaissance  of  coal,  on  which  a  large 
portion  of  sales  and  profits  depends,  has 
been  a  long  time  coming.  Air  pollution 
control  has  lagged  because  of  govern- 
ment indecision  and  the  awesome  cost 
of  pollution-control  devices.  Hard-rock 
mining,  for  which  Joy  makes  ore-pro- 
cessing equipment  and  compressors  and 
drills,  "has  been  on  the  come  for  ten 
years,"  as  Wilcock  puts  it.  Until  this 
year,  oilfield  equipment  was  most 
strongly  fulfilling  its  promise.  With  its 
20% -plus  operating  margins,  petroleum 
equipment  sales  would  be  up  45%  in  the 
1980  fiscal  year  ending  this  month,  con- 
tributing $133  million  to  Joy's  $925  mil- 
lion-or-so  in  sales,  and  nearly  $30  million 
to  its  $138  million  in  operating  profits. 
But  most  of  the  rest  of  Joy  was  in  a 
holding  pattern,  with  overall  corporate 
earnings  ranging  between  $3  and  $4  a 
share  for  the  last  five  years.  Joy  had  an 
average  return  on  equity  of  14.6%  in  that 
period,  compared  with  14.1%  for  Inger- 
soll-Rand  and  17.5%  for  Bucyrus-Erie,  its 
major  competitors.  In  fact,  ROE  at  Joy 
dipped  from  17.4%  in  fiscal  1975  to  as 
low  as  11%  in  fiscal  1978. 

Now,  though,  the  times  are  changing. 
History  seems  to  be  catching  up. 
Through  the  first  three  quarters  of  fiscal 
1980,  Joy's  net  sales  were  up  20%  from 
the  previous  year's,  and  new-order  book- 
ings— up  68%  in  the  third  quarter  alone 
over  the  same  period  last  year — sur- 
passed the  total  for  all  of  fiscal  1979.  At 
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$532. 1  million,  the  backlog  is  about  30% 
over  last  year's.  As  the  fiscal  year  draws 
to  its  close  on  Sept.  26  the  company's 
long-term  debt  is  about  15%  of  capital- 
ization (total  debt  is  about  20%)  and  the 
ratio  has  been  steadily  decreasing  during 
the  decade.  Inventories  have  been  on  a 
LIFO  basis  since  1977.  Net  margins  are 
building  toward  7%.  Years  of  relentlessly 
reducing  costs  at  the  production  level 
have  paid  off.  Says  Wilcock  proudly: 
"Savings  as  a  percentage  of  sales  in  1979 
are  greater  than  net  profit  as  a  percentage 
of  sales  13  years  ago." 

The  result?  Joy  is  popular  on  Wall 
Street  again.  Analysts  like  Morgan  Stan- 
ley's Anne  S.  McBride  expects  fiscal 
1981  earnings  to  jump  from  this 
year's  $4.50  to  around  $4.90.  The 
stock  has  taken  a  nice  jump:  In  the 
low  40s  for  most  of  this  year,  it  was 
at  49 Vz  recently,  or  about  1 1  times 
estimated  1980  earnings.  And,  ana- 
lysts like  McBride  see  further 
growth  and  profitability  ahead.  She 
believes  return  on  equity,  running 
about  14.4%  this  year,  could  build 
up  to  17.8%  by  1984.  Clearly,  that 
bright  future,  slowly  developing  all 
these  years,  seems  to  be  dawning. 

One  of  the  future  bright  spots 
could  be  pollution-control  equip- 
ment, particularly  in  dry  scrubbers, 
where  Joy's  Danish-developed 
state-of-the-art  process  is  one  of 
the  three  leading  systems  (the  oth- 
ers: Wheelabrator-Frye's  and  Bab- 
cock  &  Wilcox').  Then  there  are 
synfuels.  The  new  U.S.  synfuel  law 
calls  for  reducing  oil  imports  by  2 
million  barrels  a  day  by  1990,  and 
most  of  that  will  have  to  come 
from  coal.  Accomplishing  that 
would  take  around  40  Sasol-type 
synfuel  units,  for  which  Joy  makes 
continuous  mining  and  other  ma- 
chinery. Analyst  McBride  believes 
that  by  fiscal  1981  Joy's  mining 
machinery  sales  alone,  which  were 
$287  million  in  1979,  should  reach 
$420  million.  Also,  Joy  is  positioned  to 
receive  a  lot  of  other  synfuels  business 
from  pollution  control,  compressors  and 
ore  processing. 

Hard-rock  mining,  the  business  on  the 
come  for  ten  years?  A  worldwide  miner- 
als crisis  is  coming,  some  experts  be- 
lieve— maybe  a  minerals  OPEC.  Says 
one:  "Look  at  a  map  of  areas  where  there 
are  minerals  and  metals.  You'll  find  very 
few  in  the  U.S.  That  may  be  surprising  to 
many  people  but  it's  true.  Brazil,  for  ex- 
ample, that's  one  huge  hard-rock  deposit. 
South  Africa,  Russia,  China — that's 
where  it  is.  Not  the  U.S.  We  have  no 
ferrochromium  here,  for  example.  When 
we  put  sanctions  on  chromium  from 
Rhodesia,  the  price  of  chromium  from 
Russia  rose  110%  almost  immediately. 
We  have  very  little  iron  here,  if  you  can 
imagine  it.  We  have  no  manganese.  How 


can  you  make  steel  without  iron  and 
manganese?  We  have  very  little  cobalt. 
Look  at  the  parts  of  Russia  and  the  parts 
of  Canada  bordering  Alaska.  They're 
peppered  with  mines.  But  in  mineral- 
rich  Alaska  millions  of  acres  have  been 
excluded  from  development.  That's  a  po- 
litical problem,  but  it  is  all  contributing 
to  this  problem  of  dependence  on  other 
countries  for  minerals." 

What  about  coal,  Joy's  foundation  ever 
since  coal  miner  Joseph  F.  Joy's  coal- 
mining machine  replaced  the  shovel  in 
1922?  Few  things  mean  more:  Coal  min- 
ing machinery — continuous  and  conven- 
tional— is  a  U.S. -dominated  industry  and 
Joy  is  both  the  largest  supplier  and  the 


Joy's  continuous  mining  machine 
Its  upper  teeth  rip  the  coal,  then  dump  it  below. 

lowest-cost  producer.  "The  fact  is,"  con- 
tends Wilcock,  "coal  tonnage  produced 
in  this  country  is  climbing.  It  should  be 
well  over  800  million  tons  this  year,  and 
it  should  be  considerably  higher  than 
that  in  1981."  The  problem  is  the  current 
surplus,  estimated  at  about  206  million 
tons  of  delivered  coal  in  the  U.S.,  or 
about  130  days'  supply.  Further,  the 
United  Mine  Workers'  contract  comes 
up  for  renewal  shortly,  and  a  quick  settle- 
ment can't  be  counted  on;  in  1977-78, 
the  1 10-day  miners'  strike  was  a  big  rea- 
son Joy's  total  net  income  dipped  to  $39 
million. 

Long  term,  though,  the  economic  logic 
seems  inexorable.  There  is  as  much  ener- 
gy in  one  $23  ton  of  steam  coal  as  in  four 
$32  barrels  of  oil.  Even  adding  another 
$10  per  ton  for  scrubbing,  coal's  cost 
advantage  is  4-to-l,  and  it  is  an  energy 


source  plentiful  in  the  U.S.  and  scaij 
enough  elsewhere  that  countries  lil 
Germany  and  Poland  have  recently  hi 
to  stop  exporting  it.  The  U.S.  steam- 1 
metallurgical-coal  export  market,  or] 
about  50  million  to  55  million  tons  a  yfl| 
now,  is  expected  to  climb  rapidly  o\ 
the  next  five  or  ten  years. 

Further,  a  lot  of  the  coal  mining  m 
chinery  that  is  now  figured  into  the  U. 
current  overcapacity  may  be  starting 
wear  out.  The  last  big  surge  of  orders  w 
back  in  1974-76.  Now  producers  are  i 
dering  again.  There  are  about  2,800  ca 
tinuous-mining  machines  in  the  U.| 
most  of  them  made  by  Joy.  While  in  a] 
given  year  500-or-so  machines  would 
replaced,  in  this  replacement  eye 
Joy  can  probably  look  forward 
greater  than  usual  demand.  Sot 
analysts  have  predicted  that  un 
growth  in  this  market  should  a 
proach  8%  to  10%  per  annum  ov 
the  next  five  years.  With  its  great 
expanded  parts  and  service  orgai 
zation,  which  can  ship  within  ! 
hours  88%  of  the  parts  ordered,  J» 
is  increasing  its  activity  in  the  ] 
crative  rebuilding  and  repairfj 
business. 

Joy  has  some  more  traditiori 
industrial  equipment  business.  1 
air  machinery  division,  for  exail 
pie — compressors  and  rock-drillij 
machines,  hoists  and  fans — is  i 
cession-sensitive  because  it 
heavily  dependent  on  constm 
tion.  General  products  (electric 
connectors  and  aircraft  comp 
nents)  are  also  closely  tied  to  tl 
economy.  Together  they  are  a  thi 
of  the  company.  But  if  the  futurei 
bright  for  the  other  two-third 
there'll  be  plenty  of  joy  at  Joy. 

How  did  Joy  put  that  two-thin 
together?  It  has  a  lot  to  do  wii 
Wilcock's  rule  against  diversifyu 
into  anything  that  didn't  fit  witb 
current  business.  The  result  was 
group  of  businesses — coal  equi 
ment,  pollution-control  equipment,  oi 
field  equipment — that  lead  into  each  ot 
er  and  swim  against  the  economic  tide 
"All  capital-equipment  companies  a 
cyclical,"  says  Wilcock.  "We  are  cyclic 
today.  We  think  we're  less  cyclical,  ai 
we're  constantly  trying  to  make  eat 
trough  closer  to  each  peak;  but  the  fact 
that  we  are  a  cyclical  growth  compan 
But  what  we  found  with  this  busine 
mix  is  that  we  are  countercy  clical  in  l 
cessions.  In  1975,  for  example,  our  sal 
went  up  $155  million  and  we  added  10 
to  our  sales  force.  All  that  work  that  h; 
been  done  over  the  previous  seven  yea 
had  come  to  fruition — there  was  a  d 
mand  for  pollution  equipment,  there  wi 
demand  for  oil  equipment,  coal,  ev« 
hard-rock  mining." 

When  you're  preparing  for  a  renaj 
sance,  it's  best  to  run  a  tight  ship.  ■ 
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Transway's 
Going  Places! 


In  Marine  Transportation 


In  Trailer  Manufacturing 


In  Freight  Forwarding 


In  Liquefied  Petroleum  Gas 


Transway  has  made  a  commitment  to  innovation  and  leadership  in  each  of 
these  areas  of  transportation  and  distribution. 

That's  A  Sound  Concept  To  Invest  In 

Please  write  for  our  1979  Annual  Report.  Learn  about  our  investment  in  the 
future  and  how  it  has  helped  us  become  a  corporation  with  $884  million 
in  revenue  and  $332  million  in  total  assets. 


i  rurti 


Transway  International  Corporation 

747  Third  Avenue 
New  York,  New  York  10017 


Deliberately  set  fires  in  schools  are  on 
the  increase,  driving  up  insurance  costs 
and  confronting  school  boards  with  the 
need  to  tighten  security  and  loss  control 
measures  against  this  and  other  forms  of 
vandalism. 

A  brief  review  by  INA  of  an  insurance 
topic  of  interest  to  business  executives. 


At  a  time  when  many  school 
districts  are  severely  limited  in  the 
revenues  available  to  them,  the  ris- 
ing incidence  of  school  arson  is 
anything  but  good  news.  For 
school  boards  generally,  more  ar- 
son nationwide  means  higher  in- 
surance premiums.  And  those 
districts  with  inadequate  protec- 
tion or  with  unoccupied  school 
buildings  may  be  especially  vul- 
nerable to  sizeable  and  unexpected 
arson  losses  unless  security  mea- 
sures are  stepped  up  -  which  can 
also  be  expensive. 

Recent  INA  experience  indi- 
cates that  at  least  hah  of  all  school 


fires  are  of  incendiary  or  suspicious 
origin.  Of  all  forms  of  school  van- 
dalism, arson  is  by  far  the  most 
serious  —  in  fact,  numerous  school 
fires  are  started  to  destroy  evidence 
when  vandalism  is  committed  for 
other  reasons. 

Unlike  other  kinds  of  arson, 
where  monetary  gain  is  often  the 
prime  motive,  the  incentive  for 
school  arson  is  usually  juvenile  vin- 
dictiveness-  the  desire  by  pupils  to 
strike  back  at  teachers,  administra- 
tors or  the  educational  process  it- 
self. Traditionally,  the  risk  of 
punishment  has  been  low;  it  is  be- 
lieved that  less  than  69?  of  all  arson 


cases  ultimately  end  in  a  court 
conviction. 

Nearly  half  of  school  fires  are 
discovered  between  10  pm  and  6 
am  and  another  third  between  3 
pm  and  10  pm,  so  that  the  hours 
when  a  school  is  closed  are  the  most 
likel\  to  be  chosen  for  an  attack. 
However,  the  two  out  of  ten  fires 
that  start  while  school  is  in  session 
are  more  serious  in  that  they 
present  a  threat  of  injury  or  death 
to  pupils  and  teachers.  Of  course, 
school  buildings  standing  vacant 
due  to  declining  enrollments  are 
inviting  targets  at  all  times. 

Assessing  vulnerability 

What  makes  a  particular 
school  more  or  less  vulnerable  to 
arson  and  vandalism!'  In  itself,  lo- 
cation is  not  necessarily  a  factor - 
schools  in  affluent  suburbs  are  as 
likely  to  experience  an  arson  loss  as 
those  in  the  inner  cities.  But  cer- 
tain characteristics  of  the  school 
itself  can  be  important  clues. 

For  example,  schools  where 
parent  attendance  at  PTA  meet- 
ings is  high  (over  309? )  may  be  less 


the  School 


s 


likely  arson  targets  than  those 
where  attendance  is  low  (under 
15%).  The  same  is  true  of  schools 
with  a  program  of  community- 
based  activities,  such  as  athletic 
events  and  night  classes,  as  con- 
trasted with  those  where  commu- 
nity involvement  and  support  is 
minimal.  Supervised  school  recrea- 
tional facilities  in  good  condition 
are  a  favorable  indication  of  com- 
munity support. 

In  short,  if  the  school  main- 
tains continuing  contacts  with  the 
community  and  is  a  center  of  com- 
munity activity,  arson  and  vandal- 
ism are  less  likely  to  occur.  One 
reason,  of  course,  is  simply  that 
more  people  are  around.  Another  is 
that  some  of  the  resentments 
which  can  provoke  arson  are 
headed  off  before  they  can  build  up 
to  explosive  levels. 

Keeping  intruders  out 

In  terms  of  physical  protection 
of  school  property,  certain  basic 
measures  are  highly  desirable. 
Among  them  are  full-time  watch- 
men, lighting  of  exterior  and  inte- 
rior openings  (particularly  im- 


portant with  vacant  buildings) and 
devices  that  sound  alarms  when 
doors  or  windows  are  opened. 

But  the  most  important  single 
element  in  arson  loss  control  can  be 
a  reliable  automatic  system  for  de- 
tecting intruders  and  transmitting 
alarms  to  police  or  security  person- 
nel. These  systems  employ  sensors 
which  respond  to  unusual  condi- 
tions, such  as  abnormal  sounds  or 
motions,  or  the  presence  of  infra- 
red radiation  from  the  human 
body.  When  properly  installed  and 
maintained  in  the  locations  most 
likely  to  attract  intruders  -  such  as 
offices,  laboratories,  libraries  and 
storage  areas,  such  detection  sys- 
tems have  a  record  of  functioning 
effectively  in  over  99%  of  cases  of 
intrusion. 

Defense  and  deterrence 

Other  arson  loss  control  mea- 
sures range  from  simple  precau- 
tions to  extensive  programs.  They 
include  such  things  as  locking  up 
containers  of  ordinary  duplicating 
fluid,  often  used  by  vandals  in  set- 
ting and  intensifying  fires;  investi- 
gating all  incidents  leading  to 


exes  safety  in  numbers 

By  joining  together  with  other  state 
10I  districts  in  what  is  known  as  a 
;ty  group,"  a  school  district  may  be  able 
old  down  both  its  property  losses  and 
nsurance  costs. 

All  members  of  a  safety  group  agree  to 
main  specified  loss  control  standards. 
!  is  intended  to  reduce  overall  losses  for 
group,  leading  to  the  possibility  of  an 
aal  cash  dividend  to  each  member. 
Such  groups  are  organized  with  the  as- 
nce  of  MarketDyne,  an  INA  Corpora- 
company.  Over  70%  of  the  school 
ricts  insured  by  INA  are  now  members 
fety  groups. 


property  damage;  encouraging 
teachers  to  report  and  seek  consul- 
tation lor  unusually  destructive 
students;  and  working  closely  with 
fire  and  police  departments  in  fire 
prevention  and  plans  for  building 
evacuation.  Finally,  most  authori- 
ties agree  that  vigorous  prosecu- 
tion of  suspected  arsonists  is  a 
major  deterrent. 

INA,  the  nation's  largest  in- 
surer ol  public  schools,  will  con- 
duct upon  request  a  loss  control 
analysis  for  a  school  disrrict  consid- 
ering coverage  with  INA. 

Comprehensive  services 

Recognizing  and  meeting 
complex  needs,  such  as  those  of 
schools  for  property  protection, 
typifies  INA's  comprehensive  ap- 
proach to  increasingly  sophisti- 
cated insurance  and  risk  man- 
agement problems. 

The  Insurance  Company  of 
North  America  was  founded  in 
1792  in  Independence  Hall,  Phila- 
delphia. Today  it  is  the  largest 
component  of  INA  Corporation's 
international  network  of  insur- 
ance, financial,  and  health  care  in- 
terests. In  property  and  casualty 
insurance  and  risk  management 
services,  life  and  group  insurance, 
health  care  management  and  finan- 
cial services,  INA  and  its  affiliated 
companies  offer  a  unique  combina- 
tion of  products  and  services  to 
business  and  industry  worldwide. 

For  an  informative  booklet  on 
insurance  protection  for  schools, 
write  INA,  Dept.  R,  1600  Arch 
Streer,  Philadelphia,  PA  19101. 
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It's  hard  for  United  Telecom  to  get  away  from 
Ma  Bell,  when  Ma  Bell  keeps  following  it. 


Out  of 
the  shadow? 


By  Lisa  Gross 


Ever  since  Paul  H.  Henson  took 
over  United  Telecommunica- 
tions, Inc.  in  1966,  he  has  been 
determined  to  ease  the  company  out  of 
Ma  Bell's  shadow.  It's  not  that  his  com- 
pany has  stood  still.  United  Telecom — 
the  nation's  third-largest  telephone  com- 
pany with  3%  of  the  market — averaged 
13.8%  growth  each  of  the  last  15  years. 
Revenues  this  year  will  be  $2  billion; 
profits  probably  $190  million,  mainly 
from  4.5  million  rural  phone  customers. 

"Even  if  we  just  sat  here,"  says  Hen- 
son  from  his  Kansas  City  office  full  of 
museum-quality  Oriental  art,  "telephone 
would  grow  at  least  12%."  But  that's 
boring.  Henson,  55,  wants  a  piece  of  the 
unregulated  computer-service  market 
that  has  been  growing  at  the  rate  of  30% 
to  40%  a  year.  That's  why  he  has  been 
busy  buying  up  six  computer  time-shar- 


ing companies  over  the  past  13  years. 
They're  slowly  paying  off.  Last  year 
United  Telecom's  computer  services  di- 
vision grew  34%,  to  $138  million,  but 
profits  were  up  only  7%,  to  $7.7  million. 

This  pleases  Henson,  but  not  as  much 
as  a  little  company  called  Calma.  Henson 
believes  Calma  is  his  best  acquisition  to 
date,  "even  though  we  took  a  little  dilu- 
tion." No  wonder  Calma  caught  Hen- 
son's  eye. With  a  master's  degree  in  elec- 
trical engineering  from  the  University  of 
Nebraska,  he's  always  been  intrigued  by 
electronic  gadgetry.  Sales  of  the  Sunny- 
vale, Calif.-based  Calma  were  $43  mil- 
lion last  year,  quadrupling  since  its  1978 
acquisition.  This  year  Calma's  sales  will 
be  $65  million. 

Calma  is  in  one  of  the  fastest-growing 
segments  of  the  electronics  industry.  It 
builds  computer  systems  called  CAD/ 
CAM  (computer-aided  design  and  manu- 
facturing)  that   virtually   replace  the 


Chairman  Paul  H  Henson  of  L  'nited  Telecommunications 

A  time  to  build  market  share,  not  to  take  profits  in  computer  services. 


draftsman's  pen  and  paper,  as  wel 
many  of  the  draftsmen.  By  shavin] 
man-years  off  the  time  needed  to  d 
and  test  every  tiny  integrated  circu 
electronics  and  mechanical  (auto, 
space)  manufacturing,  CAD/CAM 
terns  free  manufacturers  from  the  trj 
mill  of  rising  design  costs. 

As  a  result,  Calma's  business  has  I 
booming.  Customers  like  General  Mo( 
and  Motorola  have  been  willing  to 
$300,000  for  systems.  Already  Calma) 
15%  of  the  fragmented  $500  mUf 
CAD/CAM  market.  Its  two  biggest  c 
petitors:  Computervision,  with  I 
market  share,  and  Applicon  with  15^ 

Henson 's  $17  million  stock  swapj 
Calma  was  a  bargain.  Consider  this 
the  first  day  Applicon  ($51  million  s. 
went  public  this  July,  the  stock  ros* 
points,  to  32.  Currently  at  40,  it  is  seL 
at  50  times  earnings.  This  )ust  add) 
Henson's  glee,  especially  since  Appli 
slipped  through  General  Electric's  finj 
before  going  public.  And  GE  has  ye) 
break  into  this  new  market. 

No  wonder,  then,  that  Henson  plan 
plow  an  average  $20  million  back  1 
Calma  each  year  until  1985.  In  the  | 
year,  Calma  has  doubled  in  size  to] 
employees  (most  of  them  softwarei 
signers),  and  a  new  plant  is  under  o 
struction.  Concedes  the  chain-smoll 
Henson:  "This  is  not  a  good  time  to) 
how  much  money  you  can  make  in) 
computer  services  business.  This  is) 
time  to  build  market  share." 

United  Telecom's  now-firm  grip! 
the  CAD  CAM  market  could  easily  \( 
en,  however.  LBM,  which  now  sells  a 
CAD/CAM  components,  may  soon  ei 
the  market  with  a  complete  CAD/C| 
system.  LBM  won't  say,  and  Hensoni 
lieves  even  a  $2  billion  CAD/CAM  fl 
ket  is  too  small  to  interest  IBM. 

That's  debatable.  But  if  not  fl 
AT&T  is  in  the  wings.  When  Congj 
cuts  loose  AT&T's  data  communicati 
arm,  with  its  predicted  $10  billion  do 
(Forbes,  Sept.  15),  it  will  become  anoj 
time-sharing  competitor  for  Heni 
along  with  Control  Data  and  GE.  Un| 
Telecom  is  now  number  eight  with 
of  the  time-sharing  market,  seni 
some  225  cities  in  North  America 
Europe.  Henson  believes  United  H 
com  can  maintain  its  slice  of  that  fl 
ket  through  the  1980s. 

Henson,  meanwhile,  is  looking 
more  Calmas,  and  may  have  found  c 
United  Telecom  is  about  to  make 
other  acquisition,  though  Henson  ii 
saying  what.  But  he  isn't  turning 
back  on  the  telephone  business.  ' 
1990  even  an  expanded  phone  compi 
will  be  half  our  business,"  he  predil 
"The  other  half  will  come  from  comj 
er  services  and  telephone  equipme^ 
Any  way  you  look  at  it,  United  Teled 
will  remain  the  third-largest  phone  ■ 
pany — still  in  the  shadow  of  Ma  Bell 
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"I'm  Happy 

To  Make  This 

1980  Political 
Announcement' 


OKLAHOMA  IS  CUTTING  TAXES 
TO  CREATE  NEW  JOBS 

The  1980  legislature  passed  and  I  signed  a  bill  providing  a  refundable 
income  tax  investment  credit  for  manufacturing  and  processing  industries  of 
$250  a  year  for  each  new  job  created.  On  top  of  that  Oklahoma  has  eliminated 
the  tangible  property  tax,  is  a  tax-free  port  state,  grants  sales  tax  exemptions 
for  industrial  equipment  and  Oklahoma's  state  government,  by  law,  operates 
strictly  on  a  balanced  budget. 

For  full  details  of  Oklahoma's  pro-industry  platform,  write  me  at  Suite  209 
P.O.  Box  53424,  State  Capitol  Station,  Oklahoma  City,  OK  73152. 

^~c\0e  Nigh 


overnor  of  Oklahoma 

V*4  The  Profitable 
Place  To  Be 


Photography  by  Walter  looss.  Jr  tor  Sports  illustrated 


The  man  who  closed  the  Open. 


Some  moments  never  end. 

Jack  Nicklaus'  triumph  in  the 
1980  U.S.  Open  at  Baltnsrol  was  one 
of  them. 

It  marked  his  fourth  Open  title 
and  eighteenth  major  championship. 

It  also  closed  the  door  on  the 
question,  who's  the  greatest  golfer 
ever. 

And  put  Jack  right  where  he 
belongs:  among  the  greatest  per- 
formers in  all  of  sports  history. 

Sports  Illustrated  was  right  there 


with  him.  Not  merely  to  cover  him. 
But  to  capture  his  intensity  and 
magic. 

We  did  it  in  words  and  fast-close 
color  photography  created  by  a 
staff  as  dedicated  to  their  work  as 
Nicklaus  is  to  his. 

And  we  do  this,  each  week, 
superbly  enough  to  attract  16  mil- 
lion avid  readers.  Young,  intelligent 
readers.  Readers  with  money  to 
spend. 

This  national  audience  is  Sports 


Illustrated'*  basic  advertising  buy. 
And  when  you  have  special  market- 
ing problems,  we  also  offer  a  range 
of  special  geographic  and  demo- 
graphic  editions. 

Sports  Ulustrated's  news:  It's 
some  of  the  biggest  news  in  the 
world  each  week. 

Be  a  part  of  it. 

Sports  Illustrated 

America's  Sports  Newsweekiy. 

5  1980  Time.  Inc  All  rights  reserved 
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iehindlhe  Figures 


hdited  by  Jefferson  ( «riusby 


Blood  on  the  tracks 


n  of  Conrail 

jrand  strategy  didn't  work. 

ay  we're  good  as  the  rest,  not  as 
as  the  best  but  better  than  some," 
Edward  G.  Jordan.  "It's  easy  to  say 
:ompany  is  not  a  failure,  and  more 
success  than  generally  perceived." 

maybe  not  so  easy,  unless  you're 
jrdan,  50,  who  is  chairman  and 

executive  of  Conrail,  so  far  the 
most  ambitious  experiment 
rd  nationalization, 
nrail,  if  you  came  in  late,  was  forged 
f  the  collapsing  eastern  railroad  sys- 
n  1976  and  infused  with  $3.3  billion 
vemment  money.  The  money  will 
>ne  next  year  and  the  losses,  $178 
an  in  1979,  are  climbing  again  as 
ne  sags  with  the  recession.  Jordan 

another  $900  million  in  federal 
:y,  and  maybe  another  $1  billion 
that,  is  needed. 

e  old  grand  strategy — that  those  bil- 
of  federal  dollars  spent  on  improv- 
acilities  and  services  would  lure 
business — hasn't  worked.  Conrail 
itives  just  hadn't  realized  the  extent 
:  Northeast's  economic  decline,  Jor- 
idmits,  and  the  ability  of  trucks  to 
their  business  despite  their  own 


climbing  fuel  costs.  If  there's  any  hope  of 
building  a  viable  system,  Jordan  says  it 
must  be  through  deregulation — not  just 
the  right  to  close  down  a  few  miles  of 
track  or  raise  some  prices  quickly,  but 
the  right  to  run  Conrail  like  any  other 
business.  Jordan  claims  up  to  $350  mil- 
lion could  be  saved  if  that  came  to  pass. 
With  Conrail  losing  significant  amounts 
on  one-fifth  of  its  traffic,  that  would 
mean  radical  shrinkage  in  the  system. 

Ed  Jordan's  future  is  clearer  than  Con- 
rail's.  Next  summer  he  will  leave  the 
wreckage  behind  to  become  head  of  Cor- 
nell University's  graduate  school  of  busi- 
ness, and  the  hunt  for  a  new  Conrail  boss 
is  under  way.  Many  see  the  job  as  thank- 
less, but  Jordan,  a  former  computer  and 
insurance  executive  whose  only  previous 
railroad  experience  was  a  year  as  presi- 
dent of  the  government's  U.S.  Railway 
Association,  doesn't  regret  it.  "I'd  do  it 
again,"  he  says.  "But  I  wish  I'd  been 
more  thick-skinned."— fern' Flint 

Explosive  history 

Chemists  at  work  cleaning  up  Thomas 
A.  Edison's  chemistry  laboratory  in  West 
Orange,  N.J.  in  January  ran  into  a  nasty 
surprise.  It  seems  the  great  inventor's 
bottles  of  chemicals  and  experimental 
compounds,  preserved  intact  since  his 
death  in  1931,  included  80  pounds  of 
explosives  and  a  large  quantity  of  poisons 
and  carcinogens.  Many  were  sitting  in 
cork-topped  bottles  on  counters  in  the 
lab,  where  250  to  300  visitors  passed 
daily.  Says  Ray  Kremer  of  the  National 
Park  Service,  which  oversees  the  Edison 
Historic  Site:  "It  was  like  sitting  on  a 
time  bomb.  I  could  just  imagine  a  small 
child  grabbing  at  a  vial  of  yellow  powder 
and  having  it  blow  up  in  his  hands." 


That's  why  he  ordered  the  lab  closed 
last  winter  and  called  in  a  team  of  spe- 
cialists from  Rockwell  International's 
environmental  monitoring  division  to  go 
through  the  32,800  bottles  and  vials. 
Found  among  them:  a  five  pound  jar  of 
highly  explosive  picric  acid  powder, 
enough  to  wipe  the  lab  and  everyone  in  it 
off  the  map.  Before  the  lab  was  reopened 
to  the  public  last  Sept.  1,  more  than 
17,000  separate  compounds  that  were  ei- 
ther historically  significant  or  "benign" 
were  saved  in  Edison's  original  glass 
vials;  the  rest  were  sent  to  toxic- 
waste  dumps. 

Kremer,  34,  who  has  been  director  of 
the  Edison  site  since  1979,  is  relatively 
new  to  all  this.  He  studied  English  lit- 
erature and  fine  arts  at  Marist  College 
in  Poughkeepsie,  N.Y.  His  first  Park 
Service  assignment  six  years  ago, 
though,  bore  a  certain  resemblance  to 
this  one.  The  service  then  had  Kremer 
and  other  aspiring  landscape  architects 
picking  up  trash  along  the  Baltimore- 
Washington  Parkway.  "As  you  can 
see,"  he  says,  handling  a  vial  of  Edi- 
son's mysterious  yellow  powder,  "I've 
come  a  long  way."— Anne  Bagamery 

The  Doctor  is  in 

"When  you're  30,  you  have  ideas  but  you 
also  have  a  lot  of  other  things  to  do,"  says 
Dr.  An  Wang,  the  Shanghai-born,  Har- 
vard-educated scientist  who  founded 
Wang  Laboratories,  one  of  the  most  spec- 
tacular computer- industry  success  sto- 
ries. When  "The  Doctor,"  as  he  is  called 
by  employees,  was  30,  he  was  getting  his 
company  off  the  ground.  Now  he's  60,  his 
company  will  do  three-quarters  of  a  bil- 
lion dollars  in  sales  this  year,  and  he's 
ready  for  one  of  those  deferred  ideas:  the 


Ray  Kremer  of  the  National  Park  Service  in  Edison's  laboratory 
From  picking  up  trash  to  cleaning  up  a  time  bomb. 
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Behind  The  Figures 


Wang  of  Wang  laboratories 

"Education  endures;  buildings  dont." 

Wang  Institute,  which  Wang  hopes  will 
one  day  rank  with  MIT  or  Cal  Tech. 

Scheduled  to  open  next  January,  the 
school  is  located  in  a  former  Marist 
seminary  on  200  acres  north  of  Boston.  It 
was  started  in  1979  with  a  Wang  family 
gift  of  135,000  shares  of  stock.  Some  of  it 
was  sold  to  raise  over  $2  million  and  the 
remaining  35,000  shares  currently  sell  at 
$51  apiece.  The  institute  will  train  com- 
puter scientists — one  program  leads  to 
the  degree  of  "master  of  software  engi- 
neering"— to  help  fill  the  acute  shortage 
of  computer  professionals.  Applicants 
will  need  a  minimum  of  two  years'  work 
experience.  Wang  intends  them  to  be 
trained,  not  as  theoreticians,  but  as  proj- 
ect managers.  "Harvard,  for  example, 
wants  to  train  Ph.D.s  who  are  only  inter- 
ested in  relatively  Unknown  theses," 
Wang  says.  "It's  like  medical  school, 
where  you  study  rare  diseases.  But  very 
few  people  get  these  diseases." 

Another  objective,  Wang  says,  is  to 
prevent  what  happened  to  New  En- 
gland's textile  industry  from  happening 
to  its  computer  industry.  "Lowell,  Mass. 
was  one  of  the  first  great  industrial 
cities,  but  the  textile  business  did  not 
prosper  permanently  because  it  was  not 
built  upon  thorough  education,"  says  the 
Doctor.  "Eventually,  the  machines  dis- 
appeared. Education  endures,  buildings 
do  not."— Flora  SH  Ling 


The  housekeeper 

Back  in  1955,  Austrian-born  Fnednch 
Jahfi  and  his  wife  took  over  a  failing 
Munich  restaurant  that  had  changed 
hands  five  times  previously,  and  turned 
it  into  a  success  with  "white  wine  and 
white  meat."  The  white  meat  was  roast 
chicken,  and  that,  along  with  a  touch  of 
Viennese  decor,  helped  Jahn,  now  57, 
build  that  single  restaurant  into  a  world- 
wide food  and  lodging  empire  that  should 
gross  well  over  $1  billion  this  year.  Now, 
Friedrich  Jahn  owns  1,536  restaurants, 
more  than  anyone  else  in  the  world. 

Now,  too,  807  of  those  restaurants  are 
in  the  U.S.,  and  there,  Jahn  faces  one  of 
his  greatest  challenges.  For  years  his  pop- 
ular Wienerwald  restaurants  have  done 
well  in  New  York  City,  but  over  the  last 
two  years  Jahn  paid  $50  million  for  two 
ailing  U.S.  chains — Lum's  and  52%  of 
International  House  of  Pancakes — along 
with  their  troubled  affiliates,  Ranch 
House,  Love's  Wood  Pit  Barbecue  and 
Copper  Penny.  This  year,  $30  million — 
half  the  earnings  from  his  European  divi- 
sion— is  being  plowed  back  into  the  U.S. 
in  remodeling,  changing  menus  and 
management  and  in  motivational  em- 
ployee profit-sharing  plans. 

While  his  son-in-law  runs  the  business 
in  Europe,  Jahn  is  in  the  U.S.  full  time, 
undismayed  by  the  task  of  turning 
around  such  moneylosers  as  Lum's.  "We 
are  restaurant  people,  not  investors,"  he 
says,  leaning  back  in  a  booth  of  his  flag- 
ship Wienerwald  in  New  York's  Times 
Square.  "I  am  only  the  housekeeper,  you 
know. "— Clmstine  Miles 


Brackenridge  of  Tricentrol 
Acquisition-hunting  in  the  U.S. 

Moving  west 

What  does  a  British  oil  company 
whose  profits  will  probably  have  douj 
for  four  years  straight  on  North  Sea  | 
duction  that  will  probably  peak  by  lj 
It  heads  for  the  U.S.  to  buy  an  Amer\ 
oil  company. 

At  least  that's  what  Britain's  Tril 
trol  Ltd.  is  doing.  In  fact,  Arnold  Brj 
enridge,  new  president  of  Tricentj 
U.S.  and  Canadian  subsidiaries, 
have  up  to  $300  million  to  spend 
U.S.  acquisitions.  Only  the  seventh! 


Friedrich  Jahn  of  Wienerwald 

White  meat  and  white  wine  for  Europe;  capital  infusions  for  the  U.S. 
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ompany  to  list  its  stock  on  the  New 
Stock  Exchange  and  the  first  in  a 
ie,  Tricentrol  raised  $49  million 
summer  in  the  U.S.  and  Canada  by 
lg  3  million  American  Depositary 
ipts  representing  6  million  corn- 
shares. 

?.7%  stake  in  the  British  North  Sea 
tie  field  has  sent  Tricentrol's  net 
ts  soaring  from  nearly  $5  million  in 
to  a  likely  $50  million  this  year.  But 
'82  nearly  half  of  Thistle's  estimated 
lal  recoverable  reserves  will  have 
produced,  so  Tricentrol  is  looking 
d  other  strings  to  its  bow. 
ickenridge,  who  was  bom  in  Can- 
is  a  47-year-old  graduate  of  McMas- 
niversity  in  Hamilton,  Ontario  and 
lad  long  experience  in  exploration 
jroduction  in  the  U.S.,  Canada  and 
ralia  with  Texaco  and  Atlantic 
field.  His  duties:  "running  day-to- 
>perations  and  working  on  acquisi- 
." — Maurice  Barnfather 

Try,  try  again 

hild  Industries  CEO  Edward  G.  Uhl 
rely  persistent.  Rebuffed  by  $426 
on  (sales)  Bunker-Ramo  Corp. 
jes,  Sept  15),  Uhl  went  after  $392 
on  VSI  Corp.,  the  diversified  preci- 
metal  products  maker  and  electron- 
imponents  distributor — with  more 
:ss.  Early  this  month,  the  62-year- 
ngineer  (and  co-inventor  of  the  ba- 
il, who's  been  running  $800  million 
hild  for  19  years,  made  a  solid  deal 
ly  42%  of  VSI's  6.2  million  shares 
anding  at  $45  a  share  and  swap  a 
issue  of  Fairchild  convertible  pre- 
i  for  the  rest. 

a  total  price  tag  of  $280  million, 
hild  will  be  paying  a  little  more  than 
mes  earnings  for  its  new  subsidiary 
at  $45,  $5  more  than  Emhart  Corp. 


Emery  of  Emery  Air  Freight 

A  monopoly  on  the  longest  haul  of  them 


all. 


r  Fairchild  Industries 
time,  success. 


would  have  paid  in  an  agreement,  rati- 
fied by  VSI  shareholders,  that  fell  through 
last  year).  VSI  will  help  Fairchild  reduce 
its  dependence  on  A- 10  fighter  planes 
(government  contracts  currently  account 
for  two- thirds  of  its  revenues)  and  push 
sales  to  $1.2  billion.  "We  like  to  be  in 
defense,"  says  Uhl.  "We  just  want  to 
have  a  broader  line  of  business." 

The  independent  survivor  of  two  com- 
panies founded  by  the  late  inventor-in- 
dustrialist Sherman  Fairchild  (the  other: 
Schlumberger's  Fairchild  Camera  &  In- 
strument), Fairchild  Industries  last 
month  sold  Continental  Telephone  a 
50%  interest  in  its  potentially  lucrative 
communications  subsidiary,  American 
Satellite  Corp.  Uhl  would  like  to  make 
more  acquisitions  before  he  retires,  prob- 
ably in  1983.  He  hasn't  forgotten  Bunk- 
er-Ramo, where  he  sits  on  the  board  of 
directors,  even  though  Fairchild's  21% 
interest  is  just  an  investment  for  now — 
not  a  bad  one  since  Fairchild's  shares, 
picked  up  at  an  average  of  23  Vz,  are 
worth  half  again  as  much  today.  Uhl  is 
an  old  hand  at  investments,  particularly 
in  his  own  company.  It  was  six  or  seven 
years  ago,  he  recalls  with  satisfaction, 
that  he  bought  himself  a  few  thousand 
shares  of  Fairchild  at  Wz.  Now,  it's  trad- 
ing at  around  25.— William  Baldwin 

China  cargo 

Starting  this  month,  importers  in  the 
People's  Republic  of  China  began  speci- 
fying Emery  Air  Freight  on  their  orders 
to  U.S.  business — a  small  but  symbolic 
part  of  John  C.  Emery  Jr.'s  drive  to  make 
his  company,  now  the  largest  air-freight 
forwarder,  truly  international.  "We'll  ex- 
ceed $600  million  in  sales  this  year," 
says  the  56-year-old  Emery.  "Roughly 
two-thirds  of  that  is  domestic  and  one- 


third  is  international.  By  1984,  when  we 
hit  the  billion-dollar  stage,  it  should  be 
50-50." 

By  specifying  Emery  as  the  sole  air- 
freight forwarder  in  the  U.S. -to-China 
market,  the  Chinese  gave  the  company  a 
monopoly.  To  be  sure,  it's  a  tiny  monop- 
oly at  this  point.  The  1.2  million  pounds 
shipped  last  year  to  China  from  the  U.S., 
Emery  admits,  is  small  potatoes  com- 
pared with  Emery's  daily  average  of 
500,000  pounds  carried  internationally. 

"But  the  longer  the  haul,  the  wider  the 
profit  margin,"  he  says.  "And  China  is 
about  as  long  a  haul  as  you  get."  The  first 
year's  revenue  from  China  trade,  he  says, 
will  be  about  $3  million  to  $5  million, 
but  then  could  easily  double  in  the  fol- 
lowing year. 

Emery  needs  that  international 
growth.  In  its  first  half,  operating  income 
was  down  55%  in  domestic  operations, 
where  Emery  is  faced  with  fast-growing 
Federal  Express  and  its  dominance  of  the 
domestic  small-express-package  market, 
as  well  as  several  other  competitors.  By 
contrast,  Emery's  international  operat- 
ing earnings  grew  55%  in  the  first  six 
months. 

Emery  says  he  couldn't  care  less  about 
the  Seaboard  World  Airlines-Tiger  Inter- 
national merger  early  this  month.  "They 
are  wholesalers  specializing  in  very  large 
cargoes,"  says  Emery.  "We're  retailers. 
We're  both  their  competitor  and  their 
biggest  customers."— Flora  S.H.  Ling 

The  son  also  rises 

Sprawling  on  his  couch,  Donald  Graham, 
publisher  of  the  Washington  Post,  has 
nothing  but  kind  words  for  his  competi- 
tion. "Since  Time  Inc.  took  over  the 
Washington  Star,  the  newshole  has  in- 
creased and  some  good  new  reporters 
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have  been  brought  in,"  he  says.  "I've 
never  seen  Time  do  anything  without 
careful  planning  ami  forethought.  Buying 
thtStar  wasa  rational  husincss  decision." 

Graham,  35,  who  succeeded  his  moth 
er,  (Catherine,  last  year,  can  afford  to  he 
generous  Despite  the  s'fr/r's  journalistic 
unprovement,  the  I'ost  is  still  fat  with 
ads,  and  circulation  continues  to  climb 
while  the  Stiir  loses  money— perhaps  as 
much  as  $16  million  a  year,  The  Star's 
confrontation  with  theAwf,  whose  pai 
ent  Washington  Post  Co.  owns  Time's 
rival  Newsweek,  started  when  Time 
bought  the  Star  in  March  L978.  Graham 
thinks  rime  should  stay  the  course  Says 
he,  without  facetiousness:  "Washington 
absolutely  can  suppoi  t  two  newspapers." 

Graham's  ascension  to  power  is  part  of 
a  changing  of  the  guard,  laying  the 
groundwork  tor  eventual  replacement, 
with  youngei  men  and  women,  of  the 
oldei  generation  ol  editors  w  ho  built  the 
I'ost.  A  Vietnam  veteran  and  onetime 
Washington  cop,  Graham  fits  the  role, 
having  spent  eight  years  working  his 
wav  up  as  reporter,  assistant  city  editor, 
advertising  salesman,  market  researcher 
and  night  production  manager.  As  pub- 
lisher, he  is  not  without  his  problems: 
The  parent  company's  second-quarter 
net  income  tell  from  $14.5  million  a  year 


dnihim  o/tbc  Wtidwtgtori  R\st 


Taking  the  long  view. 


ago  to  $12.6  million  this  year  because  of 
the  soaring  price  of  newsprint,  and  a 
satellite  printing  plant  as  well  as  heavy 
startup  costs  for  Inside  Sports  magazine. 
Untroubled,  Graham  says:  "We've  al- 
ways had  our  eye  on  the  long  term.  When 
Eugene  Meyer  [his  grandfather]  bought 
the  Post  in  1933,  it  was  losing  money, 
and  the  losses  continued  for  most  of  the 
following  21  years."— Beth  Brt ipby 


c.'oo/vr  of  Simp/icily  Partem  Co. 

Not  even  the  liquidators  can  get  excited. 

What's  the  story,  Harold? 

Harold  Cooper,  57-year-old  chairman 
and  CEO  of  $sM  million  (sales!  Simplicity 
Pattern  Co.,  spent  most  of  last  month's 
2^2 -hour  annual  meeting  fending  off  an- 
gry stockholders  who  wanted  to  know 
why  a  company  with  no  long-term  debt,  i 
S"S  million  in  cash  and  liquid  assets  and 
a  large  share  i50°ol  of  a  declining  market 
(home  sewing!  isn't  doing  more  about  its 
tut  ure. 

Cooper's  reply — "We  haven't  found  a 
merger  or  acquisition  that  would  suffi- 
ciently   benefit    the    shareholders" — 
brought  no  cheers.  It's  not  as  though  he 
isn't  looking,  he  told  them.  The  Simplic- 
ity   board's    acquisitions  committee 
screened  60  companies  last  year  and  "in-  > 
tensely  evaluated''  three  as  potential 
mates.  Tw  o  of  the  most  promising — Dev- 
on Group,  a  graphic  arts  concern  cum  i 
wholesale  liquor  distributor,  and  lona-  i 
than  Logan  the  $426  million  (Sales' cloth- 
ing manufacturer — surfaced  in  press  re-  • 
pons  only  to  be  quashed  shortly  after  by  I 
Cooper  as    inappropriate.    What  would  1 
be  appropriate :  A  financially  healthv  con- 
sumer products  company  he  savs.  that  1 
could  soak  up  some  of  Simplicity  s  assets.  ] 
Devon  and  Jonathan  Logan  filled  the  bill, 
savs  Cooper  but  the  pnee  wasn't  right." 


The  stockholders  aren't  buying  it, 
neither,  apparently,  is  Wall  Street.  E 
amid  rumors  last  month  that  a  deal  v 
JL  was  ripe,  the  stock  still  traded  at 
less  than  a  point  above  book. 

Why  hasn't  Simplicity  long  ago  rJ 
snapped  up  for  that  $78  million) 
cash?  Indeed,  Victor  Posner's  Souths 
em  Public  Service  Co.  holds  S.9°A 
the  stock.  But  another  liquidation-rj 
over  expert  says  Simplicity's  13.7  ] 


lion  shares  outstanding,  even  at 
much  above  that  9%,  are  no  bargaii 
may  be  that  Simplicity  is  a  comj 
with  a  future  so  problematic — ar 
present  so  lacking  in  a  sense  of  uri 
cy — that  even  the  takeover  crowd  o 
rouse  themselves.—^ A/me  Bagamery 


Spice  and  sugar 

Somebody,  it  seems,  is  always  tryin 
take  over  McCormick  &.  Co.,  the  ! 
million  (sales!  Hunt  Valley,  Md.  o 
pany  and  the  world  leader  in  spi 
Harry  K.  Wells  is  getting  tired  of  id 
McCormick  s  58-year-old  chair 
and  CEO  routinely  tells  all  sui 
McCormick  isn't  interested.  So  dol 
descendants  of  founder  Willouj 
McCormick,  who  hold  much  of  the 
ing  stock.  Usually,  that's  all  it  takes 
not  with  Sandoz  Ltd.  the  Swiss  ch< 
cal  and  pharmaceutical  giant.  Last 
Sandoz  purchased  465.000  shares 
-  >  .  of  McCormick's  nonvoting  st 
for  $19  a  share  and  in  March  offers 
buy  McCormick  for  So"'  a  share.  It 
McCormick  1 1  months  to  get  the  9 
back — at  S2S  a  share,  or  a  $4  2  mil 
profit  for  Sandoz. 

For  most  of  those  11  months  V 
would  watch  the  stock  ratchet  up* 
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At  Crane 

we  believe  in  basics. 


That's  why  we're  strong  in  steel,  when 

you  drill  for  oil  five  miles  down — and  this  is  the 
depth  of  many  wells  today — you  need  pipe  that 
can  take  heavy  pressure  and  strain  as  well  as  heat. 
Pipe  like  CF&I  Steel's  high-strength,  seamless  casing 
and  tubing. 

CF&I,  a  Crane  subsidiary  also  makes  a  variety  of 
other  steel  products,  from  long-length  rails  and  wire 
fencing  to  grinding  balls  and  grader  blades. 
Founded  in  Pueblo,  Colorado,  over  100  years  ago, 
CF&I  continues  to  be  a  major  factor  in  the  economic 
well-being  of  the  West  and  Southwest. 

Steel,  one  of  Americas  basic  products.  And  be- 
cause at  Crane  we  believe  that  making  basic  prod- 
ucts for  basic  industries  is  the  way  to  continued 
growth  and  strength,  we're  strong  in  steel.  And  in 
cement.  In  fluid  and  pollution  control  equipment. 
Building  products.  Aerospace  and  aircraft  systems. 

Basic  products  for  basic  industries — that's  what 
Crane  is  all  about. 

Crane  Co.,  300  Park  Avenue,  New  Vork,  Ny  10022 
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McCormick's  Harry  Wells 
Why  doesnt  anyone  listen? 

each  Thursday  and  Friday  on  rumors  that 
something  would  be  done  about  Sandoz' 
offer  by  Monday,  and  fall  each  Monday 
and  Tuesday  because  nothing  was.  "It 
was  very  disruptive,"  Wells  says. 

In  May,  McCormick  filed  a  securities 
suit.  Depositions  were  set  for  Labor  Day 
in  Basel,  Switzerland.  Finally,  on  Sept.  4, 
Sandoz  sold  the  465,000  shares  back.  To 
Wells'  astonishment,  though,  the  arbi- 
tragers continued  on  their  merry  way 
right  up  to  the  last  minute.  "Despite 
everything  we  said  and  everything  San- 
doz said,"  Wells  reflects  bitterly,  "the 
rumormongers  in  New  York  insisted 
that  our  attorney  was  going  to  Basel  to 
negotiate  a  merger."  Sure  enough,  the 
stock  ran  up  to  33  on  August's  last  mar- 
ket day  and  plunged  1 1  V»  points  after  the 
news  of  the  buyback  hit  Wall  Street  on 
Tuesday  (recent  price:  21 'A).  "Circling 
sharks,"  mutters  Wells. 

Chances  are,  much  more  than  Sandoz' 
$4.2  million  profit  was  made  on  Wall 
Street.  After  all,  even  the  most  die-hard 
McCormick  stockholders  and  arbitragers 
could  have  sold  one  day  for  33  and 
bought  the  next  for  22.— Christine  Miles 

The  good  part 

Most  U.S.  tire  companies  are  treading 
water  at  best  (Forbes,  Sept.  15),  but  little 
Bandag  Inc.  of  Muscatine,  Iowa,  has 
wrung  a  37%  earnings  growth  over  three 
years,  and  an  average  1 7%  return  on  eq- 
uity, out  of  mundane  retreads.  At  about 


$300  million  in  revenues  this  year  and 
around  $25  million  to  $27  million  in  net 
income,  Bandag  is  the  world  leader  in  the 
manufacture  of  rubber  products  and 
equipment  for  retread  tires.  The  secret? 
"Pricing,"  says  Pierre  R.  Debroux,  Ban- 
dag's  Belgian-born  president  and  CEO, 
"something  the  new  tire  companies 
seem  to  have  forgotten  about." 

Debroux,  55,  who  did  stints  at  Sing- 
er, Ford,  Chrysler  and  AMF  before  com- 
ing to  Bandag  in  1978,  lays  out  the 
figures:  A  new  truck  tire  costs  about 
$325.  A  Bandag  retread  applied  to  the 
old  casing  sells  for  about  one-third  the 
new-tire  price,  but  dealers'  margins  of- 
ten can  be  2Vi  times  as  great.  By  con- 
centrating on  this  niche,  moreover, 
Bandag  positioned  itself  to  benefit  from 
what  has  devastated  most  other  U.S. 
rubber  companies:  rising  crude-oil 
prices  and  the  desirability  of  radial 
tires.  A  set  of  new  truck  tires  takes  27 
gallons  of  petroleum  products  to  make, 
while  retreads  take  only  5.  And  general- 
ly radials  can  be  retreaded  more  often 
than  ordinary  bias-ply  tires—  Tom  Chesser 

Harriett  Alger 

"I  was  reading  Forbes  while  other  girls 
were  reading  Seventeen,"  says  Paula 
Hughes.  "Except  I  was  15."  That  was  34 
years  ago.  Now  first  vice  president  of 
Wall  Street's  Thomson  McKinnon  Secur- 
ities Inc.,  she  embarked  this  month  on  a 
little  sideline  as  one  of  the  nine  $10,000- 
a-year  governors  of  the  U.S.  Postal  Ser- 
vice and  the  first  woman  appointed  to 
the  post.  Tokenism?  Maybe  so,  says 
Hughes,  "but  that  doesn't  bother  me  as 
much  as  if  the  door  were  totally  closed  to 
women." 

A  divorced  mother  at  20,  and  without 
any  skills,  Hughes  landed  a  secretary's 
job  in  New  York  City  and  climbed  the 
ladder  to  her  present  six-figure  position 
at  Thomson  McKinnon,  where  she  man- 


Thomson  McKinnon  s  Hughes 

A  little  sideline  at  the  Post  Office. 

ages  some  $50  million  in  securities. ' 
Postal  Service's  biggest  problem  as 
sees  it:  pride.  "If  there  were  more 
ployee  pride  in  serving,  performa 
would  be  better,"  she  says.  "Look  at 
Japanese.  They  get  better  producthi 
not  because  of  higher  compensation 
because  there's  a  certain  esprit  de  ca 
We've  got  to  get  more  good  hours  of  Is 
per  person.  It's  those  carriers  parking 
bags  and  taking  an  extra-long  cc 
break." 

Ready  for  her  seven-year  stint  on 
postal  board,  does  she  have  aspirati 
to  become  the  first  female  postmai 
general?  "I  think  his  salary,  whicl 
public  record,  is  about  $70,000  a  ye) 
she  says  evenly.  "I'm  afraid  I  coul 
afford  it."- Jeff  Blyskal 


Debroux  of  Bandag 
Remember  pricing! 
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One  of  these  helmets  came  off  the  field 

and  off  the  market 
when  the  rules  of  the  game  changed. 


Not  the  football  rules,  but  the  rules  of  the  legal 
Isystem  under  which  manufacturers  can  be  sued  for  dam- 
ages. In  recent  years,  courts  have  been  inclined  to  hold 
fa  product  manufacturer  or  distributor  liable  for  injuries 
•  even  when  the  company  had  met  safety  standards 
br  when  the  injured  person  was  negligent  in  using  the 
product. 

As  a  result,  judgments,  settlements  and  legal 
posts  in  liability  cases  have  increased  dramatically. 
Businesses  are  faced  with  uncertainty  in  trying  to  gauge 
the  extent  of  their  exposure  to  lawsuit.  When  these 
factors  outweigh  the  benefits  of  making  a  product,  that 
product  will  leave  the  marketplace. 

That's  what  happened  to  the  manufacturer  of  the 
rielmet  on  the  right.  He  stopped  production  of  helmets 
until,  as  he  says,  the  legal  climate  changes  in  the 
fjnited  States,  it  has  happened  also  to  some  makers 
l>f  vaccines,  plastic  products  and  machines.  Right  now, 
■he  chemical  and  pharmaceutical  industries  are  deeply 
concerned  about  the  potential  financial  impact  of  recent 
bourt  decisions. 

As  a  major  group  of  property  and  casualty  insur- 
ance companies,  we,  too,  are  concerned  about  this 
[problem  Our  companies  provide  insurance  designed 
|o  protect  business  from  financial  loss  resulting  from  a 
lawsuit.  This  protection  normally  encourages  business 
j  o  remain  in  the  marketplace.  It  enables  manufacturers 
p  develop  new  products,  to  provide  more  jobs  and 
generally  to  contribute  to  our  economy. 


But  the  trend  in  legal  judgments  threatens  all  that 
stability.  As  lawsuit  settlements  and  awards  become 
higher,  insurance  companies  tend  to  be  more  cautious 
in  writing  insurance  coverage.  And  they  must  charge 
more  for  it.  That  in  turn  causes  manufacturers  and  sell- 
ers to  raise  their  prices  to  cover  the  increased  cost  of 
insurance  protection.  Which  means  that  consumers  pay 
more  for  what  they  buy. 

It's  frustrating,  but  not  hopeless.  Steps  can  be  taken 
to  prevent  injuries  and  to  control  the  rise  of  liability  costs. 
And  that  would  benefit  everyone. 

Here's  what  we're  doing: 

■  Helping  to  develop  standards  for  safer  products. 

■  Advising  manufacturers  on  safety  procedures  and 
loss  prevention  programs. 

■  Supporting  legislation  to  reduce  the  enormous  legal 
costs  of  administering  the  product  liability  system. 

■  Supporting  legislation  to  make  the  standards  of  legal 
liability  more  definite,  more  predictable  and  more 
eguitable. 

Here's  what  you  can  do: 

■  Seek  quality  products.  Check  to  see  that  they  meet 
safety  standards  where  appropriate. 

■  Use  all  products  as  they  are  meant  to  be  used.  Read 
and  follow  warning  labels  and  instructions  for  product 
usage. 

■  Get  involved!  Become  aware  of  proposals  to  improve 
fairness  in  the  legal  liability  system. 


Affordable  insurance  is  our  business—and  yours. 

"his  message  is  presented  by  the  American  insurance  Association,  85  John  Street,  New  York,  New  York  10038. 


Who  says  disaster  can't  strike  in  the  oil-supply  business?  Certainly  n  \ 
Ed  Shannon,  chairman  of  Santa  Fe  International  But,  fortunate 
things  can  also  get  better  fast  when  you're  in  that  line  of  work. 


Getting  rid  of 
the  hex 


By  Michael  Kolbenschlag 

FOR  MOST  OF  A  DECADE  NOW,  about 
the  happiest  spot  in  U.S.  industry 
has  been  that  occupied  by  the  oil- 
service  outfits — in  Wall  Street  lingo,  the 
man  that  picked  the  miner's  pocket. 
While  the  oil  companies  took  the  public 
resentment,  foreign  confiscation  and 
ever-more-zealous  domestic  regulation, 
the  oil-service  outfits  got  the  benefits  of 
soaring  oil  prices  with  almost  none  of 
the  headaches. 

A  sure  thing?  Before  you  say  yes,  con- 
sider the  recent  history  of  Santa  Fe  Inter- 


national, a  moderate-size  (revenues, 
$535  million  last  year)  contract  oil  driller 
and  marine  construction  firm  now  head- 
quartered in  Alhambra,  Calif.  Last  year, 
for  example,  the  company  had  six  rigs 
operating  in  Iran.  Perhaps  it  was  just  bad 
luck  when  the  Ayatollah  Khomeini  can- 
celed Santa  Fe's  drilling  contracts,  forc- 
ing the  company  to  take  a  first-quarter 
1979  writeoff  of  $17  million  in  advance 
revenue  bookings,  employee  termination 
charges  and  rig  transportation  costs.  The 
writeoff  eroded  per-share  earnings  for 
the  year  to  only  78  cents,  down  69% 
from  1978. 


If  that  was  bad  luck,  how  about 
Later  last  year  Santa  Fe's  Palestii 
manager  in  Iran  negotiated  the  retui 
the  idle  rigs — but  in  1980,  when  the 
tried  its  abortive  hostage  rescue  misj 
Three  rigs  had  already  left  Iran,  bu< 
enraged  Iranians  held  the  rest. 

Then  there  were  the  engineering 
construction  division's  problems.  A 
cialist  in  marine  pipelines,  the  divj 
had  accounted  for  as  much  as  60" 
company  revenues  during  the  1971 
heyday  of  North  Sea  oil  exploration; 
that  died  off  in  1979,  and  the  division 
$3 1  million  on  $  1 43  million  revenue 


Offshore  drilling  platform  in  the  North  Sea's  Thistle  field 

With  the  help  of  a  miscalculation,  $150  million  in  pretax  profit  this  year. 
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inta  Fe  even  got  into  trouble  with  oil 
vned,  notably  16.3%  of  the  North  Sea 
>tle  field,  with  522  million  barrels  of 
md  gas  reserves.  Thistle  yielded  San- 
e  $60  million  pretax  profit  last  year 
i  $92  million  revenues — but  $54  mil- 
of  that  profit  had  to  be  put  back 
the  seabed  in  the  form  of  water 
:tion  wells,  because  Santa  Fe  had 
tudged  the  natural  pressure  in  its 
luction  wells. 

tien  came  the  purchase  that  was 
nt  to  make  Santa  Fe  well  again,  the 
5  million  acquisition  last  Jan.  30  of 
California  engineering  firm  of  C  F 
in,  with  its  1979  revenues  of  $416 
ion.  But  the  deal  doubled  Santa  Fe's 
-term  debt  to  $545  million,  IV3 
;s  equity;  and  worse,  $270  million  of 
purchase  price  was  borrowed — at 
t-term  rates.  (The  two-year  "bridge 
,"  is  still  treated  as  long-term  debt  on 
ja  Fe's  books.)  When  interest  rates 
,ocketed  to  20%,  the  company  was 
,ng  at  nearly  $4  million  a  month  in 
rest  payments.  Small  wonder  that 
stock  fell  from  33  lA  in  April  1979  to 
i  a  month  later. 

ihat  does  Santa  Fe  Chairman  Edfred 
[lannon  Jr.  say  about  this  sad  litany? 
ken,"  says  the  part-Choctaw  Indian 
alfield  roughneck  who  has  survived 
he  Australian  outback,  "these  things 
pen.  The  right  time  to  do  things, 
p  you  are  financially  perfect,  never 
[es.  Sometimes  you  have  to  do  things 


when  you're  not  quite  ready." 

Excuses?  No.  The  news  is  proving  Ed 
Shannon  right.  The  prime  rate  is  down 
to  12%,  and  Santa  Fe  has  cut  its  prime- 
linked  debt  by  $125  million.  The  Iranian 
revolution  that  cost  the  company  three 
rigs  has  made  drilling  boom,  pushing  day 
rates  up  from  $30,000  or  less  per  rig  last 
year  to  $50,000  or  $60,000.  In  hindsight, 
the  company  was  better  off  drilling  injec- 
tion water  wells  in  the  North  Sea  last 
year  than  production  wells:  Thistle  oil 
today  brings  $36.25  per  barrel,  vs.  $20.23 
last  year.  Santa  Fe's  share  of  Thistle's 
110,000-to-115,000-barrel  average  daily 
production  in  1980  will  yield  $150,000 
million  in  pretax  profit — 80%  more  than 
if  the  oil  had  been  produced  last  year. 
Already,  company  earnings  for  the  first 
half  of  1980  were  $1.25  a  share,  vs.  a  42- 
cent  loss  in  1979. 

Ed  Shannon  seems  to  be  changing  the 
thrust  of  the  company,  which  ever  since 
its  founding  in  1946  has  got  more  than 
80%  of  its  drilling  revenues  abroad.  "Our 
share  of  the  domestic  drilling  market  is 
only  6%  compared  with  20%  to  30% 
overseas,"  says  Shannon.  "We're  going 
to  do  something  about  that  position,  but 
I  sure  don't  want  my  plans  published." 
Key  to  those  plans  will  be  the  eight  new 
drilling  rigs  now  on  order  for  $60  million. 
Shannon  will  doubtless  use  most  of  them 
to  bolster  Santa  Fe's  domestic  drilling 
presence. 

The  other  big  shift  is  a  quiet  backing 


away  from  marine  construction  to  in- 
vesting in  Braun,  a  leader  in  process- 
engineering  technology  in  oil  shale,  tar 
sands  and  heavy  crudes.  Braun  also  has  8 
million  barrels  of  oil  reserves  and  107 
billion  cubic  feet  of  natural  gas,  and  holds 
extensive  properties  in  Louisiana,  Okla- 
homa and  the  Overthrust  Belt  of  Mon- 
tana and  Idaho.  Cash  flow  from  these 
and  from  Thistle  will  be  crucial  in  fi- 
nancing Santa  Fe's  capital  spending, 
which  Shannon  plans  to  lift  from  $180 
million  in  1980  to  $300  million  by  1984. 

That  money  will  go  for  still  more  oil 
lands,  more  drilling  rigs  and  the  develop- 
ment of  Braun's  process  technology. 
"The  future  is  in  the  building  and  modi- 
fying of  refineries  to  handle  heavy 
crudes,"  says  Shannon,  "and  we  intend 
to  be  a  leader."  Braun's  2,000  engineers 
are  already  hard  at  work  on  a  $750  mil- 
lion refinery  for  Shell  Canada  to  process 
Athabasca  tar  sands,  and  several  more 
deals  are  under  negotiation. 

Ed  Shannon's  new  success  formula 
seems  to  be:  Play  oil  baron  and  drilling 
king  while  waiting  for  the  heavy-oils  en- 
gineering business  to  pay  off.  That  for- 
mula has  led  smart  money  like  that  of 
Fayez  S.  Sarofim  (Forbes,  June  9),  Santa 
Fe's  largest  stockholder  with  5.9%  of  its 
21.4  million  shares,  to  stick  with  the 
company  despite  its  recent  troubles.  It  is 
also  a  reminder  that  those  who  persevere 
in  doing  sensible  things  will  find  that 
eventually  they  start  paying  off.  ■ 


U  Fe  International  Chairman  Edfred  L  Shannon 

■  Buffering  from  some  tough  luck  in  1979,  getting  the  breaks  in  1980. 
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Now  more  than  ever,  the  world 
must  break  the  North  Sea's 
grip  on  its  oil  and  gas. 

We've  found  ways  to  beat  100' 
waves  and  hurricane  force  winds. 

Despite  relentless  storms,  the  North  Sea  is 
yielding  its  treasures  to  the  experience,  resources 
and  skills  of  McDermott  International,  a  McDermott 
company 

Near  Ardersier,  Scotland,  this  McDermott- 
owned  company  builds  all  types  of  offshore 
structures. 

From  its  headquarters  in  Brussels,  it  directs  a 
fleet  of  marine  construction  vessels  that  includes 
some  of  the  largest  and  most  sophisticated 
equipment  in  the  world. 

Offshore,  we're  overcoming  the  raging 
North  Sea.  But  whether  it's  offshore  or  onshore, 
McDermott  and  its  companies  are  meeting 
today's  energy  needs  with  oil  and  gas  production 
facilities,  fossil  and  nuclear  energy  systems,  spe- 
cialty steel  tubing,  insulating  products,  and  indus- 
trial automation.  To  find  out  more,  and  for  a  copy 
of  our  Annual  Report,  write  Vice  President,  Public 
Affairs,  McDermott  Incorporated,  ]0]0  Common 
Street,  New  Orleans,  LA  70112. 

/^p^  No  matter  how  the  world 
fiul  1  solves  its  energy  problems, 
McDermott  is  involved. 


The  stock  market  has  a  new  game.  It's  called  High  Tech.  Any  num< 
can  play.  But  can  any  number  win  playing  it? 


Isn't  this  where 
we  came  in? 


By  Nick  Galluccio 


Demand  for  newly  minted  high- 
technology  issues  is  so  strong 
that,  within  hours  of  their  initial 
offering  prices,  the  stocks  of  many  of 
these  companies  are  soaring  in  the  open 
market.  Applicon  and  Tellabs,  for  exam- 
ple, went  public  in  July  at  offering  prices 
of  22  and  20,  respectively.  Within  min- 
utes they  were  trading  at  around  30. 

While  the  Standard  &  Poor's  500  and 
the  Dow  Jones  industrials  have  climbed 
about  25%  since  their  March  lows,  the 
prices  of  many  of  these  stocks  have  more 
than  doubled  over  the  same  period  (see 
tables).  Wall  Street  now  has  a  new 
buzzword:  high  tech. 

The  stocks  of  more  seasoned 
high-tech  companies  are  booming, 
too.  The  frenzy  is  reminiscent  of 
the  craze  over  concept  stocks  in 
the  Sixties.  Says  Robert  Herwick,  a 
manager  of  Chase  Manhattan's 
$400  million  special  fund:  "We 
think  the  price  levels  of  high-tech 
stocks  have  gone  from  high  to  ri- 
diculous." "There's  been  an  abso- 


lute buying  panic  in  high-technology 
stocks,"  says  John  Johnson,  who  runs  the 
$820  million  T.  Rowe  Price  New  Hori- 
zons Fund.  "A  lot  of  institutions  buying 
these  stocks  don't  think  they  are  great 
values,  but  just  want  to  own  them." 

Johnson  may  be  nervous,  but  his  New 
Horizons  is  certainly  benefiting.  Its 
heavy  concentration  in  issues  like  Data- 
point,  Avantek  and  Scientific-Atlanta 
has  helped  hike  its  net  asset  values  by 
48%  since  March.  San  Francisco-based 
GT  Capital  Management's  $26  million 
high-technology  fund  has  risen  over  80% 
in  the  last  13  months  alone.  Citibank's 
high-technology-oriented  $200  million 


special  equity  fund  had  a  29%  a 
return  over  the  last  five  years.  Pe 
and  mutual  funds  emphasizing 
electronics  stocks  at  Morgan  Gua 
Trust,  Chemical  Bank,  Bankers 
New  York's  Jennison  Associates 
William  D.  Witter,  Boston's  Pu 
Management  and  Los  Angeles'  C 
Group  have  compiled  stellar  recoi 
the  last  year  or  so. 

It's  not  only  the  big  institutional 
ers  who  are  betting  on  the  next  "X 
but  individual  investors  as  well,  lil 
thur  Norgard,  60,  a  florist  in  Plair 
N.J.,  who  has  been  listening  to  A. 
Murray,  head  of  New  York's  Brean 
ray,  Foster  Securities.  So  & 
good  for  Norgard,  who  rec 
turned  a  $14,000  investme 
Computervision  made  two 
ago  into  a  $53,000  profit. 

Computervision  is  the  leac 
computer-aided  design,  sys 
that  allow  architects  and  engii 
to  draft  blueprints  with  small 
puters  instead  of  pencils  and  j 
Although  out  of  Computen, 
now,  Norgard  isn't  selling  his 


Hot  stuff 


These  six  high-technology  companies  went  public  in  the  last  price  and  all  show  substantial  gains  today.  To  at  least 
nine  months.  All  of  them  opened  at  prices  above  the  offering    observer,  the  subsequent  run-up  looks  like  a  "buying  pani 


Recent 


Estimated 


Estimated 


Price 


Company 

Offering 
price 

Opening 
price 

price 
bid 

% 
gain 

1980  sales 
(millions) 

1980  earnings 
(millions) 

Estimated 
1980  EPS 

earnings 
ratio 

Applicon 

(computer  graphics) 

7/22/80 
$22 

30V2 

37 Vi 

70% 

$78 

$5.4 

$1.00 

37 

CADO  Systems 
(minicomputers) 

3/11/80 
18 

20% 

333/4 

88 

35 

4.0 

1.35 

25 

NBI 

(word  processing) 

12/12/79 
20 

28  Vi 

66% 

234 

45 

4.6 

1.40 

48 

Sci-Tex 

(computer  graphics) 

5/21/80 
1 1 

L1V4 

22  Vi 

105 

28 

2.4 

1.20 

19 

Tellabs 

(telecomm  services) 

7/15/80 
20 

27 

33  V4 

68 

50 

7.7 

1.25 

27 

Tylan 

(semiconductors) 

7/9/80 
18 

19  V» 

26 

45 

21 

2.9 

1.50 

17 

Source:  New  Issil 
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An  innovative  view  of  information  retrieval 


With  today's  paper  profusion,  vital  data  is  often  relegated  to  the  storeroom 


To  make  risk  management 
nore  like  other  business  func- 
ions,  Alexander  &  Alexander 
leveloped  a  unique  insurance 
broker  service,  ARIS  (Alexander 
llisk  Information  Service).  ARIS 
Hewed  loss  records  through  the 
pyes  of  those  trying  to  cope  with 
hem.  We  learned  that  vital  facts 
ay  buried  in  the  mass  of  records. 
That  loss  data  is  meaningless 
jmless  it  can  be  manipulated  and 
[nade  manageable.  And  that  from 
rustration  come  possibilities, 
hen  concepts  and,  finally,  new 
ystems  to  turn  mass  data  into 
•ffectual  risk  information. 

ntegrated,  computerized 
lata  on  demand 

Only  by  working  from  a 
client's  point  of  view  can  we  be 
1  ure  a  company  gets  the  most 
omprchensive,  cost-efficient 


programs  possible. 

This  insider's  vantage  point 
enabled  ARIS  to  link,  through 
sophisticated  computer  tech- 
niques, two  formerly  incompat- 
ible systems:  the  output  of  a 
client's  internal  risk  data,  and  the 
output  of  loss  records  from  vari- 
ous sources.  Result:  a  synergistic 
boost  in  forecasting,  budgeting 
and  funding  — a  coordinated 
client/broker  system  available 
today  only  through  A&A. 

Each  industry  has  different 
needs.  For  insurance,  for  risk 
management,  for  human  re- 
source management,  for  finan- 
cial services.  And  each  of  our  120 
offices  here  and  overseas  has  the 
facilities,  expertise  and  strength 


to  fulfill  the  requirements  of  any 
company,  large  or  small,  in  any 
industry 

We  think  a  big  reason  A&A 
has  become  one  of  the  largest  and 
most  trusted  insurance  brokers 
worldwide  is  that  we  work  the 
same  way  with  every  client.  From 
the  client's  point  of  view. 


Alexander 
^Alexander 

From  the  client's  point  of  view. 


Hot  stuff . . .  with  some  seasoning 


While  the  Standard  &  Poor's  500  index  has  climbed  about  technology  companies,  all  of  which  have  been  around  I  [ 
25%  since  its  Mar.  27  low,  stock  prices  of  these  12  high-    some  time,  have  soared  anywhere  from  3  to  6  times  as  hig) 


Company 

Recent 
price 

Price 

3/27/80 

% 
gain 

Estimated 
1980  sales 
(millions) 

Estimated 
1980  earnings 
(millions) 

Estimated 
1980  EPS 

Price/ 
earnings 
ratio 

Went 
public 

Advanced  Micro-Devices 

(integrated  circuits) 

5 1  Vh 

28  Vi ' 

79% 

$275 

$25.7 

$3.30 

15 

1972 

Analog  Devices 

(electronic  measurement) 

373/4* 

18% 

100 

140 

9.7 

1.87* 

20 

1969 

Auto-trol  Technology 

(computer-aided  design) 

57'/4t 

26  '/it 

116 

54 

5.9 

1.90 

30 

1979 

Avantek 

(telecommunications) 

73Vi*t 

39t 

88 

60 

6.4 

3.20* 

23 

1978 

Computervision 

(computer-aided  design) 

94!/4* 

41% 

128 

225 

20.0 

3.20* 

30 

1972 

Evans  &  Sutherland 

(computer  graphics) 

112* 

44 

155 

35 

5.0 

4.00* 

28 

1978 

Gerber  Scientific 

(computer-aided  design) 

427/s 

23</« 

84 

99 

8.4 

2.25 

19 

1961 

Materials  Research 

(sputtering  equipment  &  film) 

35 

17y8 

100 

73 

5.2 

1.80 

19 

1969 

Paradyne 

(data  communications) 

40 

19% 

103 

78 

7.6 

1.35 

30 

1978 

Rolm 

(computers) 

73  Vi* 

36 'A 

103 

260 

21.2 

2.60* 

14 

1976 

Tandem 

(minicomputers) 

90'/2*t 

37t 

145 

126 

12.4 

2.50* 

36 

1977 

Wang  Labs 

(computers) 

55V2 

28 

96 

645 

9.3 

2.30 

24 

1967 

'Adjusted  for  steK'k  splits  tBid. 


Source  New  Issu 


shares  of  Modular  Computer,  even 
though  it  has  doubled  since  he  bought 
the  stock  a  year  ago.  "High-tech  stocks 
are  the  placj  to  be,"  says  Norgard,  who 
hopes  to  build  a  nest  egg  for  his  retire 
ment.  "Everything  is  going  to  be  com- 
puterized in  the  future."  Charles  Weston, 
64,  a  Portland,  Ore.  insurance  executive, 
also  is  holding  on  to  his  investment  in 
Modular  Computer.  "I  think  it  will  go 
higher  still,"  he  says. 

But  how  high  is  up?  "I  think  the  mar- 
ket in  these  stocks  is  closer  to  its  high 
than  its  low,"  hedges  A.  Robert  Towbin, 
partner  in  L.F.  Rothschild,  Unterberg, 
Towbin,  an  investment  banking  firm 
specializing  in  high-technology  and 
emerging  growth  companies.  "It's  any- 
body's guess  whether  they  will  fall.  I  told 
people  to  sell,  but  now  the  stocks  are 
twice  as  high." 

Whether  these  companies  continue  to 
climb  in  price  may  have  less  to  do  with 
their  fundamentals  than  with  the  enor- 
mous demand  for  them.  Morgan  Stan- 
ley's Dennis  Sherva  estimates  the  total 
market  capitalization  of  all  the  qualify 
high-technology  and  other  emerging 
growth  companies  at  around  $40  billion, 
roughly  the  same  as  IBM's  market  value. 
That's  just  a  fraction  of  the  nearly  half- 
trillion  dollars  in  U.S.  pension  assets.  If 
the  big  institutional  money  managers 
keep  increasing  their  holdings  of  these 
stocks,  there's  no  telling  how  high  their 
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multiples  will  go — or  how  hard  they  will 
fall  when  the  reckoning  comes. 

Unlike  some  stock  market  fads,  this 
one  was  originally  rooted  in  a  degree  of 
reality.  Many  of  these  emerging  growth 
stocks  represent  promising  companies. 
Over  the  last  five  years,  the  earnings  for 
a  group  of  66  high-technology  companies 
researched  by  Hambrecht  &  Quist,  an 
investment  banking  firm  (see  box),  have 
increased  at  an  annual  compounded  rate 
of  32%  a  year.  Companies  like  Tandem, 
a  maker  of  on-line  minicomputers,  and 
Computervision  have  had  growth  rates 
in  excess  of  60%  a  year.  The  market 
potential  for  both  minicomputers  and 
computer  graphics  is  explosive.  The  mar- 
ket for  minicomputers  alone  is  expected 
to  reach  $15  billion  by  1985  from  today's 
$4  billion. 

What's  worrisome  is  that  sensible  op- 
timism is  giving  way  to  self-deluding 
fantasy.  "If  you  pay  15  times  earnings  for 
companies  growing  at  20%  to  30%,  that 
isn't  too  high,"  says  Robert  E.  Keiter,  a 
manager  of  Jennison  Associates'  $2  bil- 
lion assets,  with  a  third  invested  in  high- 
tech stocks.  He  points  to  Wang  Labs,  a 
computer  manufacturer,  selling  at  15 
times  its  expected  1981  earnings.  Listen 
to  A.  Brean  Murray:  "If  you  sell  these 
stocks  just  because  they've  had  a  great 
move,  you  become  a  trader  rather  than 
investor.  Yes,  their  multiples  are  high, 
but  so  are  their  growth  rates.  High-tech- 


nology companies  are  where  the  grea 
money  has  ever  been  made  and  will 
made  in  the  stock  market  because  I 
can  help  the  U.S.  overcome  its  pro» 
tivity  crisis." 

Shades  of  Avon  Products! 

Perhaps  the  biggest  beneficiaries 
hot  market  for  high- technology  std 
are  the  venture  capitalists  whose  tB 
sands  of  dollars  in  seed  money  have  i 
denly  grown  to  millions,  now  that  t| 
companies  have  gone  public.  The  nj 
ber  of  registrations  for  initial  public 
ferings  has  reached  196  so  far  this  y 
compared  with  68  new  issues  in  1 
according  to  New  Issues.  Among  the 
entrants,  high-technology  companies 
raising  the  lion's  share  of  capital. 

Venture  capitalist  William  H.  Drap 
a  partner  in  Palo  Alto,  Calif. 's  Sutter 
Ventures,  a  firm  with  major  equity  in 
ests  in  newly  public  companies  like  N 
nuson  Computer,  Prime  Computer 
Tellabs,  a  telecommunications  supp 
All  three  companies  have  had  sharp  r 
ket  run-ups  in  recent  months.  Dri 
says  he  has  no  plans  to  sell  his  sha 
nor  do  many  of  his  colleagues  along  C 
fomia's  Silicon  Valley  plan  to  unj 
their  positions.  Says  Draper:  "I'm 
trying  to  figure  out  the  psychology  of 
institutional  money  manager,  I'm  It 
ing  much  further  ahead." 

Sound  familiar?  Unless  you  are  ui 
30,  you've  heard  all  this  before.  ■ 
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Merchandising  high  tech 


o  investment  banking  outfit 
is  having  a  greater  influence 
on  the  market  for  high- 
|:hnology  stocks  than  San  Fran- 
lico-based  Hambrecht  &  Quist. 
ie  firm  was  started  a  dozen  years 
to  by  William  R.  Hambrecht,  45, 
ormer  Frances  I.  Du  Pont  &  Co. 
nrporate  finance  manager,  and 
sorge  Quist,  55,  who  ran  Bank  of 
nerica's  venture  capital  arm. 
ie  firm's  reputation  has  grown 
er  the  years  as  several  compa- 
ss that  it  took  public  early  have 
come  seasoned  and  enormously 
ccessful.  Datapoint,  Tymshare 
Id  Spectra-Physics  are  among 
zm-,  and,  more  recently,  NBI, 
lto-trol  and  Magnuson  Computer  Systems. 
tH&Q's  secret  is  simple:  In  many  cases  the  firm  invests 
nture  capital  in  young,  high-tech  companies  that  eventu- 
jy  it  takes  public.  Not  only  does  H&Q  have  money  in  the 
al,  but  usually  either  Hambrecht  or  Quist  serves  on  the 
ung  company's  board. 

When  it's  time  to  go  public,  H&Q  analysts  hit  the  road, 
osting  their  companies  to  groups  of  institutional  money 
inagers  who,  in  the  last  few  years,  have  become  enthusi- 
£ic  over  stocks  in  emerging  companies  involved  in  new 
:hnology.  H&Q  gets  its  reward  when  these  companies  go 
blic.  The  $1.5  million  invested  by  the  firm  in  Magnuson 
imputer  before  the  company  went  public  a  year  ago,  for 


William  R.  Hambrecht  (right) and  George  Quist 
Making  $1.5  million,  grow  into  $7.2  million. 


example,  was  worth  $7.2  million  at 
recent  quotations. 

"When  Hambrecht  &  Quist  puts 
its  name  on  a  deal,  it's  likely  to  be 
very  successful.  When  we  get  an 
H&Q  deal  in  the  mail,  I'm  on  the 
phone  immediately  confirming  our 
allotment,"  says  a  southwest  bro- 
kerage house  syndicate  manager. 
Some  800  investment  profession- 
als attended  last  spring's  H&Q- 
sponsored  annual  technology  con- 
ference, where  the  firm  discussed 
many  of  the  66  stocks  it  researches 
and  their  industries. 

It's  easy  to  see  why.  Of  the  47 
stocks    H&Q    has  underwritten 
since  1976,  only  3  are  selling  lower 
today  than  their  offering  prices. 

So  successful  has  H&Q  become  that  other  firms  such  as 
San  Francisco's  Robertson  Colman  Stephens  &  Woodman 
and  Blyth  Eastman  Paine  Webber  have  set  up  specialized 
high-technology  groups.  Even  blue  chip  Morgan  Stanley  is 
joining  H&Q  to  comanage  the  initial  public  offering  of 
Apple  Computer  in  a  few  months.  So  far  this  year  H&Q  has 
managed  or  comanaged  21  offerings  with  a  value  of  $275 
million,  more  than  5  times  the  volume  of  1978. 

But  times  were  tough  in  1973-75.  "That  was  a  hard, 
sweaty  period,"  recalls  Hambrecht.  "But  we  never  changed 
our  focus.  We  stuck  it  out  when  companies  needed  us,  and 
we'll  be  around  in  the  next  bad  market." — N.G. 


+  220.3%* 


delity  A  new 

butty-Income  single-family 
ind  house 

>tal  five-yeaf  increase 


Over  the  past  five  years,  the  price  of 
an  average  new  single-family  house 
rose  almost  75  %f  Which  is  why  most 
people  think  real  estate  is  a  good  invest- 
ment. Good,  but  not  good  enough. 

Because,  during  the  same  time 
period,  Fidelity  Equity-Income  Fund 
went  up  over  220%?  Over  five  years 
that  adds  up  to  a  considerably  better 
return  for  the  Fund.  And  unlike  the 
house,  the  Fund  is  conveniently  liquid. 

Don't  let  another  five  years  slip  by. 
Learn  more  today. 

CALL  FREE  (800)  225-6190 

In  Mass.  Call  Collect  (617)  523-1919 


>.  Dept.  of  Commerce  Phce  Index  of  New  One-Family  Houses  Sold.  4th  quarter  1974  to  4th  quarter  1979. 
s  figure  shows  the  results  of  a  5-year  investment  in  Fidelity  Equity- Income  Fund  made  on  December  31,  1974 
capital  gain  distributions  and  income  dividends  reinvested.  Of  course,  market  conditions  fluctuate,  and 
~>ugh  we  can't  guarantee  future  performance,  we  think  the  Fund's  record  deserves  your  attention. 


FIDELITY 

EQUITY- INCOME  FUND 

P.O.  Box  832.  Dept.  JB  092980  23 
82  Devonshire  St.,  Boston,  Mass.  02103 

For  more  complete  information,  includ- 
ing management  fees  and  expenses, 
please  write  or  call  for  a  Prospectus. 
Read  it  carefully  before  you  invest  or 
send  money. 


Retirement  Plan  Information:  Keogh  □  403B  □  IRA  □ 
™  Fidelity 

■     Group  Over  $8  billion  of  assets  under  management. 


No  better  place  for  Staley  Manufacturing  to 
be  these  days  than  in  the  corn  syrup  business. 
But  what  if  a  company  has  a  habit  of  snatch- 
ing defeat  from  the  jaws  of  victory? 

Will  the 
sweetness  last? 


Staley  Manufacturing  Chairman  Donald  Nordlund 

Despite  doubled  earnings  two  yean  in  a  row,  a  hazy  future. 


It's  hard  to  fault  a  company  that, 
far  from  feeling  the  recession,  is  in 
the  course  of  more  than  doubling 
earnings  this  year  on  a  sales  gain  of  near- 
ly a  third.  That  is  exactly  what  A.E. 
Staley  Manufacturing  Co.  of  Decatur,  111. 
is  doing.  In  its  fiscal  year  ended  this 
month,  Staley  should  rack  up  sales  of 
$1.8  billion  vs.  $1.4  billion  the  year  be- 
fore, on  which  it  will  make  well  over  $4  a 
share  vs.  1979's  $1.86.  Furthermore,  next 
year  earnings  could  double  again. 

Why  the  surge  in  the  traditionally  rou- 
tine commodity  business  of  processing 
com  and  soybeans?  Earlier  this  year 
Coca-Cola  and  PepsiCo  gave  the  okay  to 
use  high-fructose  com  syrup  instead  of 
sugar  in  their  colas.  The  resulting  unpre- 
cedented demand  swelled  profit  margins 
overnight  for  big  corn-sweetener  produc- 


ers like  Staley  and  its  Illinois  neighbor, 
Archer-Daniels-Midland.  Staley's  mar- 
gins on  beverage -grade  sweeteners  are 
now  about  50%,  vs.  20%  a  year  ago. 

But  before  investors  throw  their  caps 
in  the  air  and  rush  down  to  their  friendly 
neighborhood  brokers,  they  would  do 
well  to  consider  Staley's  history.  For  the 
decade  of  the  1970s,  earnings  have 
shown  a  disconcerting  pattern  of  march- 
ing up  the  hill  only  to  march  right  down 
again.  In  1971,  for  example,  Staley  had 
earnings  of  50  cents  a  share;  in  1975, 
$4.73;  in  1978,  down  again  to  $1.26.  Nor 
does  Staley  management,  which  one  an- 
alyst characterized  as  being  "so  conser- 
vative that  they  wear  a  hz\t  and  suspend- 
ers," show  any  signs  of  knowing  how  to 
get  free  of  the  commodity  cycle. 

Chairman  Donald  Nordlund,  58,  views 


the  com  sweeteners  on  which  Sta 
sudden  prosperity  rests  as  a  typical 
modity  business.  It  is  hardly  surprii 
then,  that  Staley  will  not  open  a 
com-sweetener  plant  until  1983,  w 
as  competitors  will  be  operating  nei 
pacity  for  Coke  and  Pepsi  next 
Competitor  ADM  has  been  making 
hoi  from  excess  corn  syrup  materiali 
year;  Staley  will  be  the  last  major 
processor  to  open  a  distillery.  0 
grain  processors  do  substantial  bus 
overseas;  Staley  is  just  beginning, 
have  to  learn  to  walk  first,"  says  > 
lund,  leaning  back  in  his  chair.  ' 
other  companies  have  the  jump  on  i 

Even  where  they  do  not,  compel 
often  manage  to  end  up  ahead  of  Si 
For  example,  Staley  introduced  the 
consumer  market  fabric  softener, 
Puf,  in  1955;  it  is  now  second  in  mi 
share  to  Procter  &  Gamble,  vJ 
Downy  came  along  seven  years 
Staley's  consumer  products  as  a  gra 
close  to  7%  of  sales,  or  about  $125 
lion — apparently  contribute  nothifl 
profit.  "It  haunts  me,"  says  Nord] 
"that  we  can't  take  them  anywhere 
fact,  after  60  years  in  the  consumer 
ness,  Staley  is  seriously  considering 
ing  its  consumer  products.  "We're  si 
ing  the  question,"  says  Nordlund,  p 
ing  to  a  file  of  "sincere"  suitors. 

Divestiture  would  be  a  sad  epih 
Augustus  E.  Staley  started  the  bus 
in  1898  selling  "Cream"  brand  ■ 
starch  door  to  door,  and  by  1920 
acquired  com  and  soybean  plants  u 
farm  belt  that  supplied  retailers,  far 
and  food  packagers  with  ingredient! 
animal  feeds. 

Gus,  a  flamboyant  marketer,  t 
rolled  the  "Decatur  Staleys"  bas 
team,  and  in  1920  hired  a  young  s 
stop  named  George  Halas  to  organ 
professional  football  team  (off  the 
the  players  worked  in  the  starch  faci 
The  football  Staleys  won  the  nat 
championship  in  1921,  but  Gus  cou 
afford  to  hire  grown  men  just  to 
football  and  baseball.  So  he  paid  I 
$5,000  to  take  the  Staleys  off  his  h. 
in  return  for  free  plugs  in  future  sou- 
programs.  The  Staleys  are  now  kno\ 
the  Chicago  Bears. 

So  the  prospects  are  that  the  comj 
unable  to  live  up  to  its  promotional 
will  plow  ahead  on  its  currently  : 
profitable  commodity  row.  For  the 
ent,  industry  undercapacity  protect! 
ley's  profit  margins,-  the  company's 
gest  headaches  are  the  price-fixing  ii 
tigations  already  under  way  t 
suspicious  Federal  Trade  Commi 
and  a  grand  jury  in  San  Francisco.  I 
com  sweetener  demand  should 
slacken — which  could  happen  if,  fc 
ample,  sugar  prices  ever  took  a  i 
Staley  would  be  in  trouble.  What 
does  Staley's  record  generate  th 
would  be  able  to  handle  that  troublt 
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oroesTrave 


special  advertising  section  for  Travel  advertisers 
spearing  in  the  December  8, 1980  issue, 
losing  date:  October  7 


.n  easy,  low  cost  way  to  reach  upscale  readers 

orbes'  new  Travel  &  Resort  advertising  section  is  the 
ieal  place  to  advertise  your  travel-oriented  sales 
lessage  before  one  of  America's  most  affluent 
larkets.  Forbes  Magazine's  690,000  subscribers  have 
a  average  household  income  of  more  than  $93,000 
id  average  net  worth  exceeding  $700,000.  And  one 
ut  of  seven  subscribers  is  a  millionaire— an  upscale 
jdience  by  any  measure  of  affluence. 

ravel-minded  audience 

orbes'  subscribers  are  prime  travel  prospects.  They 
ave  the  means  and  the  desire  to  travel:  61  %  have 
did  passports;  72%  have  taken  at  least  one  domestic 
r  trip  for  pleasure  in  the  past  year;  71%  regularly 
se  travelers  checks;  70%  have  taken  at  least  one  trip 
Jtside  the  U.S.  in  the  past  year;  16%  have  taken  at 
I  ast  one  cruise  over  the  past  three  years.  Travel- 
linded  indeed. 

ost-efficient  national  exposure 

ere's  an  opportunity  to  give  your  travel  advertising 
itional  exposure  to  a  large,  affluent  market.  At  the 
w  cost  of  only  $6,000  for  a  four-color,  one-quarler 
lge,  Forbes'  new  Travel  Guide  represents  what  is 
)tentially  your  most  productive  and  efficient  promo- 
on  investment  during  1980.  Reach  Forbes'  690,000 
ibscribers  at  a  cost-per-thousand  of  only  $7.97. 


Your  headline  will  appear  here 

This  space  will  carry  the  text  [maximum  75  words] 
for  your  four-color,  travel-oriented  advertisement. 
The  area  above  would  carry  the  illustration  of  your 
promotional  literature  or  a  four-color  photo  from 
your  current  advertising  campaign.  Forbes  will  set 
type  and  prepare  color  separations  without  charge. 
A  postage-paid  reply  card  included  in  the  section 
will  enable  you  to  generate  leads  from  Forbes' 
responsive  readers.  Forbes  will  process  all 
inquiries  and  forward  them  to  you. 


Forbes  handles  all  the  detail  work 

Just  send  us  the  necessary  material  (75  words  or  less 
of  descriptive  copy  along  with  a  four-color  trans- 
parency or  original  art ),  and  Forbes  will  handle  all 
the  detail  work.  In  addition,  Forbes  will  process  all 
requests  generated  from  the  reader  reply  card  and 
forward  them  to  you.  It's  that  simple. 

To  reserve  space  in  the  Forbes  Travel  Guide,  contact 

your  local  Forbes  Representative  or  call: 

Stephen  G.  Nicoll,  Director  of  Advertising, 

(212)  620-2228.  FOfbeSt 

CapitalistTool® 


sand 
nverce. 


.the  Financial  Times  Excels 


a  fact  that  the  U.S.  becomes  daily  more 
indent  on  events  abroad  —  events  over  which 
.  business  exerts  no  control. 

a  fact  that  the  U.S.  has  changed  more  in  the 
5  years  than  in  the  previous  10.  This  change 
:ts  some  businesses  more  quickly  than  others. 

a  fact  that  the  impact  of  political  and 
lomic  developments  abroad  is  cumulative, 
impact  on  American  business  is  part  of  a 
n  of  international  interdependence,  the  links 
lich  tighten  each  year.  This  international 
dependence  is  a  crucial  element  of  America's 
omic  malaise. 

relieve  that,  with  a  business  to  run,  you  cannot 
itor  events  everywhere  in  the  world  which 
t  you. 

we  can  and  we  do.  The  FT  has  31  full-time 
?spondents  round  the  world  backed  by  an 
rt  team  of  editors  in  London.  The  FT  places 


We've  a  tough  job  ahead  —  making  ourselves 
known  to  the  American  business  executive.  But 
we  know  we  have  something  from  which  Ameri- 
can business  can  profit:  A  newspaper  designed  to 
meet  the  priorities  of  the  international  business 
executive. 

We  airspeed  the  FT  from  Frankfurt,  West 
Germany,  for  same -day  hand-delivery  in  selected 
areas  of  New  York  and  Washington,  D.C. 
Next  day  in  downtown  Chicago,  Boston  and 
Los  Angeles  and  by  mail  elsewhere. 

If  you  already  know  us  and  need  us,  order  your 
daily  subscription  by  marking  the  term  of  your 
choice  and  return  this  ad  with  your  business  card: 

□  1  year  $365 

□  6  months  $183 

□  3  months  $  92 

We  have  found  that  a  fine  product  is  the  best 
advertisement  possible.  A  single  thorough  look 


esources  of  its  255  specialists  at  your  disposal,  at  the  Financial  Times  is  the  best  way  for  you  to 


i  are  employed  to  monitor 
ts  24  hours  a  day,  7  days 
?k,  round  the  world.  Their 
rsis  excels  in  the  most 
:ult  of  areas  —  where  the 
}lexities  of  international 
cs  and  economics 
erge. 
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Saudis  Sterling 

bar  UK  up  2.7c; 

envoy  in  Tokyo  at 

Dim  row  new  nigh 
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Interest  rates  fall  ,  Iran  negotiates 
as  U.S.  'enters  f  "eal  «*h 

a  mild  recession'   E?*  .E_afLEj:rope 


Soviet  Union  'arranges 
$lbn  loan  for  Warsaw' 


Poland  In  DM  500m  order  lor 
Germao  machine  toot  equipment 


ua. 


decide  if  your  business  can 
profit  from  the  FT  Please 
write  to  us  on  your  company 
letterhead  and  we  will  be 
happy  to  send  a  free  issue  for 
your  assessment. 


Financial 
Times 

75  Rockefeller  Plaza 
New  York.  N.Y.  10019 


First  Pennsylvania  Corp.  is  playing  its  last  ace: 
dropping  all  nonbanking  subsidaries,  and 
acting  like  a  bank. 


Okay,  back 
to  basics 


Last  month,  George  A.  Butler,  the 
hard-pressed,  52-year-old  chair- 
man and  chief  executive  of  First 
Pennsylvania  Corp.,  appeared  in  the 
bank  holding  company's  New  York  City 
government  securities  dealer  subsidiary. 
He  was  not  smiling. 

Butler's  message  was  brief:  Close  First 
Pcnnco  Securities  down  now,  today,  and 
liquidate  your  billion-dollar  portfolio  im- 
mediately. A  billion  dollars  is  still  a  lot  of 
money,  but  so  was  the  hemorrhage  of 
securities  markdowns  that  was  threaten- 
ing to  spill  over  and  drain  the  parent 
company's  already  thin  capital. 

It  was  the  second  time  in  1980  that 
First  Pennsylvania  was  the  victim  of  a 
financial  scare.  Earlier  the  bank  and 
parent  bank  holding  company  were 
squeezed  by  a  mismatch  between  earn- 
ings on  assets  and  the  cost  of  liabilities — 
that  is,  of  making  the  classic  mistake  of 
borrowing  short  at  floating  rates  and 
lending  long  at  fixed  rates.  When  short 


rates  climbed  in  1979  and  early  1980,  the 
differential  generated  enormous  operat- 
ing losses.  Since  rising  interest  rates  also 
shrank  the  market  value  of  the  fixed- 
return  loans  and  investments  it  had 
made,  First  Pennsy,  in  effect,  was  hit 
with  a  double  whammy. 

The  first  time,  of  course,  was  more 
serious.  Last  spring  a  huge  rescue  oper- 
ation was  necessary,  involving  a  $500 
million  loan  from  the  Federal  Deposit 
Insurance  Corp.  and  27  commercial 
banks  plus  a  $  1  billion  line  of  credit  from 
a  bank  group.  One  goal  was  to  reduce 
$700  million  or  so  of  Fed  discount- win- 
dow credit.  The  discount-window  bor- 
rowings were  required  to  keep  First 
Pennsylvania  Bank  from  going  under.  Its 
assets  at  the  time  were  $8  billion.  Had  it 
not  been  kept  afloat,  it  would  have  been 
the  largest  bank  failure  in  U.S.  history. 

So,  enter  George  A.  Butler,  Philadel- 
phia banker,  graduate  of  the  Wharton 
School  at  the  University  of  Pennsylva- 


First  Pennsy's  George  A  Butler 

Sticking  close  to  home  and  neglected  corporations. 


nia,  loyal  bank  employee  since  ] 
lately  of  Ambler,  Penna.,  which  is  1 
Line  country,  trustee  of  the  Philade 
Presbyterian  Foundation  and  direct 
the  Philadelphia  Boy  Scouts  of  Ame 

Butler,  clearly,  is  of  the  old  schoij 
much  so  that  he  professes  to  be  b$ 
by  the  economic  realities  of  the 
"The  problem  is  the  old  rules  don't , 
anymore.  Supply  and  demand  doesn) 
ply.  I  have  been  taught  that  when  uj 
ployment  was  high,  prices  went  dj 
Look  at  the  automobile  industry.  Ul 
ployment  is  high,  sales  are  down 
they  keep  raising  the  prices.  Sarr 
housing.  .  .  ." 

But  he  and  his  new  right-hand 
Executive  Vice  President  and  Chi« 
nancial  Officer  John  J.  Brine,  bare  lei 
just  about  all  there  is  to  know  & 
"mismatch."  Predecessor  lohn  R.  1 
ing  educated  them  very  well,  first 
an  unsound  REIT  and  go-go  loans, 
with  trying  to  play  the  interest  gamt 
a  big-time  plunger  starting  in  1 976. 1 
ing  set  in  motion  a  $1  billion  ph 
invest  in  long-term  Treasuries  and  i 
al  agency  issues  funded  with  stufH 
overnight  federal  funds  and  repun 
agreements.  As  the  cost  of  short- 
money  soared,  the  plan  became  a  dl 
for  disaster.  By  March  1980,  intere: 
come,  at  an  annual  rate  of  $107  mi. 
was  offset  by  a  $180  million  annua 
of  interest  outgo,  while  the  por 
dropped  to  $315  million  below  cost 
little  more  than  stockholders'  equit 
nally,  the  Feds  perforce  moved  in. 

Closing  down  the  government  se 
ties  dealer  subsidiary  was  near  the  t 
Butler's  plan  to  salvage  the  bank  be< 
of  the  extreme  volatility  of  the  m 
these  days  and  the  enormous  risk 
volved  in  carrying  positions  thai 
reach  $2  billion.  He  has  almost  con 
ed  liquidation  of  First  Pennco  Secui 
the  Treasury  bond  game.  (When  Fc 
spoke  to  him  in  early  September, 
could  not  say  whether  it  would  be 
loss  or  at  a  profit.  The  results,  he 
would  be  reflected  in  third-quarte 
ures.)  The  bank  was  told  to  reduc 
funds'  mismatch  and  shrink  its 
ations,  drawing  back  from  being  a 
seeking  national  and  international 
to  one  that  looks  to  its  own  region. 
.  Butler  has  been  listening:  "Bu 
wanted  to  make  speeches  to  nat 
organizations,"  he  says.  "I  want  to  ; 
the  hands  of  'middle-market'  con 
managements."  The  asset-liability 
match,  $1.27  billion  at  its  peak  in  IV 
is  already  on  the  way  down;  it  shou 
to  $300  million  by  year's  end.  "A 
moment,"  says  Butler,  "it  shou 
cleaned  up  sometime  in  1982." 

As  for  the  positive  side:  "We  wa 
be  a  large  regional  bank  with  a  reput 
for  high  quality.  Our  area  may  n 
growing  like  the  Sunbelt,  but  we 
the  fourth-largest  market  area  n 
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try."  He  and  Brine  are  busily  work- 
>ut  how  to  make  use  of  a  $120 
an  tax-loss  carryforward.  He  has 
ified  over  1,400  local  companies 
issible  "middle-market"  borrowers 
he  is  counting  on  to  make  up  the 
of  the  bank's  future  business  cus- 
rs.  Morgan,  Citibank  and  the  others 


can  slug  it  out  with  foreign  banks  for 
blue-chip  loans  at  rates  that  leave  little 
for  profit.  Butler  will  concentrate  on  the 
neglected  corporations  that  pay  higher 
than  prime,  but  are  good  customers  and 
bring  in  more  profit.  Now  that  the  bank 
is  down  to  $6  billion  in  assets,  smaller  is 
bigger. 


Butler  even  feels  cause  for  optimism — 
cautious  optimism,  to  be  sure.  "As  a 
matter  of  fact,"  he  confides,  "we  are  in 
the  process  of  refining  our  five-year  plan 
to  achieve  a  return  of  0.7%  to  0.8%  on 
assets."  That  would  be  no  small  achieve- 
ment; big  city  banks  get  returns  of 
0.55%  to  0.65%  on  assets.  ■ 


newest  game  in  the  wild  and  woolly 
'obond  market:  trading  a  fourth  of  a  bond. 


Rudloff' s  roulette 


By  New. comb  Stillwell 

he  $100  billion  Eurobond  mar- 
ket is  like  no  other,  at  least  not 
nowadays.  There,  largely  free  from 
/ances  like  government  regulations, 
■  hitters  from  the  giant  internation- 
iks  play  tough  games  for  big  bucks, 
itly,  thanks  to  Hans-Joerg  Rudloff,  a 
ar-old  managing  director  at  Credit 
p  First  Boston  Ltd.,  and  his  asso- 
,  those  heavy  hitters  have  a  new 
deferred  purchase  notes  (DPNs), 
\,  like  some  U.K.  government  se- 
es, graft  aspects  of  futures  contracts 
Donds.  CSFB  has  floated  two  issues 
/ay  in  the  past  month — $80  million 
icoa  of  Australia  Ltd.  (51%  owned 
p  Aluminum  Co.  of  America)  and 
million  for  GM  through  its  overseas 
tpe  subsidiary.  More  could  be  on  the 
predicts  Rudloff:  "I  think  as  many 
Ko  of  all  Eurobond  issues  may  come 
;Ione  on  this  basis." 
je's  how  DPNs  work:  Investors  pay 
sfor  a  $1,000  bond  at  offering  and 
the  option  to  pay  the  remaining 
on  a  predetermined  date  several 
is  later.  If  they  decline,  they  forfeit 
>wn  payment,  but  get  the  interest 
:d  on  the  $250  in  the  interim,  dur- 
hich  the  bonds  can  be  freely  traded, 
port,  a  DPN  is  a  lot  like  buying  a 
jr  bond  on  margin,  except  that  the 
enjoys  the  full  effect  of  leverage  on 
vestment  and  doesn't  have  to  fi- 
I  a  margin,  or  cover  it  should  the 
t  move  away  from  him.  If  rates 
ind  bond  prices  rise,  he  can  make  a 
If  rates  climb  and  prices  drop,  his 
ire  is  limited  to  his  down  payment 


less  the  interest  it  earns.  (It  would  take  a 
catastrophe  to  prompt  forfeiture  in  most 
cases,  of  course;  in  the  case  of  the  Alcoa 
issue,  rates  on  equivalent  AA  seven-year 
paper  would  have  to  hit  17.71%.) 

DPNs'  attraction  for  issuers  is  this:  By 
giving  investors  leverage  and  limited  ex- 
posure, issuers  can  get  a  somewhat  lower 
rate.  Alcoa  of  Australia,  an  AA-equiv- 
alent  credit,  offered  its  7-year,  5-month 
notes  at  par  to  yield  12%;  an  identical 
issue  without  the  deferment  provision 
would  have  required  a  coupon  of  at  least 
12V4%.  Alcoa  investors  have  to  decide 
on  Jan.  15,  1981  whether  to  ante  up  the 
$750;  GM  lengthened  the  deferment  pe- 
riod from  5  to  7  months  and  saved  even 
more  on  rate.  GM's  AAA-equivalent  5- 
year,  7-month  notes  were  sold  to  a  limit- 
ed group  of  CSFB  clients  (the  firm  plans 
to  make  a  limited  market  in  the  securi- 
ties at  a  later  date)  at  par  to  yield  11%, 
perhaps  Vi  %  lower  than  an  identical  con- 
ventional note  would  have  required. 

The  deferment  provision  lowers  costs 
to  issuers  in  other  ways  as  well.  If  the 
company  needs  the  entire  sum  immedi- 
ately, it  can  use  the  balance  due  on  the 
notes  as  collateral  to  borrow  short  term 
in  the  commercial  paper  market — at  a 
rate  substantially  lower  than  that  on  the 
longer-term  notes.  And  if  the  issuer 
doesn't  need  all  the  cash  up  front,  it 
doesn't  face  the  prospect  of  placing  funds 
it  can't  use  in  the  short-term  paper  mar- 
ket at  a  rate  lower  than  it  paid  in  the  first 
place.  Finally,  if  rates  should  go  up  so  far 
that  investors  forfeit,  the  issuer  gets  a 
nice  chunk  of  essentially  free  capital  that 
goes  right  into  the  equity  base. 

Perhaps  not  coincidentally,  DPNs  are  a 


pretty  sweet  deal  for  the  underwriters 
too.  Underwriters  make  money  like  any 
merchant:  They  buy  securities  at  a  dis- 
count, mark  them  up  and  sell  them  at  a 
profit.  To  underwrite  a  DPN,  the  syndi- 
cate only  has  to  commit  on  a  quarter  of 
the  total  size  of  the  issue,  but  gets  almost 
the  same  markup  as  if  it  had  committed 
on  the  whole  thing.  In  other  words,  it 
takes  the  same  amount  of  cash  to  under- 
write a  $400  million  DPN  as  one  $100 
million  conventional  issue,  and  the  gross 
is  almost  4  times  as  great.  Says  Rudloff, 
"Obviously,  it's  an  added  incentive." 

Many  of  Rudloff's  competitors  aren't 
so  enthusiastic.  They  point  out  that  the 
Eurobond  market  has  dropped  since  the 
Alcoa  issue  was  offered  on  Aug.  13  and 
the  notes  have  traded  as  low  as  $204, 
more  recently  at  $230.  Says  one  invest- 
ment banker:  "Innovation  is  fine,  but  it 
should  take  place  under  the  best  condi- 
tions. Rudloff  hurt  the  investors,  many 
of  whom  didn't  fully  understand  the  is- 
sue, by  selling  into  a  falling  market,  and 
pushing  too  hard  on  rate."  Says  another: 
"It  isn't  investing.  It's  gambling." 

Rudloff  dismisses  all  this,  noting  that 
just  two  days  after  the  Alcoa  offering  the 
Federal  Reserve  announced  an  enormous 
increase  in  the  money  supply  that  caught 
everyone  by  surprise  and  sent  all  money 
markets  into  a  tailspin.  He  adds,  "When 
the  first  floating  rate  note  was  done  years 
ago,  everyone  said  it  was  ridiculous.  Now 
they're  common.  When  our  competitors 
see  that  their  clients  are  interested, 
they'll  have  to  like  it,  too."  Significantly, 
General  Motors'  only  other  Euromarket 
publicly  traded  offering  was  managed  by 
Morgan  &  Cie,  a  joint  venture  of  Morgan 
Guaranty  and  GM's  traditional  invest- 
ment banker,  Morgan  Stanley. 

As  appealing  as  the  DPN  is  to  many 
U.S.  corporate  treasurers — whoever  their 
traditional  investment  banker — U.S.  in- 
vestors aren't  likely  to  get  a  piece  of  the 
action  soon.  Neither  of  the  first  two  is- 
sues will  be  registered  with  the  SEC  dur- 
ing the  deferment  period,  prohibiting 
U.S.  citizens  from  buying  them  on  a  par- 
tially paid  basis.  Furthermore,  First  Bos- 
ton officials  in  New  York  say  there  are 
several  legal  obstacles  to  offering  a  DPN 
in  the  U.S.  bond  market.  First  the  defer- 
ment provision  might  run  afoul  of  regula- 
tions governing  the  providing  of  financ- 
ing by  brokers  to  investors.  Also,  under 
current  laws,  the  issuer  might  be  obligat- 
ed to  refund  the  down  payment  if  rates 
rose  enough  so  that  investors  forfeit.  ■ 
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IT  TOOK 
BAD  TIMES 

TO  SHOW  YOU 
HOW  GOOD 

DINERS  CLUB 
REALLY  IS 


In  the  thirty  years  since  we  invented  the  charge  card,  we've  learned  that  economic 
situations  are  temporary.  Members  aren't. 

So  despite  what  everyone  else  was  doing,  we  refused  to  restrict  them  with  any 
pre-set  spending  limits.  Or  burden  them  with  interest  charges.  Our  members  are  all 
responsible  business  people  and  sophisticated  travelers  who  pay  their  bills  each  month. 

And  while  other  cards  couldn't  wait  to  add  charges,  we  continued  to  provide 
exclusive  benefits  at  no  charge: 

Two  cards  while  others  weren't  issuing  any.  Separate  billing  statements  for  each. 
Cardholders'  choice  of  billing  cycles.  No  charge  for  currency  conversion. 

That's  what  happens  when  you're  a  charge  card  that's        ^HM^^^i^k MK>t m 
been  through  it  all.  4  4  '  I 

You  don't  have  to  put  your  members  through  an\  thing.  ™ 

Can  you  afford  not  to  be  a  member  of  the  club  '      m  b\     33 12  3H5bi8  ooi^ 
For  an  application,  call  toll-free  1-800-525-7000.  y  cf^«^^^0^~ii,yJl^ 

In  Colorado,  call  303-770-7252.  38 1$    3ii       =="  n  0C  *~ 

DINERS  CLUB  INTERNATIONAL 

£  The  Diners'  Club.  Inc..  1980.        WE  MEAN  BUSINESS. 


Forbes 


The  Economy 


MONEY  &  INVESTMENTS 


Respite  some  signs  of  recovery,  the  recession 
n't  over  yet.  Slow  expansion  would  help. 


Don't  put  your 
woolies  away 


Ve  Northerners  know  what  a 
false  spring  is.  The  sky  is  blue. 
The  daffodils  start  to  show  yel- 
v.  Optimistically  you  pack  your  muf- 
r  and  gloves  away.  Then,  without 
rning  the  weather  changes,  a  wet 
iw  falls  and  the  wind  has  a  damp  chill 
lit.  No,  the  winter  isn't  over. 
That  is  precisely  the  way  it  is  with  the 
>nomy  right  now.  The  early  signs  of 
overy  2re  false,  and  we  are  in  for  a  lot 
»re  recession  for  the  rest  of  this  year 
1  probably  much  of  next  year. 
Mortgage  rates  are  way  up  again.  So 
ich  for  the  recovery  in  housing.  Auto 
es  may  improve  but  from  a  very  low 
are.  Gains  in  the  index  of  key  eco- 
nic  indicators  and  new  factory  orders 
Ire  temporary,  a  consequence  of  a 
;ht  buildup  in  demand  resulting  from 
i  impossibly  high  interest  rates  of  ear- 
"  this  year. 

[The  consumer  isn't  going  to  fuel  recov- 
j.  He  can't.  His  installment  debt,  which 
paged  14%  to  15%  of  disposable  in- 
Jne  for  many  years,  is  still  at  1 7% .  It  has 
I  en  eight  full  months  to  get  it  down 
m  the  peak  of  18%  reached  in  Septem- 
1979;  it  has  a  good  way  to  go  yet. 
sonal  disposable  income,  adjusted  for 
ation,  has  been  sliding  steadily  since 
beginning  of  this  year, 
ay  attention  to  Geoffrey  Moore.  He  is 
•  of  the  fathers  of  business-cycle  tim- 
,  through  his  association  with  the 
:ional  Bureau  of  Economic  Research, 
1  he  is  currently  director  of  the  Center 
International  Business  Cycle  Re- 
rch  at  Rutgers  University.  Moore  is 
optimistic  about  the  likelihood  of  an 
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early   recovery   or   reduced  inflation. 

"I  don't  think  we  have  hit  bottom  in 
this  recession,  nor  has  employment  im- 
proved basically.  Retail  sales  will  not  be 
very  strong,"  Moore  told  Forbes.  The 
spread  of  recession  to  other  countries, 
particularly  the  U.K.  and  Canada,  possi- 


bly France  and  Germany,  will  curtail  our 
exports,  Moore  added.  He  is  also  con- 
cerned about  the  increase  of  industrial 
raw-materials  prices,  because  they  indi- 
cate the  true  underlying  inflation  and 
any  upturn  in  basic  inflation  will  hurt 
economic  recovery. 

"What  this  means  is  that  the  recession 
should  be  of  about  average  length,  aver- 
age being  a  year  in  duration.  The  trough 
should  be  around  the  turn  of  the  year," 
Moore  said. 

The  Bureau  of  Labor  Statistics  tracks 
employment  trends  in  172  industries. 
Between  April  and  July  only  30%  of  the 
172  categories  were  adding  to  payrolls,  in 
contrast  to  about  80%  during  the  recov- 
ery between  1976  and  1978. 

Moore  leaves  us  on  an  encouraging 
note:  "Let's  have  a  sluggish  recovery  be- 
cause that  is  more  likely  to  prolong  the 
decline  of  the  inflation  rate  and  bring  it 
down  to  a  more  reasonable  level. 

"I  think  we  need  to  get  out  of  the 
recession,  but  I  would  rather  have  it  hap- 
pen at  a  slow  pace  without  the  inflation 
that  would  almost  certainly  accompany  a 
vigorous  revival."  ■ 


Squeeze  plays 


Installment  debt  adjusted  for  inflation  is  historically  high  in  relation  to  income. 
Disposable  income  in  the  hands  of  the  people  who  owe  that  debt,  meanwhile,  is  now 
less  than  at  any  time  since  the  fall  of  1978.  Accordingly,  if  the  economy's  turning 
around  depends  on  consumer  demand,  the  chances  are  not  especially  bright  at  the 
moment.  With  customers  caught  between  continuing  inflation  and  the  need  to  pay 
up  on  old  bills,  retail  sales  are  likely  to  suffer. 


Per  capita  1972  dollars  (annual  rate) 
$5,000 


4,000 


3,000 


2,000 


1,000 


Real  disposable 

—  Projections — 

personnal  income 

Consumer  installment  debt 

1    l    1    1    1   1    1    1    1    1    1    1    1    1    1    1    1   1    1    1    1    1    1   1    1    1    1    1  1 

1    1    1    1  1 

73  '74  '75  '76  '77  '78  '79  '80  '81 

Source:  Bureau  of  Labor  Statistics.  Federal  Reserve  Board:  projections  by  Manufacturers  Hanover 
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Capital  Markets 


\1(  )NKY&  INVKSTMKNTS 


Interest-rate  futures  may  be  a  hot  market 
these  days  but  its  far  too  risky  a  game  for 
the  very  small  investor-speculator. 

FUTURES  FOLLIES 


By  Ben  Weberman 


A  word  to  the  wise: 
Don't  speculate  in 
interest-rate  futures 
— New  York's  or 
Chicago's  —  unless 
you  are  prepared  to 
j  lose  your  entire  cash 
investment  or  more. 
Jm    ~-  I  it  is  still  the  case 

■  £lL  I  that  there  is  no  such 
^ — thing  as  a  riskless 
transaction,  and  the  bigger  the  return 
the  bigger  the  risk. 

What  brings  this  to  mind  is  a 
lengthy  article  in  the  Sept.  15  issue  of 
Business  Week  that  describes  the  "fast 
action  in  interest-rate  futures"  with- 
out even  mentioning  some  of  the 
most  obvious  risks  that  that  type  of 
investment  entails.  Business  Week 
even  went  so  far  as  to  describe  futures 
contracts  in  Treasury  bills,  Treasury 
bonds  and  Ginnie  Mae  certificates  as 
"almost  perfect  futures  instruments." 
The  fact  is,  there  is  no  such  thing  as  a 
perfect  hedge  in  financial  futures.  Just 
consider  for  a  moment  how  interest- 
rate  futures  markets  function. 

One  important  variable  that  can 
hurt  you  as  well  as  help  you  is  called 
"basis."  That's  the  difference  in  price 
or  yield  between  the  closest  delivery 
month  of  a  Treasury  bill,  Treasury 
bond  or  Ginnie  Mae  futures  contract 
and  the  present  cash  market  price  of 
that  same  instrument.  Let's  say  you 
want  to  hedge  a  position  in  T  bonds. 
What  could  easily  happen  is  that  the 
cash  market  drops  Wi  points,  while 
the  futures  market  drops  just  1  point. 
As  you  have  been  hedging,  the  basis 
has  changed  by  one-half  point  against 
you.  If  you  owned  $100,000  of  bonds 
and  hedged  by  selling  a  bond  fu- 
tures contract  to  deliver  $100,000 
of  bonds,  you  would  have  lost  $15,000 
market  value  on  the  bond  you  owned 
and  earned  back  $10,000  on  the  short 

Ben  Weberman  is  economics  editor  of  Forbes 
magazine. 


sale  of  the  futures  contract. 

Second,  it's  worth  remembering 
that  sellers  have  the  right  to  deliver 
those  securities  that  are  "cheapest  to 
deliver"  from  a  pool  of  securities.  For 
bonds,  the  maturity  must  be  at  least 
15  years.  The  Chicago  Board  of  Trade 
and  the  New  York  Futures  Exchange 
have  developed  tables  that  adjust  each 
of  the  eligible-for-delivery  issues  to 
the  standard  of  an  8%,  20-year  bond; 
or  a  30-year  mortgage,  12-year-aver- 
age-life,  8%  coupon  GNMA. 

In  practice,  the  highest-interest- 
rate,  longest-maturity  Treasury  bond 
is  usually  the  cheapest  to  deliver.  By 
the  same  token  the  highest  coupon 
rate  on  outstanding  GNMA  pools 
should  be  the  cheapest  to  deliver. 

Here's  a  case  in  point:  The  Septem- 
ber 1980  GNMA  futures  contract 
closed  at  70  6/32  on  Aug.  28,  a  yield 
equivalent  of  13.104%.  The  8% 
GNMA  certificates  in  the  cash  mar- 
ket closed  at  75,  a  yield  of  12.08%. 

Why  would  the  8%  futures  contract 
trade  at  a  price  to  yield  13.10%,  while 
the  cash,  or  actual  market,  was  selling 
to  yield  12.08%?  Because  the  12% % 
GNMA  contract  in  the  cash  market 
was  trading  at  96  to  yield  13.10%. 
The  price  of  the  futures  market  was 
not  set  by  an  8%  pool  but  rather  by 
the  12'/2%  pools. 

Another  factor  that  must  be  taken 
into  account  when  comparing  the  val- 
ue of  the  cash  (or  actual)  security  and 
the  futures  contract  is  the  cost  of  fi- 
nancing a  cash  position. 

Financing,  or  "cost  of  carry,"  is  im- 
portant because  it  sets  the  value  of 
owning  a  security  outright.  A  Trea- 
sury note  with  a  coupon  of  11%  at  a 
time  when  it  is  possible  for  the  profes- 
sional investor  to  borrow  almost  all 
market  value  at  an  annual  cost  of  10% 
would  have  a  positive  carry  of  1%. 
That  is  quite  different  from  when  it 
costs  12%  to  finance  and  there  is  a 
1%  negative  carry. 

Futures  contract  pricing  would  take 
these  positive  or  negative  costs  of  car- 
ry into  account. 


Does  all  of  this  sound  complicated 
It  does  and  it  is.  Normally,  futures 
trading  is  done  by  two  different  types 
of  investors.  One  is  the  institutiona 
investor,  who  uses  it  to  hedge  lon$ 
positions.  The  other  is  the  pure  specu 
lator.  The  speculator  frequently 
knows  little  about  what  is  beinj 
bought  or  sold  even  though  he  mal 
have  several  million  dollars  at  stake; 
But  he  has  a  feel  for  the  numbers.  Hi 
may  buy  pork  bellies  or  Treasury  bill 
it  makes  no  difference. 

An  investor  can  take  advantage  u 
the  futures  markets  for  speculatioi 
or  for  hedging,  so  long  as  he  under 
stands  the  risks.  He  should  staj 
close  to  a  salesperson,  who,  in  turn 
should  have  easy  access  to  a  comput 
er  that  is  able  to  track  the  comple 
cost  of  carry  and  cheapest-to-delive 
relationships. 

For  a  nominal  commission,  it 
also  possible  for  someone  of  modes 
means  to  use  the  financial  instrumen 
futures  markets  to  hedge  a  persona 
transaction,  such  as  covering  th 
mortgage  rate  risk  on  a  prospectiv 
home  purchase. 

For  example,  if  you  were  thinkin 
of  buying  a  house  last  June  and  be 
lieved  that  an  11.50%  mortgage  wa 
cheap,  you  could  have  hedged  by  gc 
ing  into  GNMA  futures. 

At  that  time,  it  was  possible  to  se 
a  September  1980  contract  ($100,00C 
principal  amount)  at  82,  a  yield 
10.65%.  The  margin  was  $2,000  for 
contract.  The  commission  was  aboi 
$60  round-turn.  The  basis  betwee 
the  September  1980  GNMA  contra 
and  the  11.50%  mortgage  cost  at  th 
time  was  0.85. 

Now  let's  see  what  would  have  ha] 
pened  60  days  later  when  you  we 
ready  to  close  on  the  deal.  By  the  er 
of  August,  mortgage  rates  had  risen 
13%  and  the  September  contract  w: 
selling  at  70  to  yield  13.15%.  Basi 
had  narrowed  to  0.15.  So  here's  wh 
happened  on  our  dual  transactioi 
The  mortgage  cost  had  risen  1.50°/ 
but  the  futures  contract  gave 
2.50%.  Selling  the  contract  short  at 
cost  of  $82,000  and  covering 
$70,000  generated  a  profit  of  $12,00 
more  than  enough  to  offset  the  add 
tional  interest  on  the  13%  mortgagt 

If  rates  had  continued  to  declin 
don't  forget,  you  might  have  saved  c 
the  11.50%  mortgage  but  you  wou 
have  lost  in  the  futures  market. 

The  hedge,  in  other  words,  could 
quite  costly.  That's  why  I  do  not  re 
ommend  the  futures  market,  exce 
to  speculators  and  substantial  instit 
tional  investors.  ■ 
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Uniteds  61st  Anniversary  Package 

Should  you  be  buying  or  selling 
these  stocks  now? 

United's  advice  may  surprise  you! 


Facts,  figures,  analysis,  appraisal  of  risk,  and  specific  advice  to  Buy,  Hold,  or  Sell 


7  Low-priced  stocks 
selected  for  profit: 


>r  those  investors  searching  for  higher  profits,  United  recom- 
ends  a  special  selection  of  7  low-priced  stocks.  Though  still  selling 
low  prices,  the  stocks  in  this  group  have  some  very  intriguing 
irnings  records  and  potentials.  To  spread  your  risk  and  improve 
iur  opportunity  for  profit,  we  suggest  you  buy  at  least  two  or  three 
these  well-situated  low-priced  stocks. 

7  Big  earnings  gainers 
to  my  now: 

hen  a  company's  earnings  are  in  a  solid  upward  trend,  sooner  or 
.er  its  stock  is  likely  to  be  an  above-average  market  peformer.  And 
is  is  especially  true  if  the  profit  showing  is  superior  to  the  trend  of 
erall  corporate  earnings.  United  recommends  purchase  of  7  such 
pcks  whose  earnings  are  expected  to  be  up  at  least  10%  this  year, 
spite  the  recession. 
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Atl  Richfield 
3rit  Petroleum 
Cities  Service 
Conoco 
Exxon 


Oil  stocks 

United  believes  some  are  good  buys  right  now 


Getty 
Gulf 
Kerr-McGee 
Marathon 
Mobil 


Occidental 

Phillips 
Royal  Dutch 

Shell  Oil 
Std  Oil  Calif 


Std  Oil  Ind 
Std  Oil  Ohio 
Sun  Co 
Texaco 
Union  Oil 


SO  Utility  stofks 


United's  own  13  point  evaluation 


ited  analysts  know  that  each  utility's  individual  strengths 
1  weaknesses  can  mean  a  lot  to  its  investment  performance.  For 
:ance,  there  is  a  significant  difference  in  whether  it  uses  coal, 
ter,  oil  or  nuclear.  It  can  be  deeply  affected  by  the  regulatory 
nate  in  its  area.  In  this  analysis  we  show  main  fuel  source,  rate 
attitude  of  the  regulatory  bodies,  and  present  11  other  important 
tors.  All  thirteen  points  are  weighed  before  we  give  you  our 
ice  on  which  utility  stocks  we  believe  you  should  buy,  hold  or  sell. 


~tr7  High-activity  stocks 
J- 1   on  the  NYSE: 


Am  Cyanamid 
Am  Home  Prods 
ATT 
Benquet  Cons 
Boeing 

Citicorp 


City  Invest 

Colgate 
Dow  Chem 
East  Kodak 
Fed  Nad  Mtg 


Gulf  &  Western 
IBM 
ITT 
Philip  Morris 
Sears 


Gen  Motors 
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Takeover  candidates 
to  buy  now: 


Takeover  stocks  have  shown  sizable  price  gains  over  the  past  year 
or  two.  However,  it  is  not  easy  to  tell  in  advance  who  is  going  to  try 
to  take  over  whom.  United  has  done  the  research  for  you  and 
presents  for  your  consideration  an  attractive  group  of  companies 
which  seem  to  fit  the  bill.  They  look  like  a  good  place  to  start 
prospecting  in  your  attempt  to  make  money  in  takeovers. 

7//  Gambling  stocks 

_XrT  Are  they  on  the  move  again? 


Bally 
Caesar's  World 
Del  Webb 
Elsinore 


Gen  Instrument 


Golden  Nugget 
Greate  Bay 

Hilton  Hotels 
Holiday  Inns 


MGM 
Playboy 
Ramada  Inns 
Resorts  Int'l 


Showboat 
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Money  market  funds 

Do  you  know  which 
one  is  right  for  you? 


You  can  earn  8%-ll%  and  more  on  your  investment,  whether  it  is 
$1,000  or  many  $l,000's.  And  this  United  Report  can  help  you 
decide  which  fund  is  right  for  you.  It  outlines  the  services  each  fund 
offers,  shows  the  average  maturity  of  its  investments,  and  tells 
what  this  means.  It  gives  current  yield,  size  of  fund,  whether  or 
not  exchange  privileges  are  available,  and  much  other  useful 
information. 


Plus  a  full  8-Week  Subscription  to  United  Reports 

tock  Market  Analysis  and  specific  recommendations  •  General  Business  Forecast  •  The  D(1CT,rc  DAin^DCDivl-ADn  ™r>*vi 

j  t  :  *    r> .  ■       j  ■      r  *i.                   r>j      jnr       jo^i      c^i  POS 1AGE  PAID  REPLY  CARD  TODAY! 

)ervised  List  •  Buying  advice  of  other  services  •  Bonds  and  Preferred  Stocks  •  Stocks  SEND  NO  MONEY  .  WE  WILL  BILL  YOU 
sell  or  avoid  •  New  product  studies  •  Views  of  leading  authorities,  and  much  more 

issue  subscription  to  United  Reports  alone  is  a  $20  value.            $£  210  Newbury  Street.JfostonJVlA  02116 

This  entire  package  only 
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Stock  Comment 


\  K  )\  EY&INV  ESTN 1 KNTS 


A  stock  market  that  has  gone  up  30%  in 
almost  a  straight  line  does  become  vulner- 
able to  a  proportionate  correction. 

A  VULNERABLE 
MARKET 


By  Heinz  H.  Biel 


The  stock  market 
has  been  rather  ner- 
vous lately.  It  seems 
to  scare  easily  these 
days.  Do  the  clouds 
on  the  horizon  look 
more  threatening 
than  usual?  Could 
there  be  a  hurri- 
cane? After  all,  this 
is  the  season  for  it. 
The  feeling  of  uneasiness  is  not  diffi- 
cult to  understand.  To  begin  with,  a 
market  that  has  gone  up  30%  in  al- 
most a  straight  line  does  become  vul- 
nerable to  a  correction  that  should  be 
somewhat  proportionate  to  the  pre- 
ceding advance.  At  least,  that  is  what 
we  have  learned  from  experience. 

The  bond  market  once  again  is  in 
pretty  bad  shape.  It  is  not  yet  in  disar- 
ray, but  it  isn't  too  far  from  it  either. 
Some  high-grade  issues,  offered  only 
three  or  four  months  ago  at  around 
par,  are  now  selling  in  the  80s.  That 
does  not  bode  well  for  long-term  cor- 
porate financing  or  for  home  mort- 
gages at  "reasonable"  rates. 

The  money  market,  too,  is  showing 
signs  of  strain.  The  yield  on  90-day 
Treasury  bills  has  climbed  back  to 
over  10%  and  the  banks'  prime  lend- 
ing rate  is  also  creeping  up.  Such 
things  aren't  supposed  to  happen  that 
long  before  the  economy  has  turned 
the  corner. 

And  then,  of  course,  we  have  the 
election  coming  in  just  a  few  weeks. 
There  is  a  lack  of  enthusiasm  for  both 
candidates.  With  Carter  we  know 
what  to  expect,  although  he  may  be 
more  experienced  than  he  was  the 
first  time  around.  It  is  more  difficult 
to  visualize  what  kind  of  President 
Mr.  Reagan  would  make.  Symptoms 
that  he  may  have  contracted  a  so-far 
mild  case  of  foot-in-mouth  disease  are 
a  bit  worrisome.  I  don't  know  whose 


Heinz  H  Biel  is  a  ince  president  of  the  NYSE 
firm  of  Janney  Montgomery'  Scott. 


election  would  be  considered  bullish 
as  far  as  the  stock  market  is  con- 
cerned. Most  Wall  Streeters,  I  believe, 
would  agree. 

The  strong  rise  in  the  leading  indica- 
tors merely  confirms  what  the  market 
has  been  saying  all  along,  that  the 
recession  is  about  to  end.  However,  the 
same  event  should  not  be  discounted 
twice.  Whether  the  coming  upturn 
will  be  vigorous  or  weak  depends  to  a 
great  extent  on  the  two  industries 
that  are  especially  depressed — auto- 
mobiles and  housing.  The  Escorts  and 
K-cars  are  coming.  But  will  they  sell? 

Taking  all  these  factors  into  consid- 
eration I  continue  to  advise  investors 
to  pull  in  their  horns  for  a  while.  I 
would  much  rather  have  a  ready  re- 
serve, with  a  chance  to  buy  good 
stocks  at  lower  prices,  than  to  find 
myself  overexposed  under  possibly  ad- 
verse market  conditions. 

Much  of  the  action  remains  cen- 
tered on  actual  or  potential  takeover 
situations.  Just  look  at  Pullman,  for 
which  one  of  the  two  willing  suitors  is 
offering  $52.50  a  share;  it  sold  below 
20  earlier  this  year. 

A  strong  and  prospering  company  is 
not  a  likely  takeover  candidate,  unless 
for  one  reason  or  another  its  stock 
sells  at  an  unduly  low  price.  The  rea- 
son is  simple.  If  a  business  is  well  run 
there  is  not  much  the  acquiring  com- 
pany can  do  to  improve  its  profitabil- 
ity or  accelerate  its  growth.  A  telling 
example  was  the  acquisition  three 
years  ago  of  Carborundum  by  Kenne- 
cott,  for  which  it  paid  a  high  premium 
price  but  accomplished  little  owning 
it.  By  contrast,  there  is  plenty  of  room 
for  improvement  in  the  affairs  of  Pull- 
man, probably  justifying  the  price 
that  McDermott  and  Wheelabrator- 
Frye  are  willing  to  pay. 

A  takeover  that  would  make  a  lot  of 
sense  would  be,  for  example,  a  mar- 
riage of  Philip  Munis  and  Scott  Paper.  (I 
have  no  indication  that  any  such  action 
is  under  consideration.)  Scott  is  a  fine, 
old  company  whose  products  have 
solid    consumer    acceptance,  and 


whose  trade  names  have  been  house 
hold  words  for  decades.  But  Scott'i 
record  is  just  plain  drab.  It  is  hard  t« 
believe  that  once  upon  a  time,  in  thi 
early  Sixties,  Scott  was  considered  ; 
glamorous  growth  stock,  selling  aj 
very  high  multiples.  Now  it  rank 
18th  in  profitability  among  the  20  foe 
est  products  companies  listed  il 
Forbes'  latest  Annual  Report  oi 
American  Industry  (fan  7).  The  com 
pany's  five-year  average  return  on  eq 
uity  was  a  mere  11%,  compared  witl 
a  median  return  of  16.3%. 

The  marketing  savvy  of  Phili 
Morris,  on  the  other  hand,  has  be 
come  legendary.  Look  at  what  thi 
company  has  done  with  Marlbor 
cigarettes  and  Miller  beer,  and  wha 
it  is  expected  to  do  for  Seven-Up 
competing  head-on  with  the  giant 
of  the  tobacco,  brewing  and  sol 
drink  industries,  respectively.  I  don 
think  Philip  Morris  would  be  afrai 
to  take  on  Procter  &  Gamble,  whos 
paper-products  division  is  a  Scol 
competitor. 

Scott  Paper  has  been  a  rather  mise: 
able  investment  for  many  years.  M 
wonder  that,  at  I8V2,  the  stock  sells 
a  large  discount  from  its  stated  boo 
value  of  $26.20  a  share  (or  about  $55 
share,  if  adjusted  to  include  the  est 
mated  value  of  the  timberland 
owns).  This  year's  earnings,  excludir 
nonrecurring  items,  are  likely  to  fai 
considerably  short  of  $3  a  share,  u 
$3.52  in  1979.  The  dividend  rate  is  $t 
the  same  as  it  was  ten  years  ago.  Sco 
is  certainly  not  an  appealing  stock  fc 
the  average  investor,  but  neither  wa 
Pullman  until  some  major  corpor. 
tions  recognized  its  hidden  value  ar 
potential. 

There  is  a  great  deal  of  mone 
around  looking  for  major  acquisition 
Seagram  will  have  over  $2  billion 
spend,  and  Brascan  Ltd.  more  than 
billion.  I  also  doubt  that  Esmark  wi 
be  satisfied  just  to  buy  back  its  ov, 
stock  with  the  $1.1  billion  it  will  r 
ceive  from  the  sale  of  its  oil  divisior 

Any  number  of  names  are  bandit 
about  as  potential  targets.  Some  mal 
sense;  others  none  at  all.  If  the  acqui 
ing  company  has  exceptional  manag 
ment  skills,  it  should  look  for  comp 
nies  that  lack  luster,  but  that  have 
potential,  whose  shares  are  depress* 
and  whose  stockholders  are  disgru 
tied.  But  if  the  acquisitor  has  notrui 
but  money  and  no  special  manag 
ment  knowhow,  it  should  only  buy 
business  that  can  stand  firmly  on  i 
own  feet.  That's  why  it  is  so  diffici. 
to  guess  where  lightning  will  strike 
this  game  of  corporate  takeovers.  ■ 
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CELEBRATED 


Once  again,  Newsweek 
leads  all  major  magazines  in 
professional  recognition  for 
journalistic  excellence. 

The  count  so  far  this 
year  is  29  awards  to  the 
magazine,  its  distin- 
guished editors,  writers, 
photographers,  designers  and 
contributors. 

From  the  most  prestigious 
honor  in  dramatic  criticism  — the 
George  Jean  Nathan  medal  to 


Senior  Editor 
Jack  Kroll— to  the 
National  Headliners 
Club  first  place  award 
to  the  Newsweek  staff  for 
its  coverage  of  the  Three 
Mile  Island  accident. 

Since  we  started  counting  in 
1962,  Newsweek  has  ranked 
first  by  far  in  such  recognition 
among  all  magazines:  well  over 
300  awards  in  18  years— a  rec- 
ord-breaking 44  just  last  year. 


Awards  are  just  one  reflection 
of  the  environment  that  attracts 
over  23  million  readers  each 
week.  And  they  underscore  why 
Newsweek  is,  historically,  the 
world's  most  quoted,  as  well  as 
the  most  honored,  newsweekly. 

Which  helps  explain  why, 
for  the  thirteenth  straight 
year,  Newsweek  — the  most 
efficient  newsweekly  — is  also 
the  one  with  the  most  advertis- 
ing pages. 


Financial  Strategy 


\K  )NKY&  INVESTMENTS 


A  little  sacrifice  of  sentiment  at  the  time  of 
marriage  can  save  a  great  deal  of  grief 
dissension  and  hardship  later  on. 

BETTER  CRASS 
THAN  SORRY 


By  John  Train 


A  West  Coast  pat- 
ent lawyer  was  in- 
vited by  one  of  his 
if  clients,  a  highly  in- 
* r^i^H  novative  technology 
company,  to  take 
shares  in  the  ven- 
ture as  part  of  the 
lawyer's  retainer. 

Lucky  patent  law- 
yer! His  family  af- 
fairs went  well:  His  two  sons  turned 
out  to  be  serious  and  industrious,  and 
prospered  in  business  on  their  own. 
He  worked  hard,  the  company 
thrived,  and  after  a  dozen  years  his 
stock  was  worth  over  a  million  dol- 
lars. Eventually  he  sold  most  of  his 
shares  in  a  secondary  offering  and  in- 
vested the  proceeds  in  a  portfolio  of 
growth  stocks.  Having  been  a  widow- 
er for  some  years,  about  this  time  he 
married  again,  to  a  considerably  youn- 
ger woman,  Ellen. 

Alas,  in  the  full  tide  of  his  happiness 
and  success  the  lawyer  died. 

After  a  couple  of  years,  Ellen  herself 
remarried.  Her  husband,  farvis,  was  a 
naturalist  who  also  wrote  books  on 
his  specialty,  flood  control.  After  a 
while  he  was  offered  a  teaching  posi- 
tion in  Oregon  that  would  still  permit 
him  to  write.  The  couple  moved  there 
with  their  newborn  daughter.  Two 
more  children  followed. 

Ellen  liked  the  outdoor  life  Jarvis 
introduced  her  to.  They  went  on 
camping  trips  and  expeditions  in  their 
cruising  ketch. 

When  Jarvis  received  an  offer  from 
a  university  press  to  do  a  full-length 
study  of  water  conservation  projects 
in  the  Pacific  Northwest  he  was  puz- 
zled: Should  he  take  a  leave  of  absence 
from  his  teaching  position,  which 
would  mean  no  income  for  two  years? 

John  Train  is  president  of  Train,  Smith,  Invest- 
ment Counsel,  New  York,  and  the  author  of 
The  Money  Masters  and  Dance  of  the 
Money  Bees. 


Ellen  urged  him  to.  Since  she  had  in- 
herited her  first  husband's  estate  in 
toto,  she  could  handle  the  finances. 

And  indeed,  they  found  they  greatly 
enjoyed  a  life  relatively  free  of  day-to- 
day responsibilities. 

When  it  came  time  to  do  a  new  will, 
she  decided  to  leave  the  income  of  her 
somewhat  diminished  fortune  to  Jar- 
vis for  life  and  the  remainder  to  the 
children  of  the  second  marriage,  all 
three  of  whom  manifested  an  aca- 
demic bent,  like  their  father.  She  rea- 
soned that  in  the  teaching  profession 
they  were  likely  to  need  the  money. 

When  Ellen  in  turn  died,  her  step- 
sons were  infuriated  to  discover  that 
their  father's  lifetime  savings  were 
not  going  to  them,  as  they  had  every 
reason  to  expect,  or  to  their  children, 
but  to  a  family  in  Oregon  that  they 
hardly  knew.  They  were  so  upset  that 
neither  of  them,  let  alone  their  fam- 
ilies, went  to  Ellen's  funeral.  That,  in 
turn,  was  taken  as  a  mortal  offense  by 
Jarvis  and  Ellen's  own  children,  none 
of  whom  ever  spoke  again  to  the  other 
branch  of  the  family.  A  nasty  finan- 
cial dispute  ensued,  conducted 
through  lawyers. 

What  could  have  been  done  to  avoid 
this  imbroglio? 

Two  major  (and  conflicting)  consid- 
erations in  a  marriage  contract  are  (a) 
making  sure  the  wife  has  the  correct 
share  of  the  family  property,  while  (b) 
not  exposing  any  more  family  proper- 
ty than  necessary  to  creditors,  law- 
suits or  unexpected  contingencies  in 
general. 

When  the  patent  lawyer  married  El- 
len, if  he  had  wanted  to  fix  the  succes- 
sion of  his  fortune,  he  might  have 
entered  into  an  agreement  with  her 
under  which  she  waived  any  claim  on 
his  estate  (notably  the  right  of  "dow- 
er," as  it's  called)  in  return  for  a  sub- 
stantial annuity,  should  he  predecease 
her,  or  a  paid-up  insurance  policy  on 
his  life. 

A  contract  is  particularly  necessary 
when  the  whole  situation  is  foggy.  We 
all  remember  grim  stories  of  aging 


film  actors  whose  former  live-in  com 
pamons  hire  aggressive  lawyers  anc 
demand  millions  of  dollars  of  compen 
sation  for  their  blissful  years  together 

Some  cohabitation  or  "nonmantal' 
agreements  specify  that  if  the  parties 
separate,  then  the  woman  will  receiv< 
a  specified  amount  per  week  01 
month,  sometimes  adjusted  for  inflai 
tion,  to  last  the  same  number  of  yearj 
that  the  pair  were  together.  Othe 
deals  specify  a  specific  lump  sum  fo 
each  year  they  spend  together  if  th^ 
relationship  breaks  up,  or  an  annuity 

Both  of  these  arrangements,  and  in 
deed  most  premarital  contracts  (or  an 
tenuptial,  or  marriage  contracts — it's 
the  same  thing)  are  for  the  protection 
of  the  man,  who  is  assumed  to  be  th< 
breadwinner.  But  more  and  more 
women  as  well  probably  ought  to  corn 
sider  such  contracts. 

Consider  the  successful  profession 
al  woman  or  executive  who  marries  ; 
charming  but  feeble  artist  or  decora 
tor.  Then  they  move  to  a  community 
property  or  equitable  distributioi 
state  and  the  decorator  marches  int< 
court,  demanding  a  no-fault  divora 
and  half  the  woman's  earnings  whiL 
they've  been  together,  including  he 
Keogh  plan  or  vested  pension  right 
The  counter,  if  one  fears  such  a  possi 
bility,  is  for  the  woman  breadwinne 
to  insist  on  an  agreement  that 
property  will  be  owned  separately,  re 
gardless  of  what  the  state  law  speci 
fies.  (It's  usually  a  good  plan  for  prop 
erty  to  be  separately  owned  anyway, 
there's  quite  a  lot  of  it.) 

A  similar  situation  is  the  case  of  thi 
wife  who  takes  a  sequence  of  jobs  t 
support  her  husband  while  he  goe 
through  college,  medical  school  an 
his  internship.  Then  he  divorces  he 
and  marries  a  woman  doctor.  Howe\ 
er,  now  the  courts  usually  will  nc 
award  his  ex-wife  much  money,  sind 
she  can  support  herself,  being  thee 
retically  protected  by  the  equal  oppoi 
tunity  principle;  and  there's  littl 
property  to  divide.  No  longer  younj 
she's  thrown  on  the  job  market  whil 
her  ex-husband  moves  into  the  to 
brackets.  Many  women  I  know  wisi 
they  had  asked  for  some  assuranc 
from  their  future  spouses  on  whs 
would  happen  in  such  a  situation,  an 
then  gotten  it  in  writing.  Half 
American  marriages  break  up,  afte 
all:  There's  no  use  pretending  that 
can't  happen.  A  little  sacrifice  of  set 
timent  at  the  time  of  marriage  ca 
avoid  a  great  deal  of  grief,  dissensia 
and  hardship  later  on.  Remembe 
though,  it's  a  touchy  area  requirir 
specialized  legal  advice.  ■ 
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Receive  10  weeks 


of  Value  Line 
For  $33 


This  trial  subscription  is  open  to  you  only  if  no 
ember  of  your  household  has  subscribed  to  Value 
ne  in  the  past  two  years.  We  make  this  special  offer 
;cause  we've  found  that  a  high  percentage  of  new 
ibscribers  who  try  Value  Line  stay  with  us  on  a  long- 
rm  basis.  The  increased  circulation  enables  us  to 
sep  our  subscription  fees  to  long-term  subscribers 
wer  than  would  otherwise  be  possible. 

Under  the  special  trial  offer  you  will  receive  the 
100-page  Investors  Reference  Service  (illustrated 
>ove)  at  no  extra  cost.  You'll  receive  all  the  new  full- 
ige  reports  to  be  issued  in  the  next  10  weeks  on  the 
ore  than  1700  stocks  and  92  industries  regularly 
onitored  by  The  Value  Line  Investment  Survey.  Fil- 
g  takes  less  than  a  minute  a  week.  All  this  material 
so  organized  in  your  binder  that  you  can  quickly 
rn  to  a  continually  updated  report  on  almost  any 
ading  stock. 

This  is  a  sample  full-page  report  of  one  of  the  1700  stocks  1 
regularly  reviewed  by  Value  Line,  reduced  from  8/2  x  11"  / 
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Thus  you'll  find  it  convenient  to  have  The  Investors 
Reference  Service  at  your  fingertips  whenever  you 
need  facts  and  figures,  as  well  as  Value  Line's  pro- 
jected performance  ratings  on  more  than  1700  widely 
held  stocks  in  92  industries. 

In  the  Selection  &  Opinion  section,  which  accom- 
panies your  weekly  reports,  you'll  also  get  analyses 
and  forecasts  of  the  national  economy  and  the  stock 
market  .  .  .  guidance  on  current  investment  policy  ex- 
plaining Value  Line's  bullish  long-term  position  on  the 
securities  markets  .  .  .  plus  Value  Line's  specific  stock 
selections. 

Take  advantage  of  this  special  introductory  offer— 
and  receive,  as  bonuses  without  extra  charge,  the 
2000-page  Investors  Reference  Service  and  the 
"Evaluating  Common  Stocks"  booklet,  which  ex- 
plains how  even  inexperienced  investors  can  apply 
thousands  of  hours  of  professional  research  to  their 
own  portfolios  by  focusing  on  only  two  unequivocal 
ratings,  one  for  Timeliness  (Performance  in  next  12 
months),  the  other  for  Safety. 

This  subscription  is  tax-deductible  if  utilized  to  aid 
in  the  management  of  your  investments. 


Fill  in  and  mail  the  coupon  below. 


The  Value  Line  Investment  Survey 
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Psychology  &  Investing 


MONEY  &  INVESTMENTS 


Overreacting  to  signs  of  good  economic 
news  can  be  as  harmful  as  not  cutting 
back  when  conditions  begin  to  deteriorate. 

DON'T  RELAX  YET 


By  Srully  Blotnick 


"The  worst  is 
over,"  said  Larry, 
"from  here  on  I 
should  be  all  right." 

Larry,  like  the 
owners  of  many 
other  small  busi- 
nesses, has  felt  the 
pinch  of  the  reces- 
sion. His  retail  store 
in  the  suburbs  of 


Chicago  did  about  34%  less  business 
thus  far  this  year  than  it  did  in  1979. 
"Some  of  my  customers  were  laid 
off,"  he  said,  "but  most  of  them  were 
just  scared."  His  customers  cut  back. 
Even  the  sales  Larry  ran  haven't  got- 
ten them  to  spend  freely  again. 

Nevertheless,  he  started  becoming 
much  more  hopeful  when  retail  credit 
controls  were  lifted,  and  has  become 
positively  buoyant  since  the  economy 
began  flashing  signs  of  having  bot- 
tomed. "We  have  nowhere  to  go  but 
up,"  he  says.  "I'll  be  okay  now." 

Maybe,  Larry,  maybe,  but  my  ad- 
vice is:  Don't  relax  yet.  The  worst 
may  not  be  over.  Odd  as  it  may  sound, 
business  bankruptcies  usually  peak 
after  a  recession  is  over.  During  the 
actual  hard  times  small-store  owners 
like  Larry  manage  to  find  ways  to 
keep  the  door  open.  "I  stopped  paying 
some  of  my  suppliers,"  he  said.  "I 
used  every  excuse  in  the  book,  even 
telling  them  that  their  goods  were 
second-rate  and  that  I  might  be  re- 
turning some  of  what  they  shipped 
me.  A  few  of  them  are  really  mad." 

Interestingly,  they  haven't  pulled 
the  plug  on  him  yet,  nor  have  they 
slapped  a  lien  on  the  firm's  assets  nor 
pushed  him  into  involuntary  bank- 
ruptcy. "They  could  do  it,  I  suppose," 
he  said,  "but  then  they'd  get  next  to 
nothing."  By  allowing  him  to  continue 


Dr.  Srully  Blotnick  is  a  practicing  psychologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


operating,  Larry's  creditors  are  clearly 
hoping  he'll  pull  through.  As  he  put  it: 
"Once  business  picks  up,  they  know 
I'll  pay  all  my  bills." 

The  chances  are  good,  however, 
that  Larry  won't  make  it.  From  exam- 
ining the  records  of  a  variety  of  firms 
that  once  were  in  Larry's  present  po- 
sition and  have  since  gone  under,  one 
fact  emerges:  The  reason  businesses 
teeter  on  the  verge  of  bankruptcy  for 
an  extended  period  and  collapse  only 
when  prosperity  seems  to  be  around 
the  corner  is  that  they  buy  too  heavily 
for  the  upcoming  season.  "But  I  have 
to  have  new  stuff  on  the  shelves," 
Larry  insists.  "The  only  way  I'm  go- 
ing to  get  out  from  under  is  to  get  'em 
back  in  here  again — and  buying." 

That  sounds  reasonable,  and  so  are 
Larry's  expectations  that  as  the  econ- 
omy rebounds,  there  will  be  an  in- 
crease in  retail  sales.  The  key  point 
here,  though,  is  that  Larry  and  others 
like  him  are  already  overextended.  In 
buying  a  normal  quantity  of  merchan- 
dise for  the  upcoming  season,  he  is 
stretching  the  balloon  to  its  limit. 

If  retail  sales  don't  pick  up  as  quick- 
ly as  Larry  anticipates,  it  will  be  over 
for  him.  What  makes  him  different 
from  the  many  others  who  were  in  his 
position  and  went  under  is  that  he 
knows  it.  They  didn't.  They  simply 
assumed  that  if  the  economy  snapped 
back,  so  would  they.  They  were  com- 
mitting a  major,  if  understandable, 
mistake:  identifying  too  closely  with 
the  larger  picture — assuming  that 
anything  that  happened  to  the  coun- 
try would  also  happen  to  them. 

Larry,  on  the  other  hand,  is  well 
aware  that  he  is  counting  on  a  sharp 
increase  in  the  general  level  of  busi- 
ness activity  not  just  nationally,  but 
locally  as  well.  "If  they  don't  come 
flocking  back,  I'm  a  dead  duck. 
There's  a  limit,  you  know,  to  how 
long  my  creditors  are  going  to  wait.  I 
can't  keep  stalling  them  forever." 

He  says  the  words  tensely.  Yet  he's 
even  more  optimistic  than  he  is 
tense.  The  pressure  to  clear  away  his  i 


old  debts  by  having  what  he  calls 
"rip-roaring,  record-breaking  season 
has  made  him  extend  himself  still  fui 
ther,  at  a  time  when  he  needs  to  hi 
proceeding  a  bit  more  cautiously. 

"If  it  works,"  he  says  proudly,  "V\ 
be  a  hero."  And  if  it  doesn't,  he'll  be  | 
statistic.  Another  person  who  werj 
under,  just  as  everyone  else's  fortune 
were  improving.  Here's  hoping  h) 
makes  it. 

What  the  evidence  shows  is  that  h 
could  improve  his  chances  of  survivj 
significantly  by  revising  his  view  i 
any  recovery  that  may  now  be  und» 
way.  Instead  of  hoping  for  huge  earn 
ings  from  his  new  merchandise- 
profits  so  large  that  they  can  pay  o 
his  overdue  bills — he  would  do  bett« 
to  order  very  selectively,  acquirir 
just  a  few  eye-catching  items  thj 
could  be  used  to  dress  up  his  invei 
tory  and  prevent  it  from  looking  lill 
last  season's  line. 

That  may  not  be  bold  strategy,  bi 
the  odds  are  strongly  against  an  ove 
night  return  to  the  economic  boo) 
he's  now  counting  on.  A  restrain* 
approach  to  an  uncertain  economi 
recovery  may  be  the  only  way. 

We  often  hear  the  cliche'  that  sms 
firms  are  undercapitalized,  and  thi 
that's  the  reason  for  their  continuil 
difficulties  and  frequent  failures.  Fin 
but  it  comes  as  something  of  a  shoi 
to  see  how  haphazardly  that  limiti 
capital  is  handled.  The  general  at' 
tude  is:  "I  don't  have  to  figure  01 
what  I  can  buy  and  what  I  can't.  An 
thing  I  like,  and  a  supplier  is  willing 
sell  me,  I  should  take.  I  don't  have 
do  my  homework,  he  does.  Beside 
he  does  it  better  than  I  can.  He  has  i 
If  I  declare  bankruptcy,  he  g« 
burned." 

The  result  is  that  in  many  cas 
among  small  businesses  there  h 
been  a  slow  but  steady  shift  to  a  po 
tion  of  increased  financial  depende 
cy  upon  the  manufacturer  or  who 
saler,  whose  interests  may  contn 
sharply  with  those  of  the  small  fir 
What  amounts  to  a  normal  busine 
risk  for  a  major  supplier — usually  : 
volving  only  a  small  fraction  of  I 
receivables — may  prove  to  be  a  mor 
mental  risk  to  a  small-business  ov, 
er.  If  the  big  supplier  decides  to  tig 
en  up  on  receivables,  the  little  fell< 
may  go  down  the  tubes — even  thou 
his  business  may  be  picking  up. 

It  is  precisely  at  this  point  in  t 
business  cycle,  when  owners  li 
Larry  are  solidly  convinced  that  1 
good  times  now  are  back,  that  be: 
overextended  and  overoptimistic 
statistically  the  most  lethal.  ■ 
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Now,  in  addition 
o  Paris,  Zurich  &  London, 
the  IHT  announces  a 
Hong  Kong  facsimile 
edition  for  the  Ear  East. 


After  the  overwhelming 
success  of  its  European 
facsimile  editions,  the  Paris- 
based  International  Herald 
Tribune  now  brings 
thousands  of  Far  East 
readers  its  Hong  Kong 
facsimile  edition,  transmitted 
by  satellite  link. 

Four  minutes  from  Paris 
to  Hong  Kong!  Same  day 
delivery  for  most  of  the  Far 
East. 

Readers  of  the  IHT 
Hong  Kong  edition,  like  Trib 
readers  everywhere,  are  top 
level,  highly  educated,  with 
high  incomes. 

Reach  them  now. 

For  more  information, 
contact  the  nearest 
International  Herald  Tribune 
office: 

In  Paris: 
181  avenue  Ch. -de-Gaulle, 
92521  Neuilly  Cedex,  France. 
Tel.:  747.12.65.  Tx.:  612832. 

In  New  York: 
444  Madison  Avenue, 
New  York,  N.Y.  10022, 
U.S.A.  Tel.:  752  38  90. 


Bonus  for  Advertisers! 

For  the  balance  of  1980, 
IHT  advertisers  will  not  be 
charged  for  this  extra  Far 
East  circulation. 
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The  only  global  daily  newspaper. 
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Commodities 


MONEY  &  INVESTMENTS 


Strong  export  demand  and  increased  de- 
mand for  feed  have  changed  the  funda- 
mental outlook  for  wheat  prices. 

WHEAT:  A  BULL 
MARKET  ANOMALY 


By  Stanley  W.  Angrist 


Wheat  is  a  very  in- 
teresting commod- 
ity right  now,  be- 
cause major  changes 
have  taken  place  in 
the  fundamental 
outlook  for  wheat 
prices  during  the 
past  two  months. 
Two  factors  have 
acted  bullishly  on 
what  can  fairly  be  described  as  a 
bumper  crop  both  in  the  U.S.  and 
worldwide.  First,  export  demand  from 
China  and  the  U.S.S.R.  has  been  un- 
usually strong.  Second,  livestock  pro- 
ducers are  looking  to  wheat  as  an  ani- 
mal feed  substitute  for  the  more  tradi- 
tional feedgrains  of  corn  and  sorghum. 

This  year's  wheat  crop  was  largely 
unaffected  by  the  drought.  Most  of  the 
wheat  (about  80%)  raised  in  the  U.S. 
is  winter  wheat,  which  means  it  was 
planted  last  fall  and  harvested  before 
the  drought  got  really  bad  in  the  Mid- 
west. However,  wheat  did  not  emerge 
from  the  drought  totally  unscathed — 
the  spring  wheat  crop  will  probably  be 
cut  by  more  than  20% . 

Worldwide,  the  wheat  crop  is  far 
from  bad — about  438  million  metric 
tons,  compared  with  a  1979  crop  of 
only  419  million  metric  tons.  Even 
the  Soviets  expect  a  crop  increase  this 
year,  from  90  million  metric  tons  in 
1979  to  105  million  metric  tons. 
(Good  crop  or  bad,  they  are  the 
world's  biggest  producers,  with  the 
U.S.  second  with  a  crop  of  about  62 
million  metric  tons  this  year.)  Their 
good  crop  notwithstanding,  the  Sovi- 
ets will  import  about  13.5  million  j 
metric  tons  by  the  end  of  next  May. 

China  has  not  had  a  good  harvest, 
and  her  crop  is  expected  to  be  down 
about  5%.  She  is  expected  to  purchase 
about  12.5  million  metric  tons  this 

Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensible 
Speculating  in  Commodities. 


year,  up  from  8.5  million  last  year.  As 
of  late  July,  wheat  purchases  from  the 
U.S.  for  1980-81  delivery  were  already 
nearly  4  million  metric  tons,  and  the 
total  could  eventually  reach  6  million 
to  7  million  metric  tons. 

A  reduced  grain  sorghum  crop  will 
result  in  an  increased  use  of  wheat  as 
a  feed  relative  to  last  year  and  pre- 
vious estimates.  The  use  of  wheat  as  a 
feed  could  rise  by  50%,  to  150  million 
bushels,  because  of  the  drought. 

Drexel    Burnham    Lambert,  Inc. 


Note:  The  years  are  ranked  accordinj 
to  an  increasing  stocks/usage  ratio 

If  the  stocks/usage  ratio  is  indeed  i 
good  indicator  of  the  December  higl 
prices,  then  a  ratio  of  1.12  ranks  thy 
year  near  the  low  end  and  is  forecastl 
ing  higher  prices.  Examination  of  thi 
table  reveals  that  deflated  wheal 
prices  could  be  as  high  as  $3,  witl 
$3.25  to  $3.50  possible,  in  light  of  th« 
crop  problems  currently  being  experil 
enced  in  corn  and  beans.  Adjusting 
the  deflated  prices  to  current  dollars 
the  $3  level  equates  to  $5.40  in  cud 
rent  dollars,  while  the  $3.25-to-$3.5l 
level  translates  to  $5.85  to  $6.30. 

This  analysis  suggests  a  long  posi 
tion  in  December  wheat  is  warrantee 
I  would  not  risk  more  than  20  cent) 
per  bushel  ($1,000  per  contract)  frori 
my  entry  position.  I  would  look  for 
profit  on  the  order  of  80  cents  pa 
bushel  ($4,000  per  contract).  The  mai 
gin  on  a  wheat  contract  is  abou 
$1,250,  while  the  round-turn  commi 
sion  is  about  $60. 

Another  approach  to  the  whea 


Strangely  bullish  wheat  prices 


A  low  stocks/usage  ratio  has  been  a  very  good  indicator  of 
higher  wheat  prices  for  the  December  contract.  There  is 
no  reason  this  year  should  be  any  different. 


Aug-Dec 

actual  high 

Deflated 

Crop 

Stocks/usage 

price 

GNP 

high 

year 

ratio 

(per  bushel) 

deflator 

(per  bushe 

1973-74 

0.67 

$578 

1.058 

$5.46 

1974-75 

1.09 

5.36 

1.164 

4.61* 

1980-81 

1.12t 

1.800t 

1975-76 

1.18 

4.67 

1.272 

3.67' 

1978-79 

1.22 

3.79 

1.502 

2.52 

1972-73 

1.23 

2.73 

1.000 

2.73 

1979-80 

1.27 

4.29 

1.631 

2.94 

1977-78 

1.72 

2.83 

1.416 

2.00 

1976-77 

1.73 

3.55 

1.337 

2.66* 

'Represents  crop  trouble/scare  years  in  corn  and 
levels  higher  than  would  be  expected  based  on  the 
tEstimated  by  Drexel  Burnham  Lambert.  Inc. 


beans,  which  may  have  supported  wheat  prices  at 
stocks/usage  ratio. 


pointed  out  in  a  recent  report  that  the 
ratio  of  Jan.  1  wheat  stocks  to  the 
preceding  June-December  wheat  us- 
age historically  has  been  a  reliable  in- 
dicator of  how  tight  or  loose  the  over- 
all wheat  supply  situation  really  is. 
DBL  has  projected  a  Jan.  1  wheat 
stock  of  1.67  billion  bushels  and  a 
June-December  disappearance  of  1.49 
billion  bushels:  This  yields  a  ratio  for 
the  1980-81  marketing  year  of  1.12. 
The  table  above  gives  the  Jan.  1 
stocks/June-December  wheat  disap- 
pearance ratio  in  recent  years,  with 
comparison  to  the  deflated  high  price 
of  December  wheat.  That  is,  the  actu- 
al August-December  high  price  has 
been  deflated  by  the  GNP  deflator  us- 
ing the  1972-73  crop  year  as  a  base. 


market  is  through  a  spread.  Chicag 
wheat  futures  are  currently  at  about 
10-cent  premium  to  Kansas  City  fi 
tures.  With  most  of  the  increase  i 
wheat  feeding  expected  to  be  hard  r« 
wheat  (deliverable  against  the  Kansi 
City  contract)  and  the  possibility  th 
problems  could  develop  in  the  plan 
ing  of  the  1981  hard  red  crop  due  i 
low  soil  moisture,  KC  futures  ms 
once  again  move  to  a  premium 
Chicago  futures.  It  would  not  be  difi 
cult  for  KC  to  move  to  a  10-cent  pr 
mium  to  Chicago.  Margin  on  an  inte 
market  wheat  spread  would  be  aboi 
$1,000,  with  full  commissions  pa 
able  on  both  sides.  I  would  not  rij 
more  than  10  cents  from  my  ent 
position  on  this  spread.  ■ 
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Announcing  a  new  edition  of 

FORBES 
STOCK  MARKET  COURSE 

Everything  you  need  to  know  about  investing, 
in  one  authoritative  manual. 


iere  is  a  well  known  stock  market 
eory  called  "the  greater  fool  theory." 
says  if  an  investor  pays  too  high  a 
ice  for  a  stock,  a  greater  fool  will 
ways  come  along  and  give  the  first 
lyer  a  profit  by  paying  even  more. 
>edless  to  say,  it  does  not  always 
>rk.  Yet  some  people  are  prepared  to 
ke  their  chances  with  this  theory, 
ill  more  follow  it  unconsciously, 
lis  announcement  about  the  new 
lition  of  Forbes  Stock  Market  Course 
not  for  either  group.  However,  if 
u  put  as  much  care  in  investing  in 
Dcks  as  you  would  in  investing  in  a 
•use,  or  another  substantial 
irchase,  this  is  a  message  for  you. 
>rbes  Stock  Market  Course  could 
inimize  the  risk  of  losing  money  and  maximize  poten- 
il  gains  so  that  both  time  and  the  modest  investment 
>uld  be  repaid  over  and  over  again. 

Are  you  missing  opportunities?  Why  hold  on  to  your 
)cks  while  the  market  goes  up  and  down,  when  you 
ti  learn  to  sell  near  the  peak  and  buy  in  again  near  the 
ttom.  Learn  to  take  advantage  of  the  swings  and 
rvest  your  capital  gains. 

.  Why  pay  more  for  a  stock  than  you  need  to?  Learn  how 
give  your  broker  specific  orders  to  buy  at  the  price  you 
int. 

Are  "options"  too  difficult?  With  a  potential  for  huge 
ins  and  a  limit  on  losses,  options  should  be  a  possible 
oice  in  your  investment  strategy.  Learn  what  they  can 

for  you. 

These  are  but  three  of  the  topics  covered  in  Forbes 
Stock  Market  Course.  The  course  was  planned  by 
Forbes  to  fill  a  gap  revealed  by  readers'  letters  to 
Forbes  editors.  While  magazine  articles  dealt  with 
particular  companies  and  various  aspects  of  invest- 
ing, Forbes  readers  complained  of  a  lack  of  a  source  of 
basic  knowledge  and  a  comprehensive  survey. 

The  Forbes  Stock  Market  Course  is  just  this  inves- 
tor's "Bible."  It  is  based  on  the  experience  of  Wall 
Street  professionals.  Its  ideas  are  solid  and  sound. 
Many  investment  books  are  based  on  the  crackpot 
theories  of  their  authors.  This  Course  is  a  distillation 
from  the  successes  and  mistakes  of  experts.  It  comes 
i  with  the  stamp  of  approval  of  Forbes  editors  and  is 
recommended  by  many  brokers  to  their  customers  as 
the  one  reliable  guide  to  investing. 

15  sections  of  basic  investing  material. 

From  first  to  last,  Forbes  Stock  Market  Course  puts  the 
emphasis  on  tactics  and  knowledge  you  can  use,  not 
"blue-sky"  theory.  Everything  you  need  to  know  is 
explained  in  clear  everyday  language.  Organized  into  15 
sections,  it  moves  step  by  step  from  a  basic  explanation 
of  how  the  market  works  to  more  sophisticated  areas 
familiar  to  professionals,  but  usually  beyond  the  ken  of 
the  average  investor.  A  tab  index  is  provided  to  make  the 


course  convenient  for  easy  and  repeated 
reference. The  332  pages  are  easily  removable 
section  by  section  from  the  ring  binders. 

Examine  the  Course  for  10  days. 
Free. 

Originally  conceived  as  a 
multi-volume  correspondence  course, 
Forbes  Stock  Market  Course  has 
been  refined  into  a  single  manual.  You  are 
invited  to  examine  the  newly  updated 

• edition  to  satisfy  yourself  that  it  can  assist 
you  in  your  investment  decisions. 
To  receive  the  Course  for  a  10-day 
m       inspection  period,  fill  out  and  mail  the 
coupon.  When  you  receive  the 
course,  see  for  yourself  how  it  can  help 
you  protect  your  money  and  make  it  grow,  how  it  can  help 
prevent  expensive  mistakes,  how  valuable  it  can  be  as  a 
standby  reference.  Only  then  need  you  send  a  check 
for  $47.50  plus  postage  and  handling.  If,  for  any 
reason,  you  are  not  satisfied,  return  it  and  owe  noth- 
ing. The  risk  is  ours  and  we  know  from  the  few 
manuals  returned  how  satisfied  most  buyers  are.  Before 
you  invest  another  dollar,  mail  the  coupon  right  away. 
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Fill  out — Clip — Mail  Today 

FORBES  INC. 


60  Fifth  Avenue,  New  York,  NY  1001 1 

Please  send  me  the  (5-lesson  Forbes  Stock  Market  Course 
for  10  days  free  examination.  After  10  days,  I  will  remit 
$47.50  plus  postage  and  handling,  or  return  the  course  and 
owe  nothing. 

Name  


Address 
City  


State. 


_Zip_ 


I   iCheck  here  if  you  enclosed  $47.50  to  save  postage 

and  handling  costs.  Same  10-day  refund  guarantee. 
(N.Y.C.  order  add  8%-and  other  N.Y.S.  4%  to  8%  as 
required  by  law)  2006  J 
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We  stock  market  players  are  used  to  inter 
ference,  but  this  year  is  worse  than  evet 
became  the  "game  plan,"  if  indeed  there  u 
one,  seems  to  vary  from  minute  to  minute 

RUN,  PASS  OR  PUNT? 


By  Ann  C.  Brown 


Okay,  team,  what 
do  we  do  next,  con- 
sidering the  mixed 
economic  signals 
coming  from  the 
Washington  bench? 
The  Reserve  mone- 
tary coach  is  all  for 
holding  a  hard  line. 
The  congressional 
managers — most  of 
whose  contracts  are  up  for  renewal 
come  Nov.  4 — are  clamoring  for  tax 
cuts  in  a  federal  budget  already  deep  in 
the  hole.  And  the  Head  Coach  keeps 
shifting  his  strategy  as  to  whether 
inflation  or  recession  is  the  number 
one  enemy,  depending  on  who  last 
shouted  into  his  headset. 

We  stock  market  players  are  used  to 
being  roughed  up  by  the  real  world  of 
wars,  weather  and  other  calamities. 
We're  used  to  being  tackled  from  be- 
hind by  onerous,  ill-conceived  and  oc- 
casionally inane  government  interfer- 
ence. But  somehow  this  year  is  worse 
because  the  "game  plan,"  if  indeed 
there  is  one,  seems  to  vary  from  min- 
ute to  minute.  The  most  successful 
investors  are  good  anticipators  and 
quick  reactors,  but  1980  has  caught 
most  of  the  pros  off  guard. 

Take  the  recession,  for  example. 
The  first  couple  of  months  indicated 
there  wouldn't  be  one  this  year.  Then, 
after  the  superhype  in  interest  rates 
and  the  simultaneous  crackdown  on 
credit,  it  appeared  that  we  were  head- 
ed for  an  instant  replay  of  the  Great 
Depression.  Now  it  looks  as  if  we  may 
have  had  a  two-quarter,  two-industry 
recession — autos  and  housing — while 
the  rest  of  business  more  or  less  con- 
tinued to  score  good  gains.  But  take 
care.  The  way  the  incumbents  are  dol- 
ing out  big  bucks  to  big  blocks  of 
voters,   inflation   could  be  roaring 

Ann  C.  Brown  is  executive  rice  president  of  the 
Neu-  York  investment  firm  of  Melbado.  Flynn  & 
Associates 


again  by  Super  Bowl  time  no  matti 
who  wins  the  election. 

Interest  rates  have  already  starte 
to  climb  and  that  does  not  augur  we 
for  another  200-point-plus  rise  in  tr 
stock  market,  which  recently  benefil 
ed  from  the  billion-dollar  switch  oi| 
of  Treasury  bills  and  money  fund 
when  their  yields  suddenly  fell  by  ha] 
On  the  other  hand,  the  short  intere 
is  at  an  alltime  high  and  there  is  sti 
an  embarrassment  of  institution 
riches  waiting  for  the  correction  bao 
to  750  to  780  on  the  DJI.  These  facto 
alone  should  help  support  stofl 
prices.  Then,  too,  there  is  that  wo: 
derful  old  Wall  Street  adage,  whic 
says  that  stocks  always  go  higher  tty 
you  expect  them  to — and  fall  lower 

As  for  me,  I  don't  plan  to  take  nt 
eyes  off  my  quote  machine  for 
next  several  months.  Good-bye  fa 
vacation,  which  was  postponed  froi 
summer,  which  was  postponed  froi 
spring.  Too  many  things  can  happ« 
and  now  more  than  ever  it  will  pay 
be  picky,  picky,  picky  in  what  yfl 
buy  and  when  you  buy  it. 

Earlier  in  the  year  ( Forbes,. 4/>r  14\ 
stuck  my  neck  out  and  wrote,  "T 
Market  Massacre  of  1980  is  over 
tween  now  and  whenever  we  have  tl 
next  massacre,  you  could  make  a  ti< 
sum  in  equities.  ..."  I  then  went  c 
to  recommend  ten  stocks,  includn 
Freeport  Minerals  (61)  at  37  and£ng< 
hard  Minerals  &  Chemicals  (56)  at  27. 
number  of  readers  have  written  to  a| 
about  the  current  status  of  these  tM 
big  gainers.  According  to  one  of 
forward-looking  sources,  Freepc 
Minerals  is  estimated  to  earn  $5. 
per  share  this  year,  $8  in  1981  ai 
perhaps  as  much  as  $18.15  per  sha 
in  1984.  As  for  Engelhard  Minerals 
Chemicals,  the  latest  estimates  i 
for  earnings  of  $8  per  share  in  19 
and  $9  next  year.  By  1982  as  much 
$1 1.70  per  share  seems  possible. 

At  the  same  time  I  recommend 
Freeport  and  Engelhard,  I  also  recoi 
mended  Transco  (42)  at  38.  Relative 
speaking,  the  stock  has  lagged  behi: 
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iers  in  the  energy  group.  The  com- 
ly's  major  business  is  that  of  a  nat- 
d  gas  supplier  to  the  New  York, 
w  fersey  and  Pennsylvania  metro- 
litan  areas.  The  kicker  here  is  that 
insco  has  an  aggressive  gas  explora- 
n  division,  with  interesting  lease- 
Idings  largely  centered  offshore  and 
shore  in  the  Gulf  Coast  area.  Earri- 
;s  for  1980  are  estimated  to  be 
(und  $4.25  per  share,  up  from  $2.96 
1979.  Next  year's  estimate  is  in  the 
ighborhood  of  $5.50  to  $6. 
Vestern  Co.  of  North  America  (39, 
it-adjusted)  is  an  interesting  com- 
ly  brought  to  my  attention  by  a 
ewd  operator  who  had  the  sense  to 
y  Schlumberger  Ltd.  many  years 
)  and  hold  on  to  it.  Western  Co.  of 
A.,  supplies  oilfield  services  and 
•ducts  to  most  of  the  major  and 
lependent  oil  companies  in  the 
ithwestern  U.S.,  in  addition  to  en- 
;ing  in  a  sizable  bit  of  contract  drill- 
;  offshore.  With  almost  every  drill- 
;  rig  in  the  country  (over  3,000  at  last 
int)  busily  boring  into  the  earth, 
siness  is  booming  for  Western  Co.  of 
A..  Earnings  for  1980  are  estimated 
be  somewhere  in  the  $2.25-to-$2.40 
ige,  up  from  $1.20  last  year.  Next 
ir  $2.85  looks  attainable, 
rwo  smaller  but  equally  interesting 
npanies  are  Petroleum  Equipment 
ils  Co.  (36,  better  known  as 
TCO)  and  Stewart  &  Stevenson  Ser- 
?5,  Inc.  (21) — both  listed  over-the- 
mter.  PETCO  is  another  beneficia- 
of  the  high  level  of  domestic  drill- 
;  activity.  The  company  is  enjoying 
umber  of  new  plants,  which  started 
ning  on  stream  last  November  and 
)uld  continue  opening  through 
Jl  if  everything  goes  as  planned. 
TCO  has  recently  completed  an 
),000  common  stock  offering,  the 
iceeds  from  which  were  used  to  pay 
all  its  existing  bank  debt.  Earnings 
1980  are  estimated  to  be  $2.70  per 
ire,  and  $3.25  or  more  for  1981. 
■tewart  &  Stevenson  Services  is  the 
»est  custom  designer  and  "packag- 
of  domestic  diesel  and  turbine 
ver  systems.  These  systems  are 
d  extensively  by  offshore  and  land 
ling  rigs,  emergency  power  re- 
rements,  irrigation  systems,  etc. 
B  company  appears  to  be  suffering 
n  growing  pains,  with  earnings  for 
10  estimated  at  $2.75  per  share  pe- 
ized  by  a  65-cent-to-70-cent  LIFO 
ounting  change,  and  35  cents  to  45 
ts  from  plant  startup  costs.  Next 
r  earnings  could  show  a  strong  re- 
ery  to  anywhere  from  $3.50  to  $4, 
ending  on  the  need  for  new  equity 
incing.  ■ 
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WHAT  TO  DO 
WITH 

$1,000,000 


Investing  in  fine  art  and  other  tangible  assets  such  as 
antiques,  jewelry,  and  rare  books  can  be  a  sound  way  to 
preserve  capital  and  to  achieve  other  financial  goals  as 
well. 

In  fact,  it  is  a  common  practice  among  wealthy 
people  to  put  10%  of  net  worth,  exclusive  of  real  estate, 
into  tangible  assets. 

To  assure  its  customers  the  same  professional  counsel 
when  investing  in  art  as  they  have  in  all  other  facets  of 
their  financial  lives,  the  Private  Banking  Division  has 
taken  two  innovative  steps: 

1.  PBD  now  has  its  own  resident  art  counselor,  whose 
wide  acquaintance  with  the  art  world  can  provide  you 
with  expert  guidance  when  you  buy  or  sell  art. 

2.  PBD  has  entered  into  an  arrangement  with 
Sotheby  Parke  Bernet  which  makes  the  auction  house's 

expertise  in  the 
worldwide  art  market 
available  to  the  Private 


Banking  Division. 

For  more 
information,  write  to 
Margaret  Scott,  VP, 
Private  Banking 
Division,  Box  2450, 
One  Citicorp  Center, 
Lexington  Avenue  at 
53  rd  Street,  New 
York,  N.Y.  10043. 

PRIVATE 

BANKING 

DIVISION 

CITIBAN<0 


©1980 Citibank.  N.A..  member  F.D.I. C. 


Send  your 
Tax  Bite  to  bed, 


ungry. 


ROWE  PRICE 


TAX-FREE  INCOME  FUND,  INC. 

100  E.  Pratt  St.  Baltimore,  Maryland  21202 

Name  

Address  

City  


.State. 


-Zip. 


For  more  complete  information,  including  management 

fee  and  other  charges  and  expenses,  obtain  a  prospec-  I 

tus.  Read  it  carefully  before  you  invest  or  send  money.  i 

"Income  may  be  subject  to  state  and  local  taxes.  I 


Get  your  Tax  Bite  off  its  feet 
(and  off  your  back)  for  a  bit  of  wel- 
come relief .  .  .  with  the  Rowe  Price 
Tax-Free  Income  Fund. 
Consider  these  advantages: 
•  Tax-Free — no  income  tax  for 
the  IRS*. 

No-Load— no  sales  charge  or 
redemption  fee. 
•  Immediate  Liquidity — by 
calling  toll  free  or  simply 
- 1    writing  a  check. 

|    •  Low  Minimum — as  little 
j    as  $1,000  can  start  you 
j   receiving  tax-free  income, 
j    •  Easy  To  Purchase — 
j   send  in  the  coupon  or  call 
j    toll  free  1-800-638-5660.  If 
j   busy,  or  in  Maryland,  call 
301-547-2308  collect. 


©  1978  T.  Rowe  Price  Associates,  Inc. 
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Business-cycle  forecasters  used  to  find  it 
fairly  easy  to  make  money  by  catching  the 
cyclical  swings  in  the  bond  market. 


WHY  INTEREST 
RATES  ARE  RISING 


By  Ashby  Bladen 


In  the  last  issue  I 
said  that  trading  in 
the  bond  market  on 
the  basis  of  short- 
run  fluctuations  in 
the  money  supply  is 
foolish.  Now  let's 
look  at  another 
myth — that  timing 
the  bond  market  is 
mainly  a  matter  of 
forecasting  the  business  cycle,  be- 
cause bond  prices  go  down  in  booms 
and  up  in  recessions.  This  approach 
used  to  work  pretty  well,  but  in  the 
last  couple  of  years  it  has  produced 
horrendous  losses  for  many  people 
and  institutions. 

The  myth  is  based  on  the  theory 
that  the  Fed  "leans  against  the 
wind":  In  booms  the  Fed  pushes  in- 
terest rates  up  to  combat  inflation 
by  making  borrowing  expensive;  in 
recessions  it  encourages  borrowing 
and  spending  in  order  to  stimulate 
business  by  pushing  interest  rates 
down.  You  play  this  predictable  cy- 
cle by  buying  bonds  just  ahead  of  the 
advent  of  recession;  you  sell  bonds 
when  the  subsequent  boom  begins 
running  out  of  steam. 

Until  the  rate  of  inflation  began  to 
accelerate  about  15  years  ago,  success- 
ful business-cycle  forecasters  usually 
found  it  fairly  easy  to  make  money  by 
catching  such  cyclical  swings  in  the 
bond  market.  Since  then,  life  has  been 
getting  more  difficult  and  complicat- 
ed for  almost  everybody,  including 
bond  buyers. 

Before  1965  the  main  cause  of 
business  cycles  was  fluctuations  in 
business  investment  in  inventories, 
and  Fed  policy  mainly  reacted  to 
those  changes.  But  ever  since  1966 
Fed  policy  has  been  progressively  a 

Asbby  Bladen  is  senior  rice  president-invest- 
ments for  the  Guardian  Life  Insurance  Co.  of 
America,  and  author  of  How  to  Cope  with  the 
Developing  Financial  Crisis. 


more  active  cause  of  the  cycle.  By 
now  it  is  perhaps  more  accurate  to 
call  downturns  financial  suppressions 
than  inventory  recessions.  They  are 
deliberately  brought  on  by  the  Fed's 
seeking  to  slow  down  inflation.  Take 
the  current  recession.  The  disastrous 
pileup  of  inventory  in  the  auto- 
mobile industry  was  caused  by  the 
revolution  in  Iran,  which  rudely 
awakened  us  from  the  dream  world 
into  which  our  government  had 
lulled  us  with  its  policy  of  sheltering 
us  from  the  world  market's  price  for  I 
petroleum  products.  Aside  from  that, 
the  current  recession  so  far  has  been 
almost  entirely  a  financial  suppres- 
sion. So  now,  to  play  the  bond  mar- 
ket successfully,  it  has  become  nec-  I 
essary  to  forecast  the  Fed's  policy 
reaction  to  accelerating  inflation  as 
well  as  to  the  business  cycle.  Not  a 
simple  task. 

This  change  in  basic  Fed  objectives 
isn't  the  only  thing  that  makes  bond- 
market  forecasting  more  risky.  A 
more  important  cause  of  forecasting 
error,  and  of  bond  market  losses,  is 
that  most  of  us  instinctively  think  of 
the  U.S.  as  being  essentially  a  closed 
economy  in  which  domestic  consid- 
erations predominate.  We  overlook 
the  increasing  constraints  that  inter- 
national conditions  put  on  domestic 
policy. 

Ever  since  the  Keynesian  revolu- 
tion in  economics  that  occurred 
more  than  40  years  ago,  economics 
has  been  taught  in  this  country  pri- 
marily as  the  theory  of  a  closed  sys- 
tem. Britain  has  one  of  the  most 
open  economies  in  the  world  and, 
therefore,  Keynes,  who  was  an  En- 
glishman, was  not  so  stupid  as  to 
believe  that  a  closed  economy  actu- 
ally exists.  But  American  professors 
like  Harvard's  Alvin  Hansen,  who 
popularized  Keynes  in  the  late  1930s, 
believed  that  the  U.S.  could  usefully 
be  viewed  as  a  closed  system.  I 
doubt  that  that  was  ever  true,  but 
certainly  it  wasn't  in  the  1930s.  And 
it  is  even  less  true  today. 


Since  World  War  II  the  U.S.  hi 
been  acting  as  a  banker  to  the  rest  < 
the  world.  We  had  learned  the  lesso 
of  the  1930s,  when,  as  Professor  Kii 
delberger  of  MIT  has  pointed  ou 
Britain's  withdrawal  from  that  ro! 
made  the  Great  Depression  muc 
worse  than  it  otherwise  would  ha\| 
been.  So  far,  the  results  have  be^ 
highly  beneficial.  We  financed  tn 
postwar  reconstruction  of  our  alli« 
and  enemies  alike.  More  recently,  w 
have  averted  the  depression  that  tH 
huge  transfer  of  wealth  to  the  oi) 
producing  nations  would  have  cause 
We  did  that  by  accepting  deposits  i 
petrodollars  and  relending  them  to  tl) 
countries  that  had  to  have  the  oil 
maintain  their  standards  of  liviij 
but  couldn't  pay  for  it  out  of  expo 
earnings. 

The  catch  is  that  in  the  process,  tl| 
U.S.  as  a  whole  has  done  what  at] 
financial  institution  does;  we  hai 
borrowed  short  and  lent  long.  Of 
assets  abroad  substantially  exceed  oi 
debts  to  foreigners,  but  those  assd 
are  things  like  factories  and  equitii 
in  businesses,  while  our  liabilities  a 
mainly  short-term  deposits.  Thi 
means  that  it  is  much  easier  for  fq 
eigners  to  withdraw  their  funds  fro) 
this  country  than  it  is  for  us  to  hqvj 
date  our  foreign  assets.  When  foreid 
investors  withdraw  funds,  on  balanq 
the  American  dollar  declines  on  tl 
foreign  exchange  market,  and  oi 
standard  of  living  declines  with 
because  our  exports  earn  less  foreij 
exchange  and  our  imports  cost 
more  dollars. 

Thus  the  Fed  can  no  longer  le 
against  a  recessionary  wind  very  ha 
by  lowering  interest  rates.  We 
stuck  with  interest  rates  that  are  hij 
enough  to  induce  foreigners  to  lea1 
their  deposits  here.  During  the  la 
few  months,  whenever  interest  rati 
have  declined,  the  dollar  has  all 
turned  weak. 

People  who  understood  that  ou 
is  not  a  closed  economy  have  knov 
that  we  were  headed  into  this  bi) 
for  a  very  long  time;  I  have  be 
writing  about  this  off  and  on  1 
more  than  20  years.  On  the  oth 
hand,  the  American  people  ha 
never  been  very  good  at  foreseei 
consequences,  but  they  are  usual 
good  at  responding  to  crises.  Doul 
less  it  will  be  the  same  this  tin) 
when  they  finally  realize  that  it 
indeed  a  crisis.  In  the  meantin 
this  is  one  more  reason  for  believi 
that  the  fundamental  trend  of  bo 
prices  is  still  down,  even  with  a 
cession  in  progress.  ■ 
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Four  ways  Forbes  CEO  Plan 
can  benefit  your  key  personnel 
and  your  company 


Key  personnel  at  over  200  companies  are  now 
receiving  Forbes  on  a  regular  basis  through 
Forbes  CEO  Plan.  Consider  the  benefits  of 
Forbes  as  an  information  and  training  program  at 
your  own  company. 

1.  By  receiving  Forbes  regularly,  your  key  per- 
sonnel keep  informed  about  other  companies, 
other  industries,  new  management  strategies 
and  techniques.  Contact  with  fresh 
approaches  to  familiar  problems  should 
generate  a  new  interest  and  boost  produc 
five  thinking  in  their  own  jobs. 

2.  Forbes  contributes  to  job  en- 
richment by  stressing  the  import 
ance  of  the  individual  in  the 
company.  Forbes  articles 
demonstrate  again  and 
again  that  good  man- 
agement can 


overcome  every  obstacle  to  success,  bad  man- 
agement even  with  everything  in  its  favor  can 
send  a  company  down  the  drain.  On  a  more 
personal  basis  no  other  business  magazine 
takes  care  of  the  executives  own  money  matters 
like  Forbes  in  its  Money  and  Investments 
section. 

3.  Management  surveys  have  shown  maga- 
zines to  be  a  prime  source  of  new 
ideas.  A  personal  copy  of  Forbes 
can  be  taken  home  and 
read  at  leisure.  Uninter- 
rupted reading  allows 
the  maximum  bene- 
fit from  each  issue. 


4.  Whether  paid  by  the 
company,  or  the  individual, 
subscription  rates  are  sig- 
nificantly reduced.  At 
the  same  time,  com- 
pany involvement 
need  be  minimal.  All  materials, 
all  order  processing  are  provided  by 
Forbes. 

We  suggest  that  what's  good  for 
top  management  is  good  for  all 
other  key  personnel.  For 
more  details,  fill  in  and 
return  the  coupon  be- 
low  or  call  Jay 
O'Brien  (212)620-2346 
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more  loyal  readers,  by  far,  around  the  world,  than  any 
other  single  news  source. 
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Idealists  .  .  .  foolish  enough 
to  throw  caution  to  the  winds, 
have  advanced  mankind  and 
have  enriched  the  world. 
Emma  Goldman 


Civilization  and  profits 
go  hand  in  hand. 
Calvin  Coolidge 


Money-getters  are  the  benefactors 
of  our  race.  To  them  .  .  .  are  we 
indebted  for  our  institutions 
of  learning,  and  of  art,  our 
academies,  colleges  and  churches. 
P.T.  Barnum 


The  devil  never  tempts  us 
with  more  success  than  when 
he  tempts  us  with  a  sight 
of  our  own  good  actions. 
Thomas  Wilson 


We  can  do  noble  acts 
without  ruling  earth  and  sea. 
Aristotle 


A  Text . . . 

Better  is  the  poor  that 
walketh  in  his  uprightness, 
than  he  that  is  perverse  in 
his  ways,  though  he  be  rich. 
Proverbs  28:6 


Sent  in  by  Beverly  M.  Prevey,  Minneapolis, 
Minn.  What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


I  believe  the  first  test  of 

a  truly  great  man  is  humility. 

John  Ruskin 


Society  in  its  full  sense  ...  is 
never  an  entity  separable  from 
the  individuals  who  compose  it. 
No  individual  can  arrive  even 
at  the  threshold  of  his 
potentialities  without  a  culture 
in  which  he  participates. 
Ruth  Benedict 


What  availeth  it  if  we  become 
so  engrossed  in  the  pursuit  of 
business  or  of  money  for  its 
oum  sake,  after  we  have  earned 
a  competency,  if  this  pursuit 
unfits  us  for  the  enjoyment  of 
the  real,  deep,  satisfying 
things  of  life,  if  it  blinds 
our  eyes,  warps  our  souls  and 
numbs  our  better  senses  and 
sensibilities}'  In  our  feverish 
anxiety  to  overcrowd  our  life, 
are  we  not  sometimes  apt  to 
forget  how  to  live?  The  be-all 
and  end-all  of  life  should 
not  be  to  get  rich,  but  to 
enrich  the  world. 
B.C.  Forbes 


The  man  who  has  no  inner  life 
is  the  slave  of  his  surroundings. 
Henri  Frederic  Amiel 


We  live  in  a  vastly  complex 
society  which  has  been  able 
to  provide  us  with  a  multitude 
of  material  things,  and  this 
is  good,  but  people  are 
beginning  to  suspect  that 
we  have  paid  a  high  spiritual 
price  for  our  plenty. 
Euell  Gibbons 


Nothing  is  more  terrible  than 
activity  without  insight. 
Thomas  Carlyle 


There  seems  to  be  an  unalterable 
contradiction  between  the  human 
mind  and  its  employments.  How 
can  a.  soul  be  a  merchant? 
Walter  Bagehot 


More  than  3,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $11.95.  Send  check  and  order 
to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  appropriate  sales  tax  on 
New  York  State  orders. 


By  virtue  of  being  bom  to 
humanity,  every  human  being 
has  a  right  to  the  development 
and  fulfillment  of  his 
potentialities  as  a  human  being. 
Ashley  Montagu 


The  day  you  are  satisfied 
growth  comes  to  a  halt. 
Frank  Tyger 


Growth's  fine,  but  watch  out: 
A  cat  that  chokes  to  death 
on  cream  is  just  as  dead 
as  any  other  cat. 
John  R  Grier 


It  is  possible,  and  authentic 
wise  men  have  proved  that  it  is 
possible,  to  live  in  so  large 
a  world  that  the  vexations  of 
daily  life  come  to  feel  trivial 
and  that  the  purposes  which  stir 
our  deeper  emotions  take  on 
something  of  the  immensity  of 
our  cosmic  contemplations. 
Bertrand  Russell 


Though  we  travel  the  world  oveij 
to  find  the  beautiful,  we  must 
carry  it  with  us  or  we  find  it  not. 
Ralph  Waldo  Emerson 


Compared  to  what  we  ought 
to  be,  we  are  only  half 
awake.  We  are  making  use 
of  only  a  small  part  of  our 
physical  and  mental  resources. 
William  James 


The  love  of  money  as  a 
possession — as  distinguished 
from  the  love  of  money  as  a 
means  to  the  enjoyments  and 
realities  of  life — will  be 
recognized  for  what  it  is, 
a  somewhat  disgusting  morbidit 
one  of  those  semicriminal, 
semipathological  propensities 
which  one  hands  over  with  a 
shudder  to  the  specialists 
in  mental  disease. 
John  Maynard  Keynes 


Why  not  have  a  bit  of  romance  i 
business — when  it  costs  nothing 
George  Bernard  Shaw 
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Thanks  to  fC's  and  LSI's,  today's  consumer  electronics  products  do  more. . . 
so  you  do  less.  Remote-control  auto-stop  video  recordings,  air  conditioners 
that  gauge  and  adjust  temperature,  stereos  that  remember  your  favorite 
music— the  list  goes  on.  Powered  by  its  "C&C"  or  integrated  Computer 
and  Communications  technology,  backed  by  semiconductor  techniques, 
NEC  has  stayed  at  the  forefront  of  this  industrial  revolution  at  home. 
One  more  reason  we've  gained  the  trust  of  customers  in  over  130  countries. 
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Nippon  Electric  Co  Ltd 

Tokyo,  Japan 
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Some  men  can't  wait  to  be  another  year  older. 
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^Financing  a  major 
energy  project  taps  every 

resource  a  bank  has!' 

"  Chases  physical  network  is  just  one  of  our  strengths.  What's  even 
more  important  is  that  we  have  the  mental  network  to  put  together  a  deal 
like  the  Kinsale  Head  project.  That  takes  the  right  mix  of 
technical  people,  financial  expertise  and  engineering 
know-how,  plus  the  ability  to  think  creatively 


* *As  the  industry  expands  globally,  a  financial  service 
organization  has  to  know  how  foreign  exchange  regulations  work . . . 
the  legal  environment. . .  local  tax  situations.  Chase 
combines  this  financial  acumen  with  a  company's  operating 
expertise  so  we  can  work  together  as  a  team** 

"Marathon  Oil  Co.'s  Kinsale  Head  gas  field  is  a  perfect 
example.  It  was  one  of  the  first  non-recourse  projects  financed  prior  to 
completion  without  an  unconditional  completion  guarantee.  It's  that  kind  of 
innovative  thinking  that  won  us  the  lead  position  on  Shell's 
Belridge  project,  the  largest  single  syndication  and  production  payment 
financing  ever  put  together  by  a  U.S.  bank  for  a  U.S.  borrower V 

"Any  bank  can  call  itself  an  energy  bank.  But  Chase 
has  been  proving  itself  since  1936.  We've  been  with  the  industry 
through  good  times  and  bad.  Our  history  speaks  for  itself?* 


Talk  to  today's  Chase 

A  major  lender  worldwide  under  all  market  conditions. 


^CHASE  MANHATTAN  BANK  NA  1980/  MEMBER  FDIC 
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Home,  Si 


et  Home 
for  the 


It  is  a  fact  that  tactics  in        wartime  will  increasingly  be 
to  immobilize  air  bases,  and  in  one  fell  swoop  to  eliminate 
the  enemy's  capacity  to  retaliate. 

Because  when  you  wreck  a  runway,  you  virtually  disable 
a  nation's  tactical,  conventional  airplanes.  If  they're  on  the 
ground,  they  can't  get  off.  If  they're  in  the  air,  they  can't  get 
home. 

The  vertical/short  take-off  AV-8B,  however,  is  no 
conventional  airplane.  It  is  powered  by  a  Rolls-Royce  Pegasus 
vectored-thrust  engine.  And  has  a  higher  survival  rate  than 
most.  It  can  take  off  quickly,  and  land  on  a  space  just  75  feet 
square.  It  can  operate  from  a  flight  deck,  a  road,  a  grassy  field 
. . .  and  a  bombed-out  air  base. 

So,  in  a  war,  the  AV-8B  could  be  your  only  military 
'plane  left  operational  at  air  bases  in  the  combat  zone. 
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Blame  inflation.  Blame  the  pill. 
Blame  the  "breakdown  of  tradi- 
tional values."  Blame  a  profligate 
government.  Blame  yourself.  It  doesn't 
matter — getting  by  is  no  longer  a  simple 
matter  of  holding  a  well-paying  job  or 
running  a  business  successfully.  To  help 
our  readers  stay  ahead  of  the  increasing- 
ly difficult  game  of  living  well,  or  at 
least  as  well  as  possible,  we  introduce  a 
new  section  in  this  issue  (see p  228).  We 
call  it  "Personal  Affairs."  In  it,  we  will 
expand  our  coverage  of  matters  relating 
to  personal  finance.  In  it,  too,  we  will 
give  you  some  clues  about  how  best  to 
enjoy  the  fruits  of  your  labors,  not  only 
once  you  have  arrived  but  on  your  way 
up  as  well. 

Editing  the  new  section  is  our  newest 
senior  editor,  William  G.  Flanagan.  A 
New  Yorker  by  birth  and  a  graduate  of 
Brooklyn  College,  Flanagan,  39,  began 
writing  on  the  subject  at  Business  Week  a 
decade  ago  and  has  been  at  it  ever  since. 
Most  recently  with  the  Wall  Street  Jour- 
nal, Bill  has  been  a  columnist  for  New 
York,  Esquire  and  Vogue.  His  latest  book 
is  How  to  Beat  the  Financial  Squeeze,  pub- 
lished by  Doubleday.  It's  a  good  read  and 
full  of  timely  advice. 

Flanagan  slides  into  place  at  Forbes 
with  some  firm  hunches  about  where  at 
least  part  of  the  action  will  be.  Some  of 
his  predictions:  "Throughout  the  1980s, 
corporate  perks  will  increase  and  will 
filter  down  to  many  more  employees. 


Loans  for  educating  offspring,  and  to  I 
houses,  will  be  commonplace.  Prep 
legal  service,  greater  use  of  company  c 
and  fatter  expense  accounts  will  be  r 
essary  to  offset  the  worsening  tax  bite 
One  of  the  most  sought  after  of  coi 
rate  perquisites  these  days,  for  good  : 
son,  is  personal  financial  counsel: 
Most  executives  are  far  too  busy  mak 
money  for  their  businesses  to  man 
their  own  financial  affairs  as  wisel> 
they  might.  From  the  board  chairmai 
the  junior  executive,  people  find  that 
task  has  simply  become  too  comp 
Some  reasons: 

•  Thanks  to  elbow  grease,  brains, 
tiative,  working  spouses  and  brae 
creep,  most  people  reading  this  maga2 
are  in  the  50%  tax  bracket.  Or  worse. 

•  Disposable  income,  in  real  ter 
has  not  increased  for  most  Americ 
despite  a  doubling  of  salaries  over 
decade. 

•  Retirement,  once  looked  upon  ; 
secure  reward  for  long  years  of  toil 
now  usually  feared.  Social  Security 
company  pension  plans  simply  won't 
any  longer. 

•  Later  marriages,  smaller  famil 
soaring  college  costs,  the  high  incide 
of  divorce,  astronomical  home  prices 
two-income  families  have  changed 
very  nature  of  how  many  people  now  1 
and  where  they  place  their  priorities. 

All  such  things  will  be  part  of  Bill  F 
agan's  beat.  We're  glad  he's  here. 
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Texas  Pacific  Oil  Company,  Inc. 

a  wholly-owned  subsidiary  of 

The  Seagram  Company  Ltd. 

has  sold  its  U.S.  oil  and  gas  properties  for 

$2,300,000,000 

and  certain  contingent  interests  in 

Sun  Company,  Inc. 


The  undersigned  initiated  negotiations  in  this  transaction  and  acted 
as  financial  advisor  to  The  Seagram  Company  Ltd. 


Shearson  Loeb  Rhoades  Inc. 


September,  1980 


WHY40  MALI  BUS,  30  CITATIONS, 
20  CHEVETTES  AND  10  MONTE  CARLOS 
COULD  MAKE  MORE  SENSE  THAN 
lOO  OF  ANYBODY  ELSE'S  FLEET  CAR. 


Chevrolet  announces  a  simple  assumption. 

That  the  fleet  car  needs  of  the  boy  delivering  your  blueprints  around  town  are 
different  than  the  man  delivering  your  sales  message  across  three  states. 

Ditto  the  Sales  Manager  hauling  clients  versus  the  Service  Representative 
hauling  typewriters. 

In  short,  that  it  makes  much  more  sense,  and  much  more  money  for  you,  to 
match  fleet  cars  to  specific  fleet  car  needs. 

Rather  than  attempting  to  make  a  single  fleet  car  model  fit  everyone's  needs. 


WATCH  THE  SAVINGS  MULTIPLY. 

We'll  use  our  1 981  figures  to  show  our  point. 

If  you  have  a  fleet  of  100  cars  with  an  EPA  estimated 
[T8]MPG,  our  plan  as  detailed  in  the  headline  would 
immediately  push  that  up  to  an  EPA  weighted  average  of 
|22|  estimated  MPG  with  standard  powertrains  (optional 
automatic  on  Malibu). 

At  $1.55  a  gallon  times  all  the  cars  in  yourfleet  times 
all  the  miles  all  of  those  cars  are  driven,  we'll  let  you 
multiply  the  savings. 

In  fuel  costs  alone.  In  the  first  year  alone. 

And  that  would  be  just  the  beginning. 

Our  plan  would  also  give  you  an  average  estimated 
fuel  economy  guide  to  see  you  through  '81,  '82,  '83. 

It  would  help  you  phase  out  existing  cars  and 
economically  fold  in  the  new  smaller  cars. 

It  would  help  make  the  rapid  changes  in  the  fleet 
business  begin  to  work  for  you.  Instead  of  against  you. 

And  it  can  all  be  detailed  for  you  in  about  60 
minutes.  By  any  Chevrolet  Fleet  Representative. 


NO  ONE  CAN  DO  IT 
LIKE  CHEVY  CAN  DOIT. 

Our  competition  is  also  reading  this. 

Aren't  we  opening  the  door  and  inviting  in  a 
bandwagon? 

Not  really.  Because  you're  likely  to  have  a  variety  of 
fleet  car  needs,  you  need  a  variety  of  fleet  cars  to 
choose  from. 

And  who  else  but  Chevrolet  has  America's  most 
popular  small  car  to  put  your  around-town  runners  in? 
America's  most  popular  front-wheel-drive  car  and  mid- 
size 4 -door  for  your  high-mileage  rollers?  Sleek  new 
Monte  Carlos  to  reward  quota-busters? 

Coming,  we  might  add,  in  greater  quantities  from 
Chevrolet  than  from  anybody  else. 

And  keep  reading. 

There's  even  more  good  news  on  the  next  page. 


1981  Malibu  Classic  Sport  Sedan.  Formal  roof  line  and  interior  to  match. 


18  MPG 


The  plan.  And  why  it  works. 


OUR  1981s  MAKE  OUR 
PLAN  LOOK  EVEN  BETTER. 

Look  at  the  luxury  of  Monte  Carlo's  new  standard 
interior. 

Even  in  black  and  white  you  can  see  you  don't  have  to 
add  $150  to  $400  in  extras  to  make  people  happy.  And 
even  your  most  reluctant  salesman,  dragged  kicking 
and  screaming  by  economic  reality  out  of  his  full-size 
car,  will  have  no  trouble  coming  to  terms  with  our  new 
Malibu  Classic  Sport  Sedan  with  its  new  formal  roof  line 
and  interior  to  match. 

And  by  now  you've  heard  about  the  1981  4-cylinder 
and  V6  engines  so  advanced  they  include  on-board 
computers  as  standard  equipment.  (Chevrolets  are 
equipped  with  GM-built  engines  produced  by  various 
divisions.  See  your  dealer  for  details.) 

And  how,  even  with  the  uncertain  resale  market,  one 
thing's  certain. 

That  most  fleets  would  rather  have  Chevrolets  to  go  to 
market  with  than  almost  any  other  fleet  cars. 


CALL 


.492-5655 


That  will  put  you  in 
contact  with  your  Chevy  Fleet 
Representative. 
Call. 

You've  read  this  far,  you  know  the  potential  for  saving 
money  with  our  1981  Chevrolet  fleet  cars. 

Especially  40  Malibus,  30  Citations,  20  Chevettes  and 
10  Monte  Carlos. 

Instead  of  100  of  anybody  else's  1981  fleet  car. 


Plush  new  interiors  with  50/50  seats  now 
standard  in  Monte  Carlo  Landau. 


Chevrolet 


CHEVROLET 
FLEET  SALES 


Trends 


Campaign  economics 

The  political  fortunes  of  Jimmy  Carter 
could  hang  on  three  economic  reports 
due  between  now  and  Election  Day.  Just 
1 1  days  before  the  balloting,  on  Oct.  24, 
will  come  a  reading  on  the  Consumer 
Price  Index,  the  all-important  cost-of-liv- 
ing numbers.  (The  last,  reflecting  higher 
food  costs,  interest  rates  and  inflation, 
was  not  much  help  to  the  President.)  A 
week  before  that,  the  Commerce  Depart 
ment  will  churn  out  preliminary  figures 
for  the  gross  national  product  for  July, 
August  and  September.  (Commerce's 
chief  economist,  Courtenay  Slater,  has 
already  gladdened  the  White  House  by 
nine  hiding  the  recession  was  over.)  The 
third  magic  number  will  be  out  around 
Oct.  3 — the  last  preelection  figures  for 
unemployment.  The  President's  strate- 
gists will  be  watching  to  see  how  close 
they  stay  to  the  August  figure  of  7.6%. 
Meanwhile,  one  of  Ronald  Reagan's  chief 
economic  advisers,  Alan  Greenspan,  is 
cautioning  voters  not  to  expect  too  much 
from  a  Reagan  victory.  While  that  would 
mean  "positive  expectations"  among 
Americans,  he  said,  it  would  not  mean 
much  for  the  economy  in  1981.  The  mild 
economic  recovery  now  under  way, 
Greenspan  says,  will  "stall  out  within  a 
month  or  two,"  and  Reagan,  if  elected, 
will  inherit  an  economy  that  is  "essen- 
tially flat." 

Credit  at  the  bar 

New  Jersey  lawyers  have  come  up  with  a 
new  way  to  ensure  up-front  payments  for 
their  services — installment  bank  loans 
for  clients.  Four  years  in  the  making 
(most  of  the  delay  was  because  the  Jersey 
courts  frowned  on  the  idea),  the  plan 
allows  would-be  litigants  to  borrow  as 
much  as  needed  to  meet  legal  costs.  The 
creation  of  Emmanuel  Liebman,  head  of 
the  State  Bar  Foundation,  and  Joseph  L. 
Grabowski,  vice  president  for  the  115- 
branch  United  Jersey  Banks,  the  scheme 
works  like  this.  The  lawyer  tells  a  cash- 
shy  client  about  the  plan  and  can  handle 
the  paperwork;  the  bank  checks  the  bor- 
rower's credit  and  Worries  about  collec- 
tion (there  is  no  collateral  and  no  re- 
course to  the  lawyer).  The  rates,  Gra- 
bowski says,  will  be  "competitive"  with 
credit  cards,  which  means  about  18%. 
The  attorney  also  gives  up  5%  of  the  fee 
to  the  Bar  Foundation  to  be  used  for 
scholarships  and  other  worthy  causes. 
Banker  Grabowski  delights  in  this  fea- 
ture, pointing  out  that  the  lawyer  gets 
the  satisfaction  of  knowing  some  of  his 
money  is  going  for  charity  (and,  it  goes 
without  saying,  the  satisfaction  of  know- 
ing his  fee  is  guaranteed).  The  bank  loans 
also  avoid  two  things  lawyers  didn't  like 


about  credit-card  payments,  which  were 
approved  some  time  ago.  Some  lawyers 
thought  such  payments  were,  beneath 
the  profession's  dignity.  Also,  the  bank 
loans  have  no  ceilings,  while  cards  usual- 
ly have  limits  of  $1,000  or  $1,500,  not 
much  for  serious  lawyering.  The  plan  is 
just  getting  under  way  and  the  New  Jer- 
sey Supreme  Court  wants  an  evaluation 
report  on  it  after  the  first  year. 

Flying  power 

What  may  be  the  most  audacious  solar- 
power  scheme  to  date  has  stirred  a  furor 
of  opposition — among  solar  activists.  A 
band  of  solar,  consumer,  tax,  energy, 
health,  environmental,  religious,  labor 
and  other  activists  has  formed  the  Coali- 
tion Against  Satellite  Power  Systems  to 
forestall  a  proposal  by  the  Department  of 
Energy  and  NASA  to  provide  20%  of  the 
country's  electrical  needs  with  flying  so- 
lar stations  by  the  year  2025.  The  dimen- 
sions are  of  Star  Wars  magnitude — 60  sat- 
ellites, each  the  size  of  Manhattan  Is- 
land, equipped  with  solar  cells  beaming 
power  to  earth  antennas  50  miles  square. 
The  cost?  an  estimated  $500  million  to 
$2.5  trillion.  The  coalition  charges  that 
the  grandiose  plan  poses  massive  envi- 
ronmental threats  and  military  problems 
(as  a  target,  for  one  thing),  to  say  nothing 
of  what  the  expense  might  do  to  other 
energy  priorities.  Supporters  of  the 
idea — aerospace  companies,  utilities  and 
major  energy  firms — have  formed  their 
own  "SunSat"  group  to  promote  it.  The 
whole  thing  is  currently  hung  up  in  Con- 
gress, where  it  will  probably  await  results 
of  a  three-year  study  by  the  Department 
of  Energy,  due  in  November. 

Ban  the  bond? 

More  flak  is  flying  over  U.S.  savings 
bonds  and  particularly  payroll-deduction 
plans  for  buying  them,  long  among  the 
Treasury  Department's  favorite  recipes 
for  the  thrifty.  The  Gray  Panthers,  an 
organization  of  militant  senior  citizens, 
has  already  prodded  the  Treasury  into 
halting  ads  that  called  the  bonds  "one 
sure  way  to  make  your  dreams  come 
true."  Uncle  Sam  will  tout  them  in  the 
future  as  "one  of  the  best  methods  of 
forced  savings  ...  a  sure  way  to  save  the 
dough  that  runs  right  through  your  fin- 
gers." Now  Carl  Olson,  who  runs  some- 
thing called  the  Stockholder  Sovereignty 
Society  out  of  Los  Angeles,  wants  to  stop 
all  promotion  for  the  savings  bonds.  He 
has  filed  formal  complaints  of  misleading 
advertising  with  the  Treasury,  the  Feder- 
al Trade  Commission  and  the  Advertis- 
ing Council,  Madison  Avenue's  public 
service  arm,  and  has  asked  500  corpora- 
tion chairmen  to  halt  all  company  pro- 


motions of  the  bonds.  Olson  charges 
pushing  paper  paying  only  7%  when 
er  kinds  are  delivering  up  to  11% 
employees  a  disservice,  penalizes  si 
savers  and  keeps  "billions"  out  o|| 
capital  formation  markets. 


\X'i//u<m  E  Simon 
A  headhunter's  President? 

The  professionals'  Presid 

Given  the  national  discontent  over 
year's  choice  of  presidential  candid 
what  would  happen  if  the  country 
lowed  the  businessman's  lead  and  a 
professional  headhunters  to  find 
right  man  for  the  White  House? 
editors  of  PSA's  in-flight  magazine 
cided  to  find  out  and  asked  three 
search  firms,  Paul  R.  Ray  &  Co.,  ft 
Ferry  International  and  Eastman  &  B 
dine,  for  their  candidates.  Here  are 
results:  Ray  nominated  William  B. 
ham,  chairman  of  Baxter  Travenol 
("dynamic  personality  and  ini 
gence").  Second  choice  was  David  1 
is,  CEO  of  General  Dynamics  ("skilb 
the  economics  of  running  a  huge 
glomerate").  Third  was  ex-Treasury 
retary  (for  Presidents  Ford  and  Ni 
William  E.  Simon  for  "his  style  of  c 
headed,  tough  brinkmanship."  Los 
geles-based  Korn/Ferry  Internati 
liked  Donald  Rumsfeld,  head  of  « 
Searle  &  Co.,  ex-congressman  and  1 
Ford's  White  House  chief  of  staff  ("j 
speaker,  organized  and  decisive");  fi 
ander  Haig,  ex-Nixon  staff  chief 
NATO  commander,  now  presiden 
United  Technologies  ("a  unique  coi 
nation  of  military  mind  and  manage 
ministrator");  and  Anne  Armstrong 
Ambassador  to  Great  Britain  and  nc 
Ronald  Reagan  adviser  ("could  run 
thing  she  wanted  to").  PSA's  t 
searcher,  Chicago-based  Eastman 
Beaudine,  granting  that  the  whole 
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:  was  a  "hypothetical  situation," 
le  up  with  Robert  O.  Anderson,  the 
ny-faceted  chairman  of  Atlantic  Rich- 
d;  Irving  Shapiro,  the  Du  Pont  chair- 
n,  Walter  B.  Wriston,  head  of  Citi- 
p,  the  nation's  second-largest  bank. 

The  all-purpose  airport 

igressional  watchdogs  are  preparing  a 
ket  for  the  Department  of  Transpor- 
on  over  the  way  states  and  cities  are 
ig  airport  land  given  to  them  by  the 
;ral  government  or  bought  with  feder- 
jnds.  The  General  Accounting  Office 

told  Congress  much  of  this  land  is 
ig  used  for  purposes  with  only  the 
lotest  connection  to  aviation.  A  sur- 

of  72  airports  showed  land  used  for 
ustrial  parks,  private  homes,  parks, 
courses,  a  stock  car  racetrack, 
age  lagoons,  a  dog  pound,  a  bank  and 
lit  union,  car  rental  agencies,  an  ani- 

clinic,  a  hotel,  a  beauty  salon  and 
is.  Some  of  the  users  hold  20-to-40- 
r  leases,  with  renewal  options  up  to 
fears.  The  GAO  wants  the  Secretary 
rransportation  to  order  the  Federal 
ation  Administration  to  take  a  hard 
c  at  airport  land  and  to  reclaim  it  if  it 
ot  being  used  properly. 

The  tree-hunters 

:ady  hard-pressed  by  growing  compe- 
>n  from  southern  mills,  the  Pacific 
thwest's  plywood  industry  can  ex- 
f  problems  from  another  direction  in 
next  few  years.  Oregon  and  Washing- 
still  hold  a  big  edge,  but  with  their 
ber  costs  rising  (Douglas  fir  has 
ibed  700%  since  1970)  and  increas- 
freight  rates  to  eastern  and  midwest- 
markets,  the  Northwest's  share  is 
nking.  The  same  loggers  who  many 
:s  ago  abandoned  northern  Minneso- 
Wisconsin  and  New  England  are  re- 
ling,  and  giants  like  Potlatch  Corp., 
isiana-Pacific  and  Willamette  Indus- 
5  are  busy  setting  up  new  plywood 
Is  in  those  areas.  The  reason  for  the 
t  is  a  new  type  of  plywood,  made  not 
i  veneers  cut  from  whole  logs  but 
i  scraps  of  hardwood — plentiful  in 
North  and  Northeast — pasted  into 
:ts  with  resins  or  glue.  This  "nonve- 
:"  plywood  uses  cheap,  fast-growing 
s  like  aspen  and  hemlock  that  can 
ally  be  harvested  by  bulldozer,  which 
ms  lower  labor  costs.  Capable  of 
ting  most  of  the  uses  that  veneered 
vood  serves,  the  new  panels  could 
>unt  for  10%  of  the  market  in  the 
t  decade,  according  to  the  American 
vood  Association,  and  production  ca- 
ty  is  expected  to  expand  by  more 
l  200%  in  the  next  four  years. 
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Left  to  right  Garland  Dusenberry  (age  68),  Clarence  Rolman  (78),  Lem  Tolley  (82), 
Herb  Fanning  (78),  Charley  Walker  (69),  Lawrence  Waggoner  (89),  "Spook"  Harrison  (70) 

JACK  DANIEL'S  TENNESSEE  WHISKEY 
is  made  just  like  it  was  over  a  century  ago. 
Our  retirees  here  help  see  to  that. 

These  men  learned  their  jobs  from  Lem 
Motlow  (who  learned  it  himself  from 
Mr.  Jack  Daniel).  And  they've  passed  on  their 
knowledge  to  the  younger  generations 
who  make  our  whiskey  today.  Our 
retirees  can  tell  you  more  about  whiskey- 
making  than  any  men  we  know.  And, 
we  can  promise  you,  there's  not  a 
one  of  them  who  recommends  any 
meddling  with  the  rare  sippin'  taste 
of  Jack  Daniel's. 

Tennessee  Whiskey  •  90  Proof  •  Distilled  and  Bottled  by  Jack  Daniel  Distillery, 
Lem  Motlow,  Prop.,  Inc.,  Route  1,  Lynchburg  (Pop.  361),  Tennessee  37352 
If  you'd  like  a  history  of  Jack  Daniel  Distillery,  drop  us  a  line. 
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Chugging  into  Chapter  1 1 

The  prophet  who  prevails,  sometimes,  is 
the  prophet  who  persists.  Eight  years  ago 
FoRBESfApr.  /,  1972)  was  almost  alone  in 
its  skepticism  about  Auto-Train  Corp., 
the  new  outfit  that  was  hauling  tourists 
and  their  automobiles  from  Washington, 
D.C.  to  Florida  and  newly  opened  Disney 
World.  The  company  was  the  brainchild 
of  a  Florida  lawyer  and  former  Trans- 
portation Department  official  named 
Eugene  K.  Garfield.  That  year,  after  the 
train  had  been  operating  only  four 
months,  Auto-Train's  stock  shot  from 
its  $10  offering  price  to  $60  before 
settling  at  around  $35.  Garfield's  origi- 
nal $56,000  investment  reached  $7  mil- 
lion. After  noting  that  "the  public, 
which  put  up  all  the  money,  got  about 
half  the  stock,"  Forbes  wondered  "did 
Eugene  Garfield  have  to  get  that  rich 
that  fast?" 

A  year  later  Forbes fLtec.  15,  1973)  was 
switching  signals.  Now  the  energy-sav- 
ing Auto-Train  was  "a  great  success" — 
profits  at  last,  solid  bookings  for  the  win- 
ter season,  etc.  Economics  and  airline 
deregulation,  however,  were  inexorably 
closing  in  on  Garfield  and  his  trains.  By 
last  fall  he  was  beating  the  financial 
bushes  for  fresh  money  to  keep  his  cash- 
strapped  line  going.  The  numbers  were 
killing  him.  The  airlines  were  offering 
round-trip  fares  for  two  from  D.C.  to 
Orlando  for  $250;  a  rent-a-car  there  was 
$98,  a  total  of  $348  in  transportation  for 
a  week's  vacation.  Even  after  a  fare  cut, 
Garfield  was  charging  $466  for  his  round 
trip  between  Washington  and  Disney 
country.  Auto-Train  was  deeply  in  hock 


to  the  railroads  that  hauled  its  vacati 
ers  and  their  cars;  customers  who  £ 
celed  reservations  weren't  getting  b 
their  deposits.  Auto-Train,  in  short, 
in  Forbes'  words  (Oct.  1,  1979)  "an  11 
whose  time  never  came." 

Last  month,  Auto-Train  filed  for  j 
tection  under  Chapter  1 1  of  the  Ba) 
ruptcy  Act. 


For  rent— for  more 

"Not  lively,  but  less  dead"  was  the  1 
Forbes  summed  up  the  New  York  C 
office-space  situation  three  years 
(Feb.  15,  1977).  The  year  before  a  tj 
had  shown  26.3  million  square  feet: 
close  to  a  square  mile,  of  vacant  floor 
Manhattan.  Tenants  were  starting 
move  into  that  vast  expanse  in  1977 
there  was  no  stampede.  "To  call  wh 
happening  a  recovery  still  seems  prei 
ture,"  Forbes  commented.  "Demam 
selective,  to  say  the  least." 

The  trend  accelerated,  however,  an 
year  later  the  glut  had  largely  dia 
peared,  at  least  in  mid-Manhat 
(Forbes,  June  26,  1978).  Law  firms  vi 
expansion  on  their  dockets,  accountai 
ad  agencies  and  other  employers  of  hi 
priced  talent  were  paying  $14  to  $11 
square  foot  for  good  space  and  up  to  $1 
foot  for  choice  locations. 

Today  the  real  estate  brokers  \| 
were  cautiously  feeling  for  the  bottom 
1977  are  floating  on  air.  Up  and  dc 
Manhattan  Island  the  vacancy  signs 
coming  down  and  the  dollar  figures 
the  leases  are  going  up  on  the  scoreca 
kept  by  brokers  like  Cushman  &  Wa 
field,  one  of  the  biggest.  Along  Park  A 


to 

id 


The  Auto-Train  in  action 

Sometimes  even  good  ideas  wont  pay  off. 
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Inoiex  owners  nave  grown  dccusiomeu 
prices  that  begin  at  $500.  And  if  you're 
nsidering  a  Rolex  with  any  gold  in  it,  you 
n  figure  to  spend  $2000  or  more. 

To  justify  touching  the  stratosphere, 
olex  delivers  an  irresistable  mixture  of 
gend  and  quality.  With  solidness  approach 
Ig  the  Rock  of  Gibraltar,  certified  Swiss 
rironometer  accuracy,  and  a  reputation  for 
urability,  this  prestigious  name  has  con- 
hued  to  maintain  a  position  of  high  esteem. 

And  as  if  quality  alone  weren't  enough, 
ialso  bestows  upon  its  possessor  that  sure 
stinction  usually  reserved  only  for  Rolls 
pyce  automobiles— visual  confirmation  that 
owner  has  arrived. 
Thy  everybody's 
pitching  to  quartz, 
ven  Rolex™. 

Quartz  crystals  are  far 
id  away  the  most  accu- 
te  timekeeping  element 
e  world  has  ever  known. 

That's  why  the  finest 
iovements  depend  on 
lartz  vibrations  (32,768 
;r  second).  And  why 
ren  Rolex,  an  acknow- 
dged  pioneer  in  mechan- 
'  "mainspring"  watches, 
now  turning  to  the  more 
liable  quartz  precision. 

How  reliable?  The 
tch  pictured  below 
larantees  ±  5  second-a- 
3nth  accuracy — exceed- 
g  the  highly  regarded 
yiss  Chronometer  stan- 
irds.  Its  Swiss  made  movement  utilizes  the 
Dst  advanced  solid  state  technologies.  And 
5  most  proven  quality  assurance  known  to 
in:  Swiss  pride. 

Because  of  its  up-to-the-minute  electronic 
'cuitry,  this  same  timepiece  should  never 
ed  cleaninq,  oiling  or  repair  work.  Just  a 
ttery  change  every  1 8  months  or  so  (and 


A  water-tight  screw-down  setting  stem- 
usually  found  only  on  the  most  costly 
watches— Is  just  one  reason  why  Realtime 
guarantees  underwater  protection  down 
to  165  teet.  And  why  you'd  expect  this 
prestigious  looking  timekeeper  to  cost 
a  lot  more  than  it  does. 


any  jeweier  cdn  uo  me  joo;. 

But  in  case  you  haven't  noticed,  this 
extraordinary  timekeeper  isn't  a  Rolex. 
It's  a  Realtime. 

Not  just  a  copy.  A  commitment. 

While  its  design  is  an  unmistakable 
tribute  to  the  prestigious  Rolex  look,  this 
Realtime  introduces  some  pleasing  innova- 
tions (the  case,  for  example,  is  thinner  and 
more  compact  than  the  Rolex). 

But  for  the  most  part,  Realtime's  skilled 
casemakers  were  committed  to  faithfully 
reproducing  the  original  design — detail  for 
detail.  From  the  stylized  gold  bezel  to  the 
supple  link  bracelet  to  the  magnifying  date 
window  on  the  crystal. 

These  same  demand- 
ing standards  are  reflected 
in  Realtime's  superb  con- 
struction. To  prevent  tar- 
nishing or  scratches,  both 
case  and  bracelet  are  ma- 
chined from  solid  stainless 
steel  (please  don't  confuse 
this  with  less  expensive 
"silvertone"  finishes).  The 
classic  analog  hands  and 
dial  are  coated  with  tritium 
for  easy  visibility,  even  at 
night.  And  the  setting  stem, 
similar  to  the  Rolex, 
features  a  screw-down 
locking  mechanism — the 
same  water-tight  design 
found  in  submarine  hatches. 

Add  to  that  a  tightly 
sealed  case  and  crystal, 
and  it's  no  wonder  Real- 
time guarantees  water  protection  to  5  atmos- 
pheres (165  feet  below  the  surface).  The 
same  underwater  depth  as  many  Rolex 
models. 

How  Realtime  saved  you  $1850. 

In  days  when  only  a  master  watch- 
maker's skilled  fingers  could  create  a  high 
caliber  timepiece,  a  lofty  price  tag  was 


unaersxanudDie . 

But  today's  computer-engineered  elec- 
tronic movements  have  made  perfection 
possible  at  a  much  lower  price.  Selecting  the 
finest  of  these  movements  (made  in  Switzer- 
land), Realtime  dramatically  reduces  labor 
costs  by  assembling  the  watch  in  Taiwan — 
where  handwork,  still  considered  an  art,  is 
also  (by  European  standards)  a  bargain. 

And  instead  of  inflating  the  price  by 
using  solid  gold,  they  have  selectively  plated 
the  links,  bezel  and  hands.  By  the  way,  those 
rich  5  microns  of  real  gold  are  enough  to 
preserve  the  lustrous  look,  even  after  years 
of  rugged  wear. 

So  how  much  did  Realtime's  cost-cutting 
measures  save  you? 

Remarkably,  the  watch  you're  looking  at 
sells  for  only  $149. 

And  it  can  be  yours  with  the  ease  of  a 
free  phone  call.  But  to  avoid  disappointment, 
please  order  early;  our  supply  is  really  quite 
limited  (initial  production  run  is  only  500 
units).  You  must  be  solidly  convinced  that 
your  new  Realtime  is  an  excellent  invest- 
ment. If  not,  return  it  within  2  weeks  of 
receipt  for  a  prompt,  courteous  refund. 
Watch  comes  complete  with  battery  in  place, 
one  year  warranty,  convenient  service  by 
mail,  gift  box  and  full  instructions. 

ORDER  NOW  TOLL  FREE. 

Order  product  #247.  Credit  card 
holders  may  call  our  toll  free  number 
anytime.  Or  send  a  check  for  $149  plus 
$2.50  delivery.  Add  $8.94  sales  tax  in 
1  California.  Please  mention  this  magazine. 

800  227-3436 

.  In  California  800  622-0733 

THE  SHARPER  IMAGE 

260  California  St.,  San  Francisco,  CA  94111 
(415)  788-8880 

©1980  The  Sharper  Image  An  independent  company  not 
associated  with  Rolex 


AMA2ING,WHAT  YOU  CAN  GET 
OR  $2,000  LESS  THAN  A  ROLEX 


City  Investing  reports  to  i 


City  Investing  is  the  world's 
largest  manufacturer  of  steel 
shipping  containers  for  the 
chemical,  petroleum,  paint 
and  food  industries. 


We  are  one  of  the  leading 
U.S.  manufacturers  of  cen- 
tral heating  and  air-condi- 
tioning equipment,  and  the 
world's  largest  producer  of 
storage  water  heaters. 


In  insurance,  we  are  one 
of  the  largest  property  and 
casualty  underwriters  in 
the  United  States. 


We  are  leaders  in  the  custom 
design,  manufacture  and  sale 
of  printed  business  forms. 


At  factories  and  offices 
across  the  country,  City  pro- 
vides food  and  beverages 
through  cafeteria  operations 
and  vending  machines. 


stockholders  on  manufacturing 


In  1980,  City  Investing^  revenues 
will  approximate  $5.4  billion. 
That's  more  than  double  1975  reve- 
nues of  $2.1  billion,  and  despite 
uncertainties  in  the  economy,  this 
year's  earnings  should  be  the  sec- 
ond best  on  record. 

Our  performance  in  these  activ- 
ities has  been  good.  Our  interests 
are  diversified,  both  in  the  products 
we  produce  and  the  markets  we 
serve.  We  are  expecting  continued 
growth  in  the  1980s. 

We  keep  buildings  warm, 
cool  and  efficient 

Our  heating,  water  heating  and  air- 
conditioning  systems  are  basic  and 
essential. 

We  build  them  for  domestic 
and  commercial  applications,  and 
ongoing  technological  improve- 
ments have  made  them  among  the 
most  efficient  systems  on  the 
market  today. 

For  example,  in  comparison 
with  standing  pilot  furnaces  in  the 
Rheem  product  line,  energy-saving 
electric  ignition  and  an  automatic 
vent  damper  make  our  new  gas 
furnaces  up  to  27  percent  more 
efficient. 

Based  on  Department  of 
Energy  procedures  for  calculating 
annual  estimated  operating  costs, 
up  to  18  percent  can  be  saved  on 
your  heating  bills. 

Our  high  efficiency  air-con- 
ditioners can  be  more  effective  in 
cooling  an  entire  home  than  indi- 
vidual room  conditioners. 

Heat  pumps  represent  a  grow- 
ing market  for  us  in  many  parts  of 
the  country.  And  in  commercial 
applications,  they  can  deliver  sig- 
nificant operating  economies  in 
areas  where  electric  heat  is  being 
used. 

We  design  and  sell  conventional 
water  heaters  and  solar  water  heat- 
ing systems  under  the  Rheem  and 
Ruud  brand  names. 

The  domestic  water  heating 
market  is  surprisingly  reliable. 
More  than  sixty  percent  of  the  busi- 
ness is  replacement  business,  not 
tied  to  housing  starts. 


Internationally,  we  build  steel 
drums  and  other  products  at  72 
plants  in  19  countries,  including 


City  Investing  Revenues 
January— June  1980 

Total  $2,650,494,000 


3razil,  Belgium,  the  United  King- 
dom, Mexico  and  Italy. 

Our  international  manufactur- 
ing operations  delivered  more  than 
$591  million  in  revenues  in  1979,  up 
26.6  percent  over  1978. 

We  are  making  an 
impression  in  printing 

We  operate  one  of  this  country's 
leading  magazine  printers,  which 
prints  some  of  the  best  known 
newsstand  publications,  most  of 
them  under  long-term  contracts. 
There  are  three  main  plants.  We  are 
spending  more  than  $30  million  on 
new  offset  printing  facilities  in  Mt. 
Vernon,  Illinois. 

We  are  also  leaders  in  the 
design,  manufacture  and  sale  of 
printed  business  forms,  process- 
ing systems  and  equipment- for 
everything  from  small  businesses 
to  direct  mail  operations  and 
computer  processing. 

A  company  that 
fits  together  for  growth 

City  Investing's  assets  have  grown 
to  more  than  $7  billion. 

We  are  not  only  in  good,  basic 
businesses,  but  we  are  leaders  in 
most  of  them.  In  addition  to  Manu- 
facturing (a  cornerstone  in  our  com- 
pany) and  International,  we  are 


involved  in  three  other  major  areas. 

In  Housing,  we  are  predomi- 
nantiy  located  in  the  Sun  Belt,  one 
of  the  fastest-growing  regions  in  the 
country.  Our  operations  here  have 
made  us  one  of  the  nation's  largest 
single-family  homebuilders. 

We  also  manufacture  mobile 
homes  in  19  plants  across  the 
country.  And  we  plan  and  build 
entire  residential  communities 
in  Florida. 

Our  Consumer  Services  sector 
includes  the  leading  budget-priced 
motel  chain,  Motel  6,  and  one  of 
the  largest  institutional  food  service 
businesses  in  the  United  States. 

In  Insurance,  we  are  a  major 
underwriter  of  commercial  lines 
through  The  Home  Insurance  Com- 
pany, a  $2  billion  writer  of  property, 
casualty,  life,  accident  and  health 
insurance. 

Where  do  we  go  from  here? 

The  recent  significant  interest  in 
our  company  has  confirmed  what 
we  believe  to  be  the  exciting  growth 
prospects  of  our  basic  businesses. 

We  have  recentiy  reviewed  our 
operations  and  investments  very 
thoroughly.  And  we  believe  there 
are  ways  we  can  make  City  Invest- 
ing even  stronger  in  the  future. 

To  learn  more  about  us,  and 
the  businesses  that  are  part  of  City 
Investing,  just  clip  this  coupon. 

i  1 

John  Herndon,  Vice-President 
I   City  Investing  Company,  Dept.  M 
■    59  Maiden  Lane 

NEW  YORK,  NY  10038 

Dear  Mr.  Herndon: 

Please  send  more  information  on 
I   City  Investing. 

Name   j 

I   Address   | 

City   I 

State  Zip   | 

I  FBI0I3  I 
I  J 


C  City  Investing  fits  together  for  growth 


To  shoot  these  different  formats 
you'd  need  3  different  cameras. 


A 

v:  1 

"superslides"  lor  use- 
on  any  35  mm  projector 


■  \  3 

ft 


■J  y 


The  truly  ideal  SVi"  square 
format  for  universal  use 


x  6  —  enlarges  to 
8  x  10  proportion 


Or  one  Hasselblad. 


A  Hasselblad  can  do  things  no  other 
camera  ean. 

For  one  tiling,  it  ean  give  you  a 
choice  of  3  different  image  formats, 
simply  by  changing  film  magazines. 
If  you  didn't  have  a  Hasselblad, 
you'd  need  3  different  cameras  to 
give  you  this  kind  of  versatility. 

You  ean  shoot  in  the  truly  ideal 
2W  x  2Vt"  format  which  gives  you  an 
image  3Vfc  times  larger  than  35mm. 

You  can  change  magazines  and 
shoot  in  the  4'/L>  x  6  format  which 

enlarges  to  8  x  10. 
In  this 

format, 


you  get 
10  images  on 
one  mil  of  120  film. 

Or  you  can  shoot 
"superslides" — 1%"  x  1%"  transpar- 
encies— that  can  be  used  with  any  35 
mm  projector, but  with  a  total  image 
area  twice  that  of  35  mm.  filling  the 
screen  dramatically. 

And  not  only  can  you  change  from 
one  formal  to  another,  but  yon  ean 
do  it  at  anv  time— even  in  mid- 


roll — without  ever  wasting  a  single 
frame  in-between. 

You  can  also  change  from  color  to 
black  and  white  in  mid-roll.  Or  from 
positive  to  negative  film.  Or  tung- 
sten to  daylight.  This  versatility 
permits  you  to  make 
double  exposures 
at  any  time. 

And  in  the  2V4" 
x  2W  image  size, 
you  can  ch(X)sc 
from  magazines 
with  a  film  capacity  of 
12, 24  or  70  exposures 

And  that  isn't  all  you  can  do  at 
the  back  of  a  Hasselblad. 

You  ean  attach  a  Polaroid 
magazine  for  a  fast  check  on 
lighting  and  composition. 

There's  even  a  sheet  film 
adapter  that  lets  you  use  any 
of  the  various  sheet  films 
available  and  the  many 
special  emulsions  that 
aren't  available  in 
roll-film. 

Happily,  Hasselblad 
versatility  isn't  limited 
to  the  l>ack  of  Uic 
camera.  It  extends  to 
the  front,  side,  top  and 
bottom.  Only  Hassel- 
blad gives  you  a  choice 
of  4  different  camera 


models,  20  lenses,  8  film  backs,  8 
viewfinders,  6  focusing  screens  and 
ev  ery  accessory  you  could  want,  mak- 
ing it  the  world's  most  comprehen- 
sive medium  format  camera  system. 

And  whereas  other  cameras  and 
accessories  tend  to  become  obsolete 
in  time,  the  Hasselblad  system  has 
been  designed  for  growth.  Today's 
accessories  will  fit  a  I  lasselblad 
camera  of  20  years  ago. 

A  Hasselblad  is  more  than  just  an 
incredibly  versatile  camera.  It's 

a  long-term  investment. 

Write  for  a  special 
booklet  on  square 
composition  and  a 
Hasselblad  descriptive 
folder  to: 

Victor  Hasselblad  Inc., 
10  Madison  Road, 
Fairfield.  N.  J.  07006 


■  » 
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HASS£LBLAtX 

When  you  shoot  for  perfection 


Follow-Through 


h: 
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Take  a  Bradley  Franchise 


Drive  Bradley  Automotive's  Electric 
Connection  and  make  a  classic  invest- 
ment. The  GTEIectric  sports  car  kit  ac- 
celerates from  0  to  30  in  8  seconds 
reaching  a  top  speed  of  75  mph.  This 
commuter  commands  a  superior  driv- 
ing range  for  less  than  two  cents  per 
mile.  Its  Tracer- 1  Electric  propulsion  sys- 
tem accepts  I  10  or  220  volt  recharge. 


Increased  sales  and  growth  require  the 
development  of  exclusive  local  market 
franchises*.  Bradley  offers  one  of  the 
most  sophisticated  and  advantageous 
sales  and  marketing  systems  ever  ex- 
tended on  an  exclusive  local  market 
basis. 


*  Except  where  prohibited  by  law. 
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ue,  still  the  top  address,  the  1.9  million 
quare  feet  available  a  year  ago  has 
ropped  to  less  than  1.5  million  (with  1.2 
billion  of  that  at  least  spoken  for)  and 
;ie  top  rental  has  gone  from  $33  a  square 
.ot  in  1979  to  $50  in  1980.  A  block  to 
,ie  west,  Madison  Avenue  availables,  1.2 
lillion  square  feet  in  1979,  are  down  to 
51,000    with    tenants   lined    up  for 
30,000  of  it.  Rentals,  $15  to  $30  a  foot  a 
ear  ago,  now  range  from  $20  to  $40. 
In  the  Wall  Street  area,  Cushman  &. 
/akefield  finds  that  available  space  has 
trunk  by  50%  since  last  year.  Rents, 
;?.50  to  $14  a  square  foot  in  1979,  are 
aw  $1 1  to  $25  and  one  new  C&W  build- 
ig,  with  a  million  feet  to  rent,  is  com- 
tanding  up  to  $30.  The  business  space- 
unters  are  even  showing  real  interest  in 
le  once-shunned  West  Side  of  mid- 
lanhattan.  On  Broadway,  available  of- 
:e  space  went  from  406,000  square  feet 
st  year  to  223,000  and  prices  from  a  top 
$15  in  1979  to  $22  today. 
iimmimiiiaaMMMMMMB  mi  ■ 

Georgia  on  their  mind 

iconomics  and  common  sense"  dictat- 
il  Georgia-Pacific's  decision  to  move  its 
irporate  headquarters  back  to  Georgia 
am  the  Pacific  Northwest,  Chairman 
lid  Chief  Executive  Robert  Flowerree 
i  Id  Forbes  two  years  ago  (Dec  11,  1978). 
fter  25  years  in  the  Big  Tree  country, 
]-P  found  that  75%  of  its  sales  and  72% 
its  profits  were  coming  from  the  South 
ud  the  East.  "The  cost  in  manpower 
id  travel  from  Portland  has  had  an  ef- 
ct  on  the  company's  financial  picture 
at  cannot  be  allowed  to  continue," 
owerree  said.  So  it  was  to  be  back  to 
tlanta,  just  150  miles  from  Augusta, 
here  G-P  had  pioneered  the  plywood 
dustry  in  the  South. 
The  economics  made  sense.  Nature 
id  helped  shape  them.  The  Douglas  fir, 
aple  of  the  Northwest's  lumber  indus- 
y,  can  take  60  to  75  years  to  mature, 
le  South's  pines  are  ready  for  harvest 
25  to  30  years.  Moreover,  much  of  the 
•uth's  192  million  acres  of  commercial 
rest  grows  on  flat  or  gently  rolling  land 
I  at  makes  harvesting  an  easy  task  for 
^gers.  Add  to  that  the  South's  lower 
st  of  living,  the  fact  that  Western 
irkers  are  the  highest  paid  in  the  in- 
stry  and  the  South's  proximity  to  the 
oming  Sunbelt  and  the  export  market 
Europe,  and  the  business  logic  he- 
mes inexorable. 

Despite  all  those  cogent  reasons  for 
big  shift,  things  don't  seem  to  be 
g  exactly  according  to  plan.  The 
)rd  out  of  Oregon  is  that  a  significant 
imber  of  executives  in  Portland  are 
Iking  at  moving  and  some  are  leaving 
:her  than  make  the  trek. 
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Name  

Address  

City  

Home  phone  (  )  


Send  the  coupon  to  receive  the  franchise  package 
or  call  612-475-2990 

14414  21st  Ave.  N.    Mpls.,  MN  55441 

 Age  

 State  Zip  

 Bus  phone  1  )  

F0R-9 


SOME  THINGS  HAPPEN 
IN  WASHINGTON  THAT  EVERY 
BUSINESSMAN  IN  AMERICA 
SHOULD  BE  MADE  AWARE  OF. 

With  nearly  every  business  in  America  feeling 
the  effects  of  legislation  pouring  out  of 
Washington,  companies  must  stay  alert  if  they 
expect  to  stay  in  business. 

Mail  us  this  coupon  and  we'll  tell  you  how 
over  1500  corporations  and  associations  are 
in  a  position  to  keep  close  watch  on  what's 
happening  in  Washington  simply  because  they 
located  in  Fairfax  County,  Virginia. 


Name- 
Title  _ 


Company. 
Address  


. Phone . 


City. 


.State. 


_Zip. 


Inquire  in  confidence  to:  Mr.  David  Edwards,  Executive  Director,  Fairfax  Countv  Economic  Development 
Authority.  8330  Old  Courthouse  Rd,  Suite  800,  Tysons  Corner,  Vienna,  Virginia  22180  Phone  (703)  790  0600. 


FAIRFAX  COUNTY,  VIRGINIA 
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The  revolutionary  new  RMRS™ 
Postage  Meter  you  reset 
by  phone  in  90  seconds! 


From  a  handful  of  letters  a  day  to  a  giant 
mailing,  you'll  save  time,  trouble  and  money 
with  RMRS  (Remote  Meter  Resetting  System). 
The  extraordinary  new  mail  processing  system 
by  Pitney  Bowes. 

Of  course,  the  RMRS  meter  imprints  your 
envelopes  and  parcel  tapes  quickly.  And  prints 
your  own  business  ad  or  message  at  the  same 
time,  right  on  the  envelope. 

But  most  important:  you  can  now  fill  the 
meter  with  postage  on  the  spot.  No  more  post 
office  trips  or  waiting  in  lines  for  postage.  Re-set 
it  right  where  it  works.  In  90  seconds  or  less. 
Using  any  Touch-Tone  8'  phone,  or  tone  generator 
available  from  Pitney  Bowes. 

The  wizardry  is  neatly  concealed  in  a  simple, 
tidy  keyboard  unit  built  into  the  postage  meter 
itself.  When  the  meter  shows  your  postage  rain- 
ing low,  just  pick  up  a  phone,  call  our  computer 
toll-free*  and  receive  a  special  number  code. 
Punch  that  code  into  your  meter  and  — Voila!  — 
you're  in  business.  Without  ever  being  out  of 
business,  or  out  of  the  office. 

No  delays.  No  running  out  of  postage.  No 
worries  about  missing  a  big  mailing  deadline,  even 
if  (Heaven  forbid)  the  crisis  hits  on  Saturday. 


We  even  set  up  an  account  for  you,  to 
handle  post  office  payments  and  streamline 
billing.  You  get  a  complete  itemized  statement, 
automatically. 

To  find  out  everything  this  amazing  new 
business  tool  can  do  for  your  business,  send  in 
the  completed  coupon.  We  will  arrange  a  free 
demonstration  right  in  your  office. 

*A  small  charge  is  made  for  each  transaction. 
Touch-Tone":  Registered  trademark  of  AT&T,  Inc. 


To:  Pitney  Bowes,  1788  Pacific  Street 
Stamford,  Connecticut  06926. 

Please  contact  me  to  arrange  a  free  demonstration  in 
my  office  of  the  new  RMRS  Postage  Meter. 

Name  

Company/title  

Street:  .  .  _ 

City  

State  

Phone  


|§  Pitney  Bowes 


n 


.Zip. 


The  new  6120  mail  processing  system 


For  more  information,  call  toll-free  any  time  (except  Alaska  and  Hawaii)  800  621-5199  (in  Illinois  800  972-5855). 
Over  600  sales  or  service  points  throughout  the  U.S.  and  Canada.  Postage  Meters,  Mailing  Systems,  Copiers,  Dictating,  Labeling  and  Price  Marking  Systems. 


Flashbacks 


Edited  By  Dero  A.  Saunders 


Items  of  interest  from  issues  of  Forbes  of 
60,  50  and  25  years  ago. 


Sixty  years  ago  in  Forbes 

Better  business  looms  ahead.  Our  busi- 
ness body  had  become  fat,  flabby, 
overfed.  It  is  now  reducing.  The  process 
is  disagreeable,  sometimes  painful.  But 
it  makes  for  greater  strength  and  vigor. 
Had  not  corrective  measures  been  tak- 
en, business  would  have  collapsed  from 
hardening  of  the  credit  arteries.  At  the 
opening  of  1920  we  were  heading 
toward  trouble.  At  the  opening  of  1921 
we  should  be  heading  toward  sound 
prosperity.  Every  fundamental  develop- 
ment is  making  for  greater  solidity  and 
stability. 

"Your  skin's  white;  mine's  black.  Isn't 
that  worth  more  than  a  million  or  any 
number  of  millions  of  dollars?  The  whole 
world  of  opportunity  is  open  to  you.  Most 
of  it  is  closed  to  me.  You're  not  looked 
down  upon.  You're  not  treated  like  an 
animal.  You're  not  shunned  like  poison. 
You're  not  refused  admission  to  all  sorts 
of  desirable  places,  as  I  am,  through  no 
fault  of  my  own,  but  simply  because  I'm  a 
nigger.  I  tell  you,  it's  galling.  It's  madden- 
ing. I  and  my  black  brothers  have  ambi- 
tions, but  our  skin  bars  us  from  realizing 
them.  Every  day  of  our  life  little  incidents 
occur  to  remind  us  that  we  belong  to  a 
'lower  race'  "...  I  [Editor  B.C.  Forbes] 
had  dreamed  that  I  was  a  negro  and  that  I 
thus  spoke  to  a  white  person.  That  dream 
has  remained  vividly,  burningly  in  my 
mind.  [And]  you  sometimes  think  that 
things  are  going  badly  with  you,  that  your 
lot  is  hard  to  bear! 

Industry  in  Italy  is  trembling  on  a  volca- 
no. True,  the  more  moderate  section  of 
the  revolutionists  have  outvoted  the  So- 
viets by  a  fairly  substantial  majority,  and 
the  two  thousand  plants  which  were 
usurped  by  the  workers  have  been  turned 
back  to  the  owners.  But  as  the  recog- 
nized leader  of  the  majority  truthfully 
asserts,  the  workers  have  demonstrated 
that  they  have  complete  control  of  the 
whole  situation  and  can  drive  out  the 
owners  at  any  time  such  a  course  is  con- 
sidered wise.  No  nation  can  prosper  un- 
der such  precarious  conditions.  Are  Ital- 
ian employers  or  capitalists  of  any  kind 
likely  to  launch  new  enterprises  or  ex- 
pand existing  establishments  when  they 
don't  know  the  moment  everything  may 
be  snatched  away  from  them? 

Railroad  stocks  are  responding  not  only 
to  higher  freight  and  passenger  rates,  but 
also  to  lower  prices  of  raw  materials.  It 
was  rising  prices  for  labor  and  materials 
that  made  freight  rates  inadequate  dur- 


ing the  war  and  for  the  past  two  years  of 
peace,  though  the  roads  in  many  cases 
handled  the  largest  volume  of  business  in 
their  history.  Now  lowered  costs  along 
with  higher  gross  income  may  bring 
about  a  change  that  will  be  more  pleasing 
than  has  been  thought  possible  for  hold- 
ers of  railroad  securities. 


Fifty  years  ago 


One  Itair  Movcincnl  We're  Loukirm  For 


Cartoon  in  the  Oct.  15,  1930  issue 

Never  in  our  history  has  pessimism  been 
so  overdone — that  is,  taking  into  ac- 
count the  country's  inherent  soundness. 
Ab)ect  surrender  of  faith  and  courage  and 
initiative,  of  enterprise  and  vision,  has 
brought  about  such  recent  developments 
as  these:  Ten-cent  cotton  in  the  New 
York  market,  ten-cent  copper,  wheat 
quotations  not  50  per  cent  of  those 
touched  last  Summer,  raw  sugar  under 
one  cent  a  pound,  a  12  per  cent  decline  in 
department  store  sales  as  compared  with 
last  year,  a  24  per  cent  drop  in  wholesale 
sales  in  New  York,  a  loss  of  approximate- 
ly one-third  in  railroad  net  earnings  and 
quite  as  much  in  bank  clearings,  com- 
mercial failures  totaling  1,963  last 
month,  a  shrinkage  of  $4,600,000,000 
last  month  in  240  (of  the  1,300)  stocks 
traded  on  the  New  York  Stock  Exchange, 
a  decline  in  time  money  in  Wall  Street  to 
as  low  as  2  per  cent  and  a  Wi  per  cent 
renewal  rate  for  call  funds.  That  gives  a 
clear  idea  of  how  far  depression  has  been 
permitted  to  go. 

General  Foods,  the  recognized  leader  in 

the  rapidly  growing  package  grocery 
business,  is  undertaking  to  merchandise 
frozen  food  on  a  national  scale  and  ex- 
pects this  division  of  its  business  to  at- 
tain the  status  of  a  billion-dollar  indus- 
try. Colby  M.  Chester  Jr.,  its  president, 
has  just  revealed  that  negotiations  are 
under  way  looking  to  the  national  distri- 
bution of  the  company's  frozen  foods 


through  the  17,000  retail  stores  of  1 
Great  Atlantic  &  Pacific  Tea  Compa 
the  world's  largest  chain.  Such  a  link, 
is  consummated,  will  bring  an  import 
change  in  our  food  habits  and  in 
business  of  supplying  foods,  meats, 
uids,  fruits  and  other  perishables. 


Twenty  five  years  ago 

The  sharp  impact  of  President  Eis 
hower's  illness  on  the  stock  market  ^ 
understandable.  When  the  market  is  ; 
high  level  it  is  always  sensitive  to  mj 
developments  and  this  heart  attack, 
full  extent  then  unknown,  couldn't  h 
but  have  enormous  impact.  The  sti 
market  usually  rises  well  in  advance 
the  good  news  which  is  its  cause;  at 
same  time,  the  market  likewise  < 
counts  in  advance  bad  tidings.  Plain 
the  President's  illness  makes  it  quite 
likely  that  he  could  be,  or  would  b« 
candidate  for  a  second  term.  The  mar 
in  recent  weeks  has  been  taking  i 
account  that  instead  of  the  near  certs 
ty  of  an  Eisenhower  victory  in  '56,  th 
is  now  a  distinct  possibility  that 
Democrat  will  once  more  sit  in 
White  House  after  only  four  years  c 
Republican  administration. 

In  the  past  year-and-a-half,  [Royal] 
tie  has  been  busier  than  a  basem 
buyer,  scurrying  to  Detroit,  St.  Lc 
and  San  Francisco  to  pick  up  for  1 
tron-American  promising  buys  in  si 
incompatible  product  lines  as  airbo 
radar  equipment,  vibration  test- 
rate-of-climb  indicators  for  airplar 
and  automobile  upholstery  padding 
few  months  ago  he  pushed  througl 
cagey  deal  for  Western  Union's  trans 
lantic  cables  (which  the  governm 
has  still  to  approve),  then  scooted 
to  Connecticut  to  buy  out  a  manuf 
turer  of  chain  saws,  generators  ; 
pumps.  Two  weeks  ago  he  wound 
still  another  successful  summer  sh 
ping  spree  in  Oregon  and  Illinois, 
returned  from  it  with  such  seemin 
ill-assorted  items  as  a  plywood  r 
and  a  titanium-bolt  company. 

Razor's  edge  balance  between  inflat 
and  deflation  is  keeping  federal  eco 
mists  awake  nights.  Current  ere 
curbs  are  designed  to  prevent  bo 
from  spilling  over  into  inflation,  but 
much  credit  restriction  could  thi 
prosperity  into  reverse,  turn  it  into 
cession  as  happened  in  1953.  Said  ■ 
banker:  "When  you're  playing  with 
hair-spring  balance  of  the  credit  mec 
nism  you  can  never  be  sure  whet, 
you're  pushing  the  scales  too  hard! 
one  direction." 
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Binswanger 
is  matching 
looks  with 
Thomas  Strahan. 

And  together, 

they  help  make  us 
National  Gypsum. 


National  Gypsum  is  our  name.  But 
.t,     don't  let  our  name  fooi  you.  We're  one 
of  the  largest,  most  diverse 
manufacturers  and  suppliers  of 
quality  building  materials  in  the  world. 

We're  the  name  behind  Binswanger 
mirrors  and  Thomas  Strahan 
wallcoverings.  Plus  we're  a  leader  in 


«"  gypsum  wallboard,  windows,  bath 


enclosures,  ceramic  tile-over  150 
different  kinds  of  building  products. 
This  past  year  alone,  we  helped 
%  build  and  remodel  everything  from 

houses  to  airports,  schools  to 
hospitals,  shopping  centers  to 
•m        *m  apartments,  and  more.  While 

dividends  increased  13%. 

And  the  future  has  never  looked 
brighter.  Because  America  will  always 
r«"  be  building.  And  when  you  think  of 

building,  think  of  National  Gypsum. 
We're  gypsum  .  .  .  and  then  some. 


*  • 


II 
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rl  National 
I 1  Gypsum 
Company 

A  family  of  companies  building  tor  the  future. 
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New  equity  source 

Sir:  The  story  describing  the  opportuni- 
ties dividend  reinvestment  plans  provide 
for  the  shareholder  (Sept.  1 5)  was  an  eye- 
opener.  There  is  another  side  to  dividend 
reinvestment  plans  for  new-issue  stock. 
Such  plans  are  now  providing  about  $2 
billion  a  year,  which  represents  about 
25%  of  the  total  common  stock  capital 
being  raised  externally. 
— Herbert  B.  Cohn 
Chairman, 

Commission  for  Capital  Formation 
Through  Dividend  Reinvestment 
Washington,  D  C. 


New  bankruptcy  rules 

Sir:  In  your  article  "Caveat  creditor" 
(July  7),  you  say  that  the  "new  bankrupt- 
cy law  benefits  the  borrower  at  the  ex- 
pense of  the  creditor."  At  best  both  debt- 
ors and  creditors  lose.  For  this  reason  it 
is  not  surprising  that  "settling  things  out 
of  court"  is  considered  on  the  whole 
more  desirable. 

The  Chapter  13  proceeding  to  adjust 
the  debts  of  an  individual  with  regular 
income  exists  as  an  alternative  to  a  liqui- 
dation proceeding — an  alternative 
whereby  the  debtor  is  encouraged  to  pay 
his  creditors.  The  debtor's  proposal  must 
be  to  pay  no  less  than  the  creditors  would 
receive  if  the  debtor  chose  to  liquidate. 

The  interests  of  debtors  and  creditors 
are  carefully  and  delicately  balanced. 
—Don  Edwards  (D-Calif.) 
House  of  Representatives 
Washington,  D  C 


Teddy  what? 

Sir:  Mr.  Forbes'  identification  of  Senator 
Ted  Kennedy  as  "Teddybaby"  (Fact  and 
Comment,  Sept.  15)  cheapens  Forbes. 
— Lex  Runciman 
Salt  Lake  City,  Utah 

Is  just  plain  Teddy  okay?  After  all,  the 
President  insists  on  being  just  plain  (Ga.) 
Jimmy  — MSF 


The  oldest  profession 

Sir:  Your  article  on  the  California  orange 
grower  (Sept.  1)  who  is  thwarting  some 
governmental  marketing  reminds  me  of 
a  story:  A  physician,  a  civil  engineer  and 
a  government  official  were  arguing  about 
which  profession  was  the  oldest.  The 
physician  said:  "Ours  is  obviously  the 
oldest.  The  Bible  says  that  God  made  Eve 
from  Adam's  rib,  and  that's  a  surgical 


Readers  Say 


procedure."  The  civil  engineer  said:  "Ah, 
but  the  Bible  also  says  that  God  created 
the  heavens  and  the  earth  out  of  Chaos. 
Bringing  order  out  of  Chaos  is  an  engi- 
neering feat."  The  government  official 
said:  "So  who  do  you  think  created  the 
Chaos?" 

— Leonard  W.  Williams 
Sunnyvale,  Calif. 


Platforms  atavistic 

Sir:  I  was  pleased  to  read  your  state- 
ments on  "anachronistic"  party  plat- 
forms (Fact  and  Comment,  Sept.  l).l  made 
remarks  before  the  Republican  Platform 
Committee    in    June   concerning  the 
"counterproductive  atavism  called  a  plat- 
form." Although  your  adjective  is  differ- 
ent from  mine,  your  observations  are 
right  on  target. 
— Lowell  Weicker  Jr.  (R-Conn.) 
U.S.  Senate 
Washington,  D  C. 


Big  Soviet  sub  force 

Sir:  The  data  table  in  "The  great  push- 
button delusion"  (Sept.  15)  lists  the 
strength  of  the  Soviet  submarine  force  in 
1975  as  110  vessels.  Actually,  the  total 

was  265. 
—Ronald  D.  Nass 
Captain,  USAF 
Robins  AFB,  Ga. 


Anonymous  buyers 

Sir:  Re  the  government's  inability  to  sell 
its  recently  issued  gold  medallions 
(Trends,  Sept.  1). 

Anyone  of  moderate  means  wishing 
both  to  hold  gold  coins  for  appreciation 
and  capital  preservation  as  well  as  for 
security  in  the  event  of  turmoil  would 
certainly  not  want  name,  rank  and  serial 
number  recorded  in  some  bureaucratic 
computer  for  future  reference. 
—Jim  Taylor 
Lancaster,  Tex. 


Colleges  that  teach  (cont.) 

Sir:  To  answer  your  question  "Is  there 
any  college  that  puts  a  premium  on  good 
teaching?"  (Fact  and  Comment,  Sept  1),  I 
teach  at  one:  Shepherd  College,  W.Va. 
— Professor  Ethel  F  Cornn  vll 
Frederick,  Aid. 

Sir:  .  .  .  Harvey  Mudd  College. 

—Jennifer  Holladay 
New  York,  NY. 
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Sir:  .  .  .  The  Barney  School  of  BusintB 
&.  Public  Administration  at  the  UnivB 
sity  of  Hartford. 

— Dean  Walter  McCann 
West  Hartford,  Conn. 

Sir:  .  .  .  Pepperdine  University's  SchcB 
of  Business  &  Management. 

— Dean  Kenton  L.  Anderson  and 
Vice  President  Donald  R  Sime 
Los  Angeles,  Calif  E 

Sir:  If  you  learned  to  correctly  evalu;H 
the  quality  of  your  undergraduate  prof  ■ 
sors,  while  still  an  undergraduate,  yl 
showed  unusual  perception.  I  separalH 
the  gold  from  the  pyrite  only  in  gradu:H 
school.  !: 
—James  H  Weber  j 
Durham,  N.H. 

Sir:  I  once  taught  for  two  years  in  tfl 

University  of  Maryland's  European  Dil 
sion  (Germany).  My  students  were  DM 
military  and  DOD  civilian  personnel  a  I 
their  families.  Students  were  highly  nl 
tivated;  they  were  adults  paying  for  thl 
education  (the  G.I.  Bill  helped)  and  tbB 
wanted  a  high  return  on  the  time  al 
dollars  invested. 

Students  gravitated  toward  those  wl 
were  teaching-oriented — even    if  tl 
courses  were  not  "easy." 
— Linda  K.  Vicik 
Federal  Way,  Wash 


TLCforgin 

Sir:  To  L.R.  Shannon's  "Olive-Ot 
Martini"  (Other  Comments,  Sept  i 
should  be  added  the  admonition  frc 
Auntie  Mame:  Always  stir;  never  shal 
it  bruises  the  gin. 
— George  F.  Mosher  Jr. 
Johnstown,  NY. 


MSF  in  still  possible 

Sir:  In  "Often  A  Woman?"  (Fact  a 
Comment,  Sept  15).  you  say  that  Malco 
Jr.'s  "wife  Bina  vowed  Enough,  th 
limiting  the  possibility  of  MSF  D 
Limiting,  perhaps,  but  not  eliminatn 
MSF  IE  doesn't  necessarily  have  to 
the  son  of  MSF  Jr.  Your  other  sons  coi 
name  a  son  MSF  IE.  No  law  against  it. 
—Jim  Wallace 
New  Orleans,  La. 

Sir:  Perhaps  the  world  does  not  need 
MSF  EI  but  has  great  need  of  your  fi 
granddaughters. 

— Isabel  B.  Stanley 
Johnson  City,  Term. 
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THE  TASTE  BEYOND 
12-YEAR-OLD  SCOTCH 


Discover  more. 

Let  your  mature  taste  lead  you  from 
the  finest  premium  Scotch  on  up  to  the 
most  expensive  12-year-old  Scotch  in  the 
world.  The  Glenlivet.  The  ultimate  in 

Scotch. 

Most  premium  Scotch  is  Mended 
and  depends  on  several  whiskies  for  taste 
and  smoothness. 

Yet  the  unblended  character  of 
The  Glenlivet  is  noble  enough  to  stand 
alone.  In  this  distinctive  Scotch  whisky 
you'll  experience. an  exceptional  smooth- 
ness and  full-bodied  richness,  unmatched 
in-all  other  premium  Scotch. 

Try  the  taste  beyond  premium 
Scotch. 

The  Glenlivet 

Unchanged  since  1824. 


The  Midsize  Corporation's  Banking  Decision: 
Focussed  Financing  or  Fancytalk. 


Nearly  two  thirds  of  all  businesses 
between  $20  and  $100  million 
are  private  or  closely- held  corpo- 
rations. They  have  very  special 
borrowing  needs  which  the  Big 
Bank,  with  its  facade  of  "Personal 
Attention,"  often  cannot  satisfy. 
In  contrast,  New  York's  smallest, 
hence  most  focussed,  money 
center  bank  has  a  great  deal  to 
offer  public  and  private  midsize 
corporations. 


Of  course,  a  bank  with  assets 
of  almost  $2  billion  and  a  lending 
limit  of  $10  million  can  only  be 
characterized  as  "small"  when 
compared  with  the  Megabanks. 

More  important,  the  total 
strengths  of  U.  S.  Trust  comple- 
ment the  specific  goal  of  our 
Corporate  Banking  Division: 

Tb  handle  responsively  those 
very  special  borrowing  needs  of 
the  midsize  corporation  that 

U.S.  Trust's  10  year  growth  in  lending. 

360  iM   1 — — — |   i  1  — i  


MILLIONS  $  ■  1  1  1  L  1  1  1  1  L  

1970      1972      1974     1976  1978 

(Loans  outstanding) 


more  often  than  not  get  sloughed 
aside  by  banks  with  bigger 
fish  to  fry. 

And  it's  here  that  U.S.  Trusts 
particular  instincts  and  experi- 
ence with  the  midsize  corpora- 
tions growing  needs  for  working 
capital  pays  off.  Whether  that 
capital  is  for  receivables,  inven- 
tory or  "bricks  and  mortar." 

A  glance  at  our  chart  shows 
the  growth  of  U.S.  Trust  loans  to 
our  own  carefully  chosen  corpor- 
ate clients  over  the  past  ten  years. 

The  moral:  Middle-size  cor- 
porations need  no  longer  settle 
for  middling  service. 

To  learn  more  about  our  singu- 
lar approach  to  the  borrowing 
needs  of  midsize  corporations  as 
well  as  our  customized  cash 
management  services,  please 
write  or  call  C.  William  Steelman, 
Senior  Vice  President,  United 
States  Trust  Company  of  New 
York,  45  Wall  Street,  New  York, 
N.Y  10005  (212)  425-4500. 


US.Trust 

ten  you  do  something  very  well 

You  simply  cannot  do  it  for  everyone. 


©Eastman  Kodak  Company.  1980 


"According  to  the  manual  this  baby  will  do  over  7,000  an  hour. 
Unfortunately,  Parker  here  can  only  staple  at  312" 


A  copier  is  really  only  as  fast  as  its  slowest 
link.  Which  is  to  say  that  rated  speed  and  actual 
productivity  are  quite  often  very  different  things. 

Whatever  a  Kodak  copier  does,  it  does 
at  full  4200-per-hour  speed.  If  you  want  copies  col- 
lated and  stapled,  for  example,  they're  collated 
and  stapled  at  full  speed.  Which  means  that,  in 
many  jobstreams,  a  Kodak  copier  is  more  produc- 
tive than  a  "faster"  copier!  And  it  turns  out  what 
people  are  calling  the  best  copies  in  the  business. 
Your  Kodak  rep  has  some  real-life  examples. 

Write:  Eastman  Kodak  Company, 
CD0428,  Rochester,  N.Y  14650. 

Kodak  copiers.  They  may  be  the  most 
productive  in  the  world,  for  you. 


1880  jC^j  1980 
10Oy6ar  §tart  on  tomorro\A/^ 


Kodak  Ektaprint  150AF  copier-duplicaror 


witn  an  tny  gettmg  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


MR.  REAGAN  IS  LEARNING  THE  HARD  WAT 

at  it's  the  nation  he's  addressing  and  not  the  audience  in    talking,  that  he  emphasizes  what  they  want  to  hear. 

mt  of  him.  After  so  many  years  on  the  speaking  circuit,  it's       But  such  genial  localized  pitching  is  an  impossible  modus 

iderstandable  that  he  empathizes  with  those  to  whom  he's    operandi  on  the  national  level. 

AS  A  MARRIAGE  BROKER 


iddafi  has  a  record  to  equal  that  which  he's  racked  up  as 
ead"  (in  all  current  subcultural  senses)  of  the  Headless  State  of 

ibya.  In  less  than  a  decade  he's  publicly  betrothed  his  embar- 

Issed  people  to  Egypt,  Tunisia,  Sudan,  Syria. 


And  now  Syria  for  the  second  time. 

One  of  these  days  Libyans  are  going  to  reject  their  Qadda- 
finut  with  less  diplomacy  than  all  these  other  Arab  lands  have 
rejected  his  fanatical  fantasizing. 


pendable  minion.  If  ever  there's  a 
ATO- Warsaw  Pact  clash,  neither 
le  will  be  long  in  doubt  on  whose 
le  the  Poles  will  be. 
Through  the  centuries  all  her 
lghbors — and  most  of  them  more 
Ijjan  once — have  tried  to  digest  or 
minate  or  destroy  this  People, 
issia's  present  presence  will  pre- 
il  on  the  surface  only  until  there's 
z  first  remotely  reasonable  chance 
Poles  to  be  independent  again. 


UNQUENCHABLE  POLAND  WILL  NEVER  BE  RUSSIA'S 

Last  summer,  when  we  motorcy- 


cled through  Poland  on  our  way  to 
cycling  through  the  U.S.S.R.,  I  wrote: 
"Poland's  great  spirit  is  virtually  visi- 
ble. A  wonderful  people  who  will  sur- 
vive and  yet  again  be  themselves  in  a 
Pole's  Poland."  On  that  trip,  in  War- 
saw's magnificent,  restored  Old 
Town  Square,  I  bought  this  beautiful 
painting  of  some  Warsaw  back  doors. 

No  way  will  that  country  ever  be 
any  other  nation's  back  door. 


SPANISH  SPEAKING  AMERICANS 


well  as  all  the  rest  of  us,  should  spurn — furiously — any 
ingual  efforts  in  the  schools  that  would  appreciably  lessen 
:  necessity  of  learning  English.  Preserving  one's  cultural 
ritage,  be  it  Mexican  or  Caribbean  French  or  Scandinavian 
Polish  or  Italian  or  Scottish  or  whatever,  is  enriching  and  a 
;at  addition  to  every  life. 

But  to  have  classes  and  lessons  and  homework  and  text- 


books and  teaching  in  Spanish,  because  it's  "easier,"  "fairer" 
for  those  coming  from  homes  where  it's  spoken  is  to  put  way 
behind  the  eight  ball  every  child  so  indulged.  Opportunity  does 
abound  in  this  country,  but  having  an  educational  system  that 
could  render  one  relatively  speechless  in  English  would  be  a 
rotten  thing  to  do  to  any  child.  That  would  be  a  permanent 
passport  to  secondary  citizenship. 
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IT'S  FRUSTRATING  THAT  TENNIS  GREAT  JOHN  McENROE 

is  such  a  poor  sport  he  makes  rooting  for  him  very 
difficult.  At  the  top  of  the  heap  at  only  21,  his  rotten- 
kid  outbursts  turn  off  enthusiasm.  His  superb  tennis 
doesn't  overcomethe  bad  impact  his  court  misbehav- 
ior has  on  the  sport  and  the  youth  of  the  country  for 
whom  he  would  otherwise  be  an  inspiring  example. 

The  high  spot  of  that  grueling  U.S.  Tennis  Open 
spectacular,  of  course,  was  when  ex-soccer  player 
Borg  smashed  his  racket  and  footed  back  McEnroe's 
return.  John,  a  high-school  soccer  star  too,  kicked 
back  the  kickback. 

It  was  a  moment  of  warmth  and  humor  that  gave  a 
lift  all  round. 

AND  THE  OPENING  SEQUENCE  OF  "60  MINUTES" 

which  followed  the  McEnroe-Borg  4 'A -hour  grinding  duel  pro- 
vided an  inspiration  of  a  deeper,  more  significant  caliber.  Morley 
Safer  documented  the  extraordinary  impact  one  dedicated  black 
teacher  is  having  by  conducting  a  school  in  her  home  right  in  the 
heart  of  the  most  ravaged,  savaged  Chicago  ghetto  area. 

The  no-nonsense  way  she  really  turns  on  the  attending  kids  to 
books  and  reading  has  to  startle  us  all.  We  have  come  to  think 
that  the  tricks,  gadgets,  psychology  and  all  the  other  expensive 
accoutrements  of  our  growingly  unsuccessful  public  education 
system  are  necessary. 

As  teacher  Marva  Collins  put  it:  "Buildings  do  not  teach. 
Teachers  do." 

Ask  Mike  Wallace  at  CBS  for  a  copy  of  this  great  text 

REMEMBER  WHEN  BOMB  SHELTERS  WERE  IN  BLOOM? 

It  was  19  years  ago  when  we  went  to  the  brink  of  atomic  As  that  crisis  and  time  passed,  otherwise  sensible  peoj 
conflict  with  Russia — over  the  Berlin  crisis.  As  dread  realiza-  pooh-poohed  the  shelter  idea  on  the  basis  either  that  it  would 
tion  of  how  close  we'd  come  sank  in,  Americans  were    work  or  that  no  one  would  want  to  survive  such  a  holocaust. 


suddenly  clearly  aware  that  there  was 
something  to  be  said  for  survival — if  possi- 
ble. Out  of  it,  you  may  recall,  came  a 
booming  burst  in  bomb  shelters  (see 
Forbes,  Sept.  29,  p.  8).  President  Kennedy 
made  impassioned  and  convincing  speech- 
es on  the  subject,  and  Governor  Rockefel- 
ler, among  others,  implemented  an  all-out 
program  in  New  York  State. 

Signs  can  still  be  seen  designating  shel- 
ters in  many  a  city  building.  Public  and 
family  shelters,  manufactured  and  impro- 
vised, rivaled  suburbia's  backyard  barbecues 
for  space  and  conversation. 


But  the  program  shouldn't  have  been,  is; 
to  be,  ridiculed.  The  only  dumb  thing  is  tl 
we've  forgotten  about  it,  about  the  reasi 
and  necessity  of  that  program. 

Russia  hasn't.  Their  setup  is  elaborate, 
place,  and,  on  occasion,  the  population  pr; 
tices  taking  to  the  shelters. 

There'll  be  no  winners  in  an  aton 
wipeout,  but  those  who  have  the  most  sur 
vors  will  be  in  charge. 

Dusting  off,  vigorously  refreshing  shell 
programs  would  be  a  not  too  costly  b 
immensely  effective  way  for  the  Free  Woi 
to  demonstrate  its  resolve. 


SHOULD  ONE  BE  DUBIOUS  THAT  THERE'S  ANT  NECESSITY 

to  get  on  the  ball  again,  let  me  refresh  your  memory  with  these  by  our  missiles,  there  won't  be  much  time  for  the  America 

words  by  Mr  Brezhnev,  commenting  on  our  rapprochement  to  choose  between  the  defense  of  their  Chinese  allies  a; 

with  China:  peaceful  coexistence  with  us.  [They'll  have]  only  minutes 

"Believe  me,  after  the  destruction  of  Chinese  nuclear  sites  decide  their  options." 
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With  five  of  our  own  so  far,  we're  absolutely  the  unadulterat- 

I  doters  that  grandparents  are  traditionally  supposed  to  be. 
Most  in  our  position  feel  they  could  write  a  book  about  the 
nny,  perceptive  things  the  kids  of  our  kids  say  to  and  about 
:.  Now  there  is  no  need  to,  because  Eric  Marshall  and  Cecile 

Stuart  came  out  with  a  bookful,  They  Keep  Promises  (Gros- 
t  &  Dunlap),  from  which  I  can't  resist  quoting  a  few: 
"I  go  out  with  my  grandma  to  meet  her  friends.  She  calls 
em  the  girls.  But  they're  not." — Joyce 

"My  grandpa  is  77  and  if  you  don't  think  that's  a  lot,  try  it — 

II  take  you  a  long  time." — Philip,  eight  years  old 
"Grandmas  know  how  to  make  you  feel  better.  They  got 
lgs  for  everything." — Gerard 

"My  grandpa  told  my  grandma  he  was  going  to  take  me  for  a 
alk,  but  he  went  to  get  a  beer." — Jamie 


"When  my  grandma  comes  to  our  house  the  first  thing  she 
does  is  start  to  clean  up  things.  Even  if  they  are  already 
clean." — Maria 

"Until  I  was  eight,  I  got  a  five  dollar  bill  every  year  for  my 
birthday  from  grandpa.  Then,  because  of  inflation,  the  amount 
rose  to  ten  dollars.  On  my  next  birthday,  I  expect  it  to  rise  to 
twenty  dollars." — Ben,  nine  years  old 

"Grandpa  takes  me  to  the  movies.  I  watch,  he  snores." — 
Thomas 

"If  there  were  no  grandpas,  who  would  stick  up  for  you  when 
you're  wrong?" — Lance 

"I  don't  know  whether  I  want  to  be  a  grandpa,  but  I  guess  I 
don't  have  to  make  up  my  mind  right  away." — Joseph 

"I  guess  it's  easy  to  be  a  grandma  or  grandpa.  You  just  wait 
around  until  you're  old  enough." — Jimmy 


SOME  OF  US  LOVE  THIS  PRIME  CHINESE  DEFINITION 

When  Peking  announced  that  Prime  Minister  Hua  was  being  reward  leaders  in  "the  prime  of  life."  The  replaced  Hua  is  59, 
iplaced  by  Zhao,  the  reason  given  for  the  change  was  to    and  new  Prime  Man  Zhao  is  61. 


SOMETIMES  THE  ORDINARY 

is  what's  extraordinary. 


AN  OCCASION 

is  easily  created  by  an  unexpected  gesture  or  deed. 


REAGAN  SHOULD  TAKE  UP  CARTER'S  CHALLENGE 


By  M.S.  Forbes  Jr. 


Contrary  to  conventional  wisdom, 
Ronald  Reagan  has  far  more  to  gain 
than  lose  from  a  head-to-head  debate 
with  Jimmy  Carter.  In  fact,  if  he 
doesn't  take  the  opportunity  to  debate 
the  President  alone,  he'll  hurt  further 
his  chances  of  winning  the  election. 

The  public's  disaffection  with  Car- 
ter runs  deep.  His  popularity  remains 
astonishingly  low. 

But  as  Carter  campaign  manager 
Robert  Strauss  once  observed  about 
Richard  Nixon,  "If  we  didn't  have  to 
run  someone  against  him,  we'd  win  in 
a  landslide."  Carter,  for  all  his  faults, 
is  a  known  quantity.  Voters  won't 
turn  him  out  for  someone  they  think 
might  be  no  better. 

Reagan's  challenge  is  to  dispel  the 
doubts  some  of  his  unthinking  com- 
ments raised  in  some  voters'  minds. 
Debates  with  Carter  would  be  the 
quickest,  most  decisive  way  to  do  it. 
Given  the  few  weeks  that  remain  in 
this  election  campaign,  it  may  be  the 
only  way. 

Could  Reagan  cope  with  Carter  in 
such  a  verbal  joust? 

Past  performances  certainly  suggest 
that  he  could. 

This  year  he  handled  himself  well 
in  debates  with  his  primary  oppo- 
nents, and  he  did  well  with  the  sup- 
posedly better  informed,  more  articu- 


late John  Anderson.  Reagan  can  more 
than  hold  his  own  on  the  issues. 

GO  BACK  TO  A 
WINNING  FORMULA 

One  reason  Reagan's  verbal  blun- 
ders have  been  so  costly  is  that  he  has 
yet  to  pursue  effectively  the  themes 
that  won  him  the  nomination  and 
that  he  so  eloquently  put  forth  in  his 
acceptance  address.  Reagan's  basic 
message  was  that  he  had  new  ideas  to 
restore  economic  growth,  or  as  he  put 
it,  "Jobs,  jobs,  jobs." 

After  the  Iowa  caucuses,  Reagan 
was  trailing  George  Bush  in  the  criti- 
cal New  Hampshire  primary.  That 
was  when  the  governor  began  stress- 
ing economic  growth  while  Bush  was 
talking  only  of  his  own  momentum. 
Here,  for  example,  is  the  text  of  an  ad 
first  used  in  New  Hampshire: 

Voice:  "Ronald  Reagan  thinks  that 
when  you  tax  something,  you  get  less 
of  it.  We're  taxing  work,  savings  and 
investment  like  never  before.  As  a 
result,  we're  getting  less  work,  less 
saved  and  less  invested." 

Reagan:  "I  didn't  always  agree 
with  President  Kennedy,  but  when 
his  30%  tax  cut  became  law,  the  econ- 
omy did  so  well  that  every  group  in 
the  country  came  out  ahead.  Even  the 
government  gained  $54  billion  in  un- 
expected revenues.  If  I  become  Presi- 
dent, we're  going  to  try  that  again." 


Where  such  themes  were  stressed — 
New  Hampshire,  Florida,  Illinois — the 
governor  overwhelmed  his  opponents 
and  did  so  with  heavy  support  from 
blue-collar  workers.  Where  he  did 
not — Pennsylvania  and  Michigan — he 
fared  badly. 

What  a  contrast  Reagan's  primary 
ads  make  to  his  current  television 
commericals — totally  bland,  full  of  in- 
nocuous cliches.  And  when  the 
Democrats  attacked  the  tax-cutting 
Kemp-Roth  bill,  Reagan  retreated. 

There  is  profound  disillusionment 
with  current  economic — not  to  men- 
tion military — policies,  but  Reagan 
hasn't  been  exploiting  this  mood  the 
way  he  did  earlier  this  year. 

The  GOP  candidate  should  portray 
Carter  as  the  man  who  has  given  us 
the  biggest  peacetime  tax  hikes  in 
history,  as  the  man  who  let  our  de- 
fense capability  wither  away.  Reagan 
should  be  picturing  himself  as  a  Presi- 
dent who  would  once  again  make  it 
worthwhile  to  work  hard,  to  invest,  to 
innovate,  and  as  a  leader  who  would 
restore  our  dilapidated  military  ma- 
chine. He  should  emphasize  that,  un- 
like Carter  and  Anderson,  he  looks 
upon  the  American  people  as  the  an- 
swer to  our  problems,  rather  than  be- 
ing the  problem  itself. 

A  good  place  for  the  Republican 
candidate  to  emphasize  these  themes 
is  in  a  debate  with  Jimmy  Carter. 
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Other  Comments 

Often  comments  b\  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  miru/.-MSF 


Whose  Button  Finger? 

The  Carter  team  tries  to  frighten  us  by 
asking  whether  we  would  rather  have 
Jimmy  Carter  or  Ronald  Reagan  with  his 
hand  on  "the  button."  But  the  question 
is  deceptive,  because  with  the  Carter 
policy  it  will  soon  be  only  Leonid  Brezh- 
nev who  will  have  his  hand  on  the  but- 
ton. As  between  Reagan  and  Brezhnev, 
most  Americans  would  surely  prefer  Rea- 
gan, although  there  may  be  dissents  from 
some  quarters  of  our  State  Department. 
The  "fear"  of  Reagan  which  his  opposi- 
tion is  trying  to  create  is  really  fear  that 
America  will  be  too  powerful.  That  fear 
is  groundless.  The  peace  of  the  world  was 
most  secure  when  America  was  most 
powerful. 

— Herbert  Stein,  former  chairman, 
Council  of  Economic  Advisers, 
Wall  Street  Journal 

Army  Marches  Backward 

The  Army's  decision  to  ban  distinc- 
tive headgear  for  soldiers,  other  than 
Green  Berets  and  a  few  Ranger  units, 
marches  backward  toward  a  drab  past. 
Why? 

— New  York  Times 

Good  Stock 

Barbara  Hutton  was  very  fond  of  Mar- 
jorie  Post,  her  aunt-by-marriage,  and 
would  visit  her  frequently.  Once,  curled 
up  at  the  foot  of  her  aunt's  bed,  Barbara 
was  bemoaning  her  seven  failed  mar- 
riages. "You've  had  too  many  husbands, 
Barbara,"  Mrs.  Post  snapped.  "You  must 
be  doing  something  wrong.  You  should 
try  rotating  the  hips."  After  a  moment, 
Barbara  groaned,  "You  are  older  than  I 
am;  why  is  it  you're  so  much  stronger?" 
Without  a  pause  Mrs.  Post  replied,  "Pio- 
neer stock,  dearie,  pioneer  stock." 

— Heiress,  William  Wright 

Proper  Perspective 

"Today  the  first  mate  was  drunk,"  the 
sea  captain  wrote  in  the  ship's  log,  and 
he  refused  to  listen  to  the  mate's  plead- 
ing to  erase  the  entry.  The  following 
week,  it  was  the  first  mate's  turn  to  keep 
the  log.  His  first  entry:  "Today  the  cap- 
tain was  sober."  What  antinuclear  cru- 
saders are  telling  you  when  they  say  that 
nuclear  power  is  dangerous  is  that  the 
captain  was  sober  today.  It  is  the  truth, 
but  not  the  whole  truth.  Nuclear  power  is 
not  as  dangerous  as  any  of  the  other 
sources  of  electricity  we  are  now  using. 

There  are  five  hydroelectric  dams  in 


the  U.S.  that  could  cause  tens  of  thou- 
sands of  deaths  each  if  they  were  to  fail; 
there  is  no  credible  nuclear  accident  that 
would  produce  so  large  a  death  toll.  .  .  . 
The  radiation  level  of  elements  [from 
coal  and  other  fossil  fuels]  is  up  to  50 
times  higher  than  that  of  the  radioactive 
elements  produced  by  a  nuclear 
plant.  .  .  .  Nuclear  power,  per  billion 
megawatt-hours,  costs  less  in  deaths,  in- 
juries, diseases  and  even  environmental 
impact  than  any  other  way  of  generating 
electricity  yet  invented. 

— Petr  Beckmann,  GEO 

Unnatural  Gas 

Among  all  the  fancy  mechanical  pro- 
cessors being  built  to  turn  garbage  into 
energy,  one  idea  stands  out  as  a  model  of 
simplicity.  A  longstanding  problem  with 
landfill  dumping  has  been  a  natural  fer- 
mentation process  that  turns  buried  gar- 
bage into  smelly  methane  gas.  The  gas 
also  sometimes  migrates  through  the 
ground,  polluting  nearby  acreage.  The 
Azusa  Land  Reclamation  Co.  in  Califor- 
nia was  the  first  to  turn  this  nuisance 
into  an  asset.  The  company  drilled  wells 
in  a  landfill  and  now  sells  three-quarters 
of  a  million  cubic  feet  a  day  of  unnatural 
gas  to  nearby  Reichhold  Chemical  Co., 
which  uses  the  gas  as  a  boiler  fuel.  It 
won't  work  everywhere.  The  landfill 
must  be  at  least  40  feet  deep,  with  at 


Sometimes  when  I  look  at  c 
my  children,  I  say  to  myse 
"Lillian,  you  should  ha 
stayed  a  virgin," 

— Miz  Lillian,  mother  of  Jimmy,  Bi 
Gloria  and  Ruth,  in  Tt 


Perfection  Not  Personif ie< 

Voters  in  South  Carolina  have  recei\ 
a  warning  from  Senator  Ernest  Hollu 
to  be  skeptical  of  ratings  of  lawmak 
made  by  special-interest  groups.  Exa 
pie  cited:  A  religious  group  gave  a  perfi 
score  of  100  on  its  "morality  index"  t 
congressman  indicted  in  the  FBI's  A 
cam  operation. 

— U.S.  News  e)  World  Rep* 

A  Copenhagen  Jigger 

Here's  a  Copenhagen  story  that  coi 
bines  truth  and  aphorism.  In  this  c 
where  spirits  cost  $30  a  bottle,  an  Amt 
can  asked  for  a  Scotch  and  was  serv 
the  3-centiliter  shot  decreed  by  the  go 
ernment.  He  swallowed  the  thimble 
and  said,  "Yeah,  that  brand  will  di 
(That's  the  end  of  the  story,  but  there" 
postscript:  "That  will  be  $4,  sir.") 

— Realh 


The  Item  (Lynn,  Mass.) — In  case  you're  wondering  what  Reggie  /ackson's  readir 
it's  not  Sports  Illustrated  That's  the  business  magazine  Forbes  he's  scrutinizi. 
and,  with  his  bucks,  that  makes  a  lot  more  sense.  upi  p" 
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FINALLY, 


BUSINESSWARE 

Hardware,  software,  and  business  expertise 
combined  to  help  meet  your  toughest  problems. 


J.ut  simply, 
Businessware  is  every- 
thing we've  learned  in 
25  years  of  solving  prob- 
lems for  Business. 

It's  technology:  Level 
6  small  computer  sys- 
tems, powerful  software, 
communications. 

And  it's  people.  People 
who  speak  the  language 
of  business. 

People  with  the  expe- 
rience, perspective,  and 
ingenuity  to  solve  busi- 
ness problems. 

Businessware  is 
exactly  what  managers 
need  most  today.  People 
who  can  understand  the 
real  challenges  of  busi- 
ness, and  who  have 
the  tools  to  meet  these 
challenges. 

Special  questions, 
special  answers. 

For  example,  if  your  problems 
lie  in  the  area  of  transaction 
processing,  Businessware  is  a 
likely  answer. 

TPS-6,  our  interactive 
real-time  transaction  process- 
ing system  may  well  be  unsur- 


passed in  maintaining  accurate 
information,  moment  by 
moment,  throughout  complex 
organizations. 

More  and  better  informa- 
tion is  the  very  crux  of 
Businessware. 

Honeywell  people  can  help 
you  work  out  an  approach  that 
will  provide  the  computer  power 
you  need.  When  you  need  it. 
Where  you  need  it.  Whether 
your  system  is  interactive, 
distributed,  or  centralized. 


Experience  tells. 

When  you  buy  the 
problem-solving  capabili- 
ties of  Businessware, 
you're  making  a  sound 
investment. 

We  recently  shipped 
the  10,000th  Level  6. 
Impressive  when  you 
consider  this  family  of 
computers  wTas  intro- 
duced just  over  four 
years  ago. 

Modular  and  multi- 
functional, these  easy- 
to-use  systems  have 
brought  information  con- 
trol to  businesses 
throughout  the  world. 

They  work  hard 
and  well. 

And  so  do  the  people 
behind  them. 
Which  is  why  Business- 
ware  will  be  solving  business 
problems  for  a  long  time 
to  come. 

For  more  information  on 
Businessware  and  Level  6 
computers,  write  Honeywell, 
200  Smith  Street  (MS  486), 
Waltham,  Massachusetts  02154. 


Honeywell 


It  takes  a  microscope  to  best  see  our  cost 
saver — a  thin  adhesive  coat  on  Bondeze "  -M  mag- 
net wire  that  bonds  the  wire  turns  together  in  elec- 
tric motor  windings.  But  the  savings  it  offers  users 
are  anything  but  microscopic. 

With  bondable  magnet  wire,  motor  manufac- 
turers can  eliminate  tying,  varnishing,  baking,  and 
cleaning  processes — for  major  savings  in  equip- 
ment, energy  and  labor  costs.  Or  totally  automate 
from  winding  through  testing,  for  even  greater 
savings. 


Yet,  magnet  wire  is  only  one  example  of  how 
Phelps  Dodge  has  helped  to  bring  costs  down. 
Savings-minded  manufacturers  also  look  to 
Phelps  Dodge  for  Higher-Performance  Power 
Cable.  Rugged  industrial  valves.  Bronze  castings. 
And  custom  copper  shapes. 

All  in  all,  each  year,  we  transform  about  a  bil- 
lion pounds  of  copper  into  modern,  useful  prod- 
ucts for  every  industry.  That's  because  people 
who  depend  on  copper  depend  on  us.  Phelps 
Dodge — the  time-tested  name  in  copper. 


The  firm  bond  that  can  be  obtained  between  motor  windings  using  Bondeze-M  magnet  wire  is  shown  highly  magnified  on  a  TV  screen. 


300  Park  Avenue.  New  York.  New  York  10022 


The  copper  people  from 
Phelps  Dodge 


The  Polo:  a  water-resistant  quartz  Piaget. 
132  grams  of  18K  gold  carved 
link-by-link  into  the  most  dynamic 
sports  watch  ever  made. 

Designed  to  accommodate 
the  most  diverse  lifestyle. 

Shock-resistant.  Water-resistant  to 
three  atmospheres.  You  can  go 
through  the  day  and  night  never 
having  to  take  it  off  your  wrist. 

Styling  and  ruggedness  only 
Piaget  could  combine. 

Rugged  yet  distinctly  elegant  is 
the  uniqueness  of  the  Polo.  On 
your  wrist,  it  is  one  continuous 
flow- bracelet  to  <  ase  to  bracelet. 

18  karat  gold  bracelet  down 
to  the  smallest  screw. 
Each  link,  carved  from  a  solid 

PiageI 

For  information  write  Piaget.  Dept.  FB.  650  Fittti  Ave..  N  Y  10019  or  444  Bnckell  Ave  .  Miami.  Fla  33131  or  9465  VVilshire  Blvd..  Beverly  Hills.  Ca  90212  or  2  Bloor  St  E  Toronto.  Ontario  M4W1  AS  Canada. 


/  at  h  link  of  the  bracelet  is  handcarved  from  a  solid 
block  oflSKgold.  And  individually  attached  by  a  tiny 
gold  screw.  The  result  is  a  new  dimension  in  flexibility 


block  of  18K  gold,  is  individually  at- 
tached by  tiny  gold  screws.  Piaget 
has  achieved  a  new  dimension  in 
beauty  and  flexibility. 

Impeccable  accuracy  is 
inherent  in  a  Piaget. 

The  Polo's  electronic  quartz  move- 
ment is  completely  hand-crafted  in 
Switzerland,  accurate  to  within  30 
seconds  a  year.  And  never  needs 
winding.  You  simply  replace  the 
battery  every  two  years. 

The  Polo.  For  the  man  who 
deserves  the  most  expensive  watch 
in  the  world:  a  Piaget. 


Forbes 


Will  the  Dow  hit  a  new  high?  Does  it  really 
natter?  The  broadest  index  of  all  says  weve 
een  in  a  classic  hull  market  since  August 19 79- 

The  least-heralded 
bull  market 
in  history 


«ww  ill  the  Dow  Jones  industrial 
!|IMf    average  finally  break  out  of  the 
WW    range  where  it  has  been  con- 
ned for  15  frustrating  years?  At  least  six 
mes  in  that  decade  and  a  half  the  Dow 
ssaulted  the  1000  mark  only  to  back 
way  each  time  (it  poked  through  briefly 
1972-73  and  again  in  1976  but  soon 
ambled  back).  If  and  when  the  Dow 
nally  goes  through  the  1000  mark  and 
jtays  there,  you  can  be  sure  the  anchor- 
Ten  and  the  headline  writers  will  make 
luch  of  the  event.  "Market  smashes  to 
ew  high!"  Screamers  like  that. 
In  this  case,  the  anchormen  and  the 
eadline  writers  will  be  more  than  a 
ear  behind  the  event.  The  fact  is  that 
iie  stock  market  smashed  through  to  a 
ew  high  in  August  of  1979  and  scarcely 
aybody  noticed.  Yet,  in  classic  Dow 
;ieory  terms,  that  signaled  the  start  of  a 
;al  bull  market.  The  stock  market  re- 
eated  this  spring,  recovered  and  drove 
b  another  new  high  last  month.  In  all, 
ilie  market  is  up  20% — nearly  $200  bil- 


lion— since  the  new  year  dawned. 

Why  has  this  powerful  bull  market 
only  lately  attracted  notice?  In  good  part 
because  the  standard  yardsticks  are  obso- 
lete and  unrepresentative  of  what  is  real- 
ly going  on  in  the  stock  market.  While  it 
has  not  yet  attracted  anything  like  the 
attention  it  deserves,  there  is  now  a  far 
better  yardstick  than  the  DJI  or  the 
S&P's  500.  It's  the  Wilshire  Equity  In- 
dex. Actually,  it  isn't  an  index  at  all:  It's 
almost  the  entire  stock  market. 

Using  computers,  Wilshire  Associates 
of  Los  Angeles  adds  up  the  total  market 
value  of  5,000  common  stocks — every 
U.S.  stock  on  which  daily  trading  data  is 
available.  The  30  stocks  in  the  Dow 
Jones  industrial  average  have  a  combined 
market  value  of  about  $226  billion;  the 
Dow  thus  represents  only  about  one-fifth 
of  the  total  stock  market  universe.  The 
broader  Standard  &.  Poor's  500  stock  in- 
dex represents  about  68%  of  the  uni- 
verse. The  Wilshire  is  virtually  the  whole 
shooting  match. 


The  Wilshire  index  ended  1979  at 
1059 — over  $1  trillion.  In  August  of  that 
year  it  had  broken  its  old  record,  set  in 
late  1972.  By  May  of  this  year  it  had 
surpassed  its  1979  high  of  1060  and  driv- 
en on  to  a  series  of  new  highs,  the  latest 
being  1287  on  Sept.  19,  1980. 

In  dollar  terms  the  current  bull  market, 
as  measured  by  Wilshire,  is  probably  the 
greatest  in  history.  Since  it  hit  bottom  in 
September-  1974  at  529,  the  Wilshire  has 
gained  143%,  adding  more  than  $750 
billion  to  the  wealth  of  holders  of  U.S. 
stocks.  That's  almost  enough  to  pay  off 
the  national  debt.  This  year  alone  the 
Wilshire  index  is  up  21.5%  and  divi- 
dends add  another  3.5%  to  the  return. 

Other  broad  indices  confirm  this:  The 
American  Stock  Exchange  index  is  up 
40%  this  year.  The  New  York  Stock  Ex- 
change index  is  up  22%.  The  Dow  Jones 
transportation  index  is  up  better  than 
35%.  Only  the  Dow  industrials  have 
lagged,  up  a  relatively  puny  15%  and  still 
nearly  75  points  beneath  the  old  Decem- 
ber 1972  high. 

It's  been  one  beautiful  bull  market — no 
matter  what  the  DJI  says. 

The  Dow  Jones  industrial  average  was 
created  in  1884  by  Charles  H.  Dow,  an 
editor  at  the  Wall  Street  Journal .  The  Wil- 
shire index,  by  contrast,  dates  only  to 
1974.  It  was  the  brainchild  of  Dennis 
Tito,  now  president  of  Los  Angeles'  Wil- 
shire Associates,  a  small  firm  of  consul- 
tants to  pension  plans  and  institutional 
investors.  The  Wilshire  people  were 
looking  for  a  standard  against  which  to 
measure  investment  performance.  The 
accepted  yardsticks  were  the  DJI  and  the 
Standard  &  Poor's  500  stock  index,  but  it 
was  increasingly  clear  that,  while  both 
were  handy,  neither  was  representative 
of  the  market  as  a  whole  or  of  the  real 
experience  of  investors.  Between  mid- 
1970  and  1973,  for  example,  the  big  aver- 


What  the  "total  universe"  is  saying 

he  Wilshire  index  of  5,000  common  stocks — virtually  every 
ock  on  which  there  is  daily  data — is  at  a  new  high,  well  over 

$1  trillion.  The  Dow  Jones  industrials — 30  stocks  representing 
one-fifth  of  that  universe — is  still  below  its  peak. 
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ages  were  doing  well  and  both  hit  new 
highs,  but  most  stocks  were  lagging  and 
investors  were  becoming  disillusioned 
with  the  market.  The  DJI  was  saying 
"bull"  but  most  stocks  were  saying 
"bear." 

Two  things  made  the  Wilshire  index 
possible.  One  was  the  widespread  use  of 
computers.  The  other  was  the  creation  of 
NASDAQ — the  National  Association  of 
Securities  Dealers'  Quotations  Bureau — 
which  made  available  reliable  price  data 
on  thousands  of  over-the-counter  stocks. 
The  Wilshire  is  a  computer-age  index, 
the  DJI  a  pencil-and-eyeshade-era  index. 

The  big  question,  of  course,  is:  Why 
has  the  Wilshire  so  handily  outper- 
formed the  DJI  in  recent  years?  Nobody 
knows,  but  some  intelligent  guesses  are 
possible. 

In  the  early  Seventies,  the  big  institu- 
tions were  drunk  on  the  one-decision 
growth  stock  theory  and  frightened  by 


By  Ben  Weberman 

Owen  Carney  is  director  of  the 
investment  securities  division  of 
the  Comptroller  of  the  Currency, 
but  he's  still  a  bank  examiner  at  heart. 
And  from  his  perch  in  Washington  this 
bank  examiner  has  concluded  that  many 
of  the  nation's  financial  institutions  are 
in  the  process  of  digging  themselves  into 
a  hole  that  could  bring  on  huge  new 
losses,  possibly  even  failures. 

"Most  banks  are  run  by  loan  officers 
who  learned  all  there  is  to  know  about 
credit  judgment,"  says  Carney,  "but  are 
uninformed  about  the  short-  and  long- 
term  fixed-income  securities  markets." 
The  trouble  is,  in  a  world  where  basic 
interest  rates — and  therefore  the  values 
of  the  securities — can  fluctuate  madly 
from  1 1  %  to  20% ,  and  where  banks  are 
testing  the  untried  waters  of  deregula- 
tion, there  is  little  room  for  the  unin- 
formed. Too  many  chances  for  misstep. 
Carney,  37,  learns  of  potential  prob- 


ERISA.  The  Employee  Retirement  In- 
vestment Security  Act,  in  theory,  made 
them  legally  liable  for  imprudent  losses 
and  encouraged  timidity.  What  safer 
course  than  to  stick  to  the  big  tried-and- 
true  conventional  growth  stocks?  So  the 
institutions  loaded  up  on  the  big  stocks 
and  shunned  both  the  great  middle  mass 
(where  the  big  dollars  are)  and  the  bot- 
tom tier  (where  the  fast  growth  occurs). 
The  market  punished  the  institutions  by 
almost  destroying  the  Dow-type  stocks. 
Then  the  big-money  boys  discovered 
bonds.  Why  gamble  on  stocks,  they  rea- 
soned, when  bonds  yielded  8%  and 
more?  That  supposed  sanctuary  was  de- 
stroyed when  Federal  Reserve  Chairman 
Paul  Volcker  drove  interest  rates  to  un- 
heard-of levels  and  nearly  wrecked  the 
bond  market.  Now  chastened,  the  big 
money  is  spreading  throughout  the 
whole  universe  of  stocks,  which  keeps 
moving  up  while  the  big  Dow-type 


lems  through  his  army  of  2,600  examin- 
ers who  pore  over  the  books  of  more 
than  4,000  national  banks.  "A  bank  ex- 
aminer's task  is  not  to  find  problems, 
because  when  you  find  problems  it's  too 
late,"  he  says.  "The  ideal  examiner  tries 
to  focus  on  the  causes  for  potential  prob- 
lems before  they  happen.  To  do  that  you 
have  to  operate  on  the  assumption  that 
the  worst  case  is  possible." 

Okay,  so  now  that  the  20%  prime  has 
made  believers  of  us  all,  what  happens  if 
Volcker  gets  tough  again  and  the  federal 
funds  rate  goes  to  30% — or  to  8%  ? 

The  securities  problems  Carney  sees 
are  the  classic  ones  for  bankers:  trying  to 
match  assets  and  liabilities  for  both  in- 
terest rate  and  maturity — but  compound- 
ed by  the  fact  that  both  sides  of  the 
ledger  are  increasingly  free  to  bounce  up 
and  down  in  very  big  jumps  with  little  or 
no  warning. 

"For  example,"  says  Carney,  "money 
center  bankers  consider  their  portfolios 
of  short-term  paper,  T-bills  and  money 


stocks  sit  relatively  neglected. 

What  really  matters  is  that  the  Wilsj 
index  tends  to  restore  stocks  to  respj 
ability  as  a  hedge  against  inflation.  ] 
index  has  been  figured  back  to  late  15 
since  then  it  has  increased  in  value  ab 
56%;  with  dividends  added  back  it 
nearly  kept  up  with  inflation.  Not  so 
DJI.  The  total  return  for  the  Wilsl 
stocks  last  year — dividends  plus  price 
preciation — was  22.5% ;  in  1978  it 
9.3%.  So  far  this  year  it  has  been  1 8.6*^ 
could  well  be  that  by  the  time  the 
signals  a  new  bull  market  by  breachinjl 
old  record,  the  party  will  be  over. 

At  any  rate,  if  you  really  want  to  kr 
what  the  market  is  doing,  forget  the 
and  watch  the  Wilshire  Equity  Inc 
Unfortunately,  you  can't  do  that  o 
daily  basis.  As  yet,  the  Wilshire  inde 
calculated  only  once  a  week.  But  a 
comes  into  wider  use  that  rl 
change.  ■ 


market  instruments  to  be  a  ready,  <l 
store  of  liquidity.  But,  you  get  an  eiflB 
point  move  in  the  prime  in  a  I 
weeks — as  we  have  had — and  the  cos  I 
your  money  going  up  ]ust  as  fast,  and  'I 
can  have  a  negative  yield  spread  in  e* 
the  most  liquid  money  market  insl 
ments,  forcing  you  to  hold  to  maturity 
prevent  loss."  At  times  like  last  spri 
in  other  words,  "short  term"  takes  o 
whole    new    meaning — months, 
years;  days,  not  weeks. 

Even  worse,  most  bankers  have  trs 
tionally  looked  on  all  their  securities 
vestments  as  a  source  of  liquidity.  Sho 
loan  demand  grow  unexpectedly,  tl 
could  sell  them  for  cash  to  make  loa 
But  "how  liquid  is  any  long-term  seci 
ty  when  the  prime  rate  is  20%  and 
price  is  sorely  depressed?"  Carney  as 
"Sure,  the  bank  can  sell,  at>a  price,  bu 
can't  sell  many  securities  at  a  substani 
loss  and  stay  in  business,  even  if  its  b 
rowers  are  begging,  are  desperate  to  j 
20%,  25%  or  more." 

"Purchasing"  liquidity  by  attract  I 
deposits  with  significantly  higher  int  I 
est  than  prevails  in  the  market  only  c  I 
ries  added  risk.  It  draws  hot  money! 
best,  and  the  purchaser  is  voluntar 
narrowing  his  spread.  Moreover,  Carr 
adds,  "purchased  liquidity  is  availa 
only  while  a  financial  institution  1 
earnings.  Let  the  asset  side  start  to  yi< 
less  than  the  overall  cost  of  liabilities  a 
the  smart  money  pulls  out.  It's  as  sim] 
as  that. "  In  other  words,  let  interest  ra 
get  even  higher  after  you've  added  fl 
money  assets,  and  you  can  suddenly  I 
in  very  big  trouble. 

There's  more.  Even  a  prudent  ban!  I 
who  is  striving  virtuously  to  mat  I 
fixed-rate  loans  with  funding  liabilit  I 
maturing  at  about  the  same  time — 1 1 
essence  of  "asset-liability  manaj  I 
ment" — can  trip  himself  up  because  1 1 


Even  those  "safe'  short-term  investments  and 
deposits  may  be  the  next  source  of  big  losses 
for  the  banks. 

"Assume  that 
the  worst  case 
is  possible" 
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wen  Carney,  director  of  investment  securities  division  of  the  Comptroller  of  Currency 
eware  of 'flakes"  seeking  refuge  in  really  sophisticated,  stuff. 


ssumptions  he's  acting  on  are  no  longer 
ilid.  The  positive  spread  between  asset 
iid  liability  he  believes  he  has  locked  in 
nn  sometimes  evaporate. 
[  "In  a  practical  sense,  there  is  such  a 
[ting  as  a  fixed-rate  loan  on  the  way  up," 
^knowledges  Carney.  "But  on  the  way 
)wn,  the  thesis  doesn't  hold.  You  can't 
icpect  to  book  a  17%,  four-year  loan  and 
Dt  have  it  renegotiated  if  the  prime  falls 
b  12%.  If  you  won't  do  it  that  bank 
;;ross  the  street  will." 
Actually,  fooling  with  long-term  stuff 
aring  rapid-rate  fluctuations  can  get  a 
inker  burnt  whether  the  rates  are  rising 
'  falling.  Falling  interest  rates  proved 
)stly  earlier  this  year  to  banks  that  at- 
lacted  large  amounts  of  cash  through 
xed-rate,  2Vi-year  savings  certificates 
id  six-month  savings  certificates.  Be- 
ire  they  could  get  the  funds  out  the 
)or,  rates  plunged  from  the  upper  teens 
|  10%  and  less.  It  was  simply  not  possi- 
e  to  generate  a  profit  from  the  savings 
i  flow.  And  since  August,  rising  rates 
|ive  hit  those  banks  that,  contrariwise, 
mped  into  the  long-term  market  during 
Le  summer  and  purchased  long-term, 
ised-rate  investments. 
One  reaction  to  such  troubles  is  a  gen- 
ial rush  away  from  longer-term  com- 
i  itments.  Carney:  "The  smart  money  is 
tting  in  on  investments  for  no  longer 
an  five  years — with  concentration  at 
we  years  at  one  end  and  large  amounts 
i  one  year  or  less.  The  pattern  resembles 
dumbbell. 

"They  are  'interest  sensitizing'  the  as- 
|t  side  of  their  balance  sheets.  That  is, 
■  ey  are  trying  to  match  assets  by  inter- 

t  rate  and  maturity  to  liabilities. 

"The  problem  is  that  as  more  money 


shifts  down  to  five  years,  even  to  two 
years  and  less,  longer  maturities  are  ig- 
nored. Short-term  rates  come  down  and 
long-term  rates  rise.  The  high  long-term 
yields  begin  to  appear  attractive  against 
skimpy  returns  on  money  market  instru- 
ments. Vows  to  remain  invested  at  short 
term  are  forgotten.  The  portfolio  man- 
ager reaches  to  pin  down  long-term 
yields.  As  this  is  taking  place,  the  yield 
curve  begins  to  change  shape  again. 
Short  rates  rise  and  narrow  the  spread 
between  short  and  long,  which  is  not 
comforting  when  the  cost  of  liabilities — 
especially  deposits — will  be  changing 
more  frequently  and  significantly  as 
bank  deregulation  develops. 

"Soon,"  expounds  Carney,  "the  long 
rates  look  so  attractive  that  the  'prudent' 
investment  is  abandoned  for  the  gener- 
ous return  of  the  longer-term  maturi- 
ties." In  other  words,  he  expects  the  re- 
sult of  their  excessive  rush  in  one  direc- 
tion to  tempt  them  back  to  the  opposite 
folly,  and  buy  long-term  with  the 
shorter-term  liabilities  again. 

Let  short-term  rates  take  another 
runup  like  they  did  in  the  first  quarter 
and  the  bankers  will  shortly  find  them- 
selves rolling  over  their  deregulated 
short-term  liabilities  into  negative 
spreads  again. 

So  much  for  the  "smart  money."  But 
when  they  seek  refuge  in  the  really  so- 
phisticated stuff,  then  Carney  gets  wor- 
ried. For  instance,  he  thinks  both  banks 
and  corporations  may  well  get  into  trou- 
ble with  repurchase  agreements,  or  RPs, 
as  they  are  called,  because  they  don't 
understand  fully  the  legal  complexities. 
An  RP  is  two  simultaneous  transactions: 
A  holder  of  nice,  safe  U.S.  government 


securities  "sells"  them  to  someone  with 
cash  and  commits  himself  to  "buy  back" 
later  and  at  a  higher  price.  The  difference 
in  price  represents  interest  to  the  institu- 
tions with  cash.  So  many  players  have 
gotten  into  this  game  in  the  past  few 
years  that  Carney  feels  certain  there  are 
many  "flakes"  in  it. 

Everyone  seems  to  assume  that  be- 
cause federal  securities  are  involved,  the 
deals  are  risk  free,  but  not  necessarily. 
First,  GNMA  and  Federal  Home  Loan 
Bank  Mortgage  Corp.  securities,  unlike 
Treasury  stuff,  cannot  be  transferred 
easily  and  have  widely  fluctuating  values. 
Second,  if  one  of  the  firms  fails,  the  other 
can  have  real  problems.  The  failed  lender 
cannot  "sell  back"  his  securities,  and  if 
interest  rates  have  climbed  in  the  inter- 
im, the  collateral  will  have  declined  in 
value.  Or,  if  the  borrower  fails,  the  lender 
may  find  himself  obligated  to  stand  far 
back  in  line  among  other  creditors  when 
trying  to  get  their  cash  back. 

"A  whole  new  body  of  law  is  going  to 
be  written  in  the  courts  about  RPs,"  con- 
cludes Carney. 

It  wasn't  until  1975  that  the  Comptrol- 
ler's office  started  to  take  on  the  invest- 
ment securities  side  of  banking  on  as  a 
subject  of  deep  and  concerned  study.  Until 
then,  examiners  would  judge  the  quality  of 
tax-exempt  bonds  as  all  right,  but  then 
tend  to  give  everything  else  high  marks. 
No  longer.  "Today, "says  Carney,  "I spend 
about  25%  of  my  time  on  the  road  training 
examiners  to  look  at  and  judge  exotic 
investments  instead  of  just  the  loan  port- 
folio. Once  people  are  trained  to  look  for 
securities  problems  they  find  them." 

Carney  got  a  national  reputation 
among  bankers  as  a  hard-nosed  s.o.b.  in 


1RBES,  OCTOBER  13,  1980 


39 


1977,  when  he  warned  the  banking  in- 
dustry to  adopt  strict  accounting  stan- 
dards to  cover  their  exposure  to  losses 
from  contracts  for  forward  delivery  of 
GNMA  mortgage-pool  certificates.  The 
contracts  obligated  banks  to  buy  the 
mortgage-backed  securities  at  a  specified 
date  and  price.  He  recalled  the  1973-74 
experience  when  mortgage  rates  rose 
from  7!/2%  to  10%,  and  the  market  value 
of  the  securities  plunged. 

Carney  told  banks  they  had  to  report 
the  losses  when  the  contract  date  ar- 
rived, and  the  cash  had  to  be  handed 


over,  not  hide  them  by  amortizing  them 
over  the  30-year  life  of  the  underlying 
mortgages  as  the  banks  were  doing. 

Only  after  general  turmoil  and  conster- 
nation, when  many  dealers  failed  be- 
cause of  rising  rates  and  falling  values, 
did  Carney's  view  finally  take  hold. 

So  if  Carney  seems  unduly  pessimistic 
about  the  perspicacity  of  at  least  some 
banks  in  handling  the  difficult  and  uncer- 
tain future  that  appears  to  lie  ahead  for 
their  securities  portfolios,  give  him  this: 
His  view  is  certainly  based  on  hard,  prac- 
tical experience.  He's  been  there.  ■ 


What  do  you  do  when  the  success  of  your 
product  prices  it  out  of  the  market?  South 
Africa's  answer  for  its  world-heating  Kruger- 
rand:  Cut  the  size  and  raise  the  price. 


Let  them 
hold  gold 


By  Lawrence  Minard 


FROM  THE  NARROW  STANDPOINT  of 
South  Africa's  gold  reserves,  there 
was  a  gratifying  amount  of  bad 
news  around  the  world  last  month: 
"war"  between  Iraq  and  Iran,  OPEC  cut- 
ting production,  the  U.S.S.R.  making 
noises  on  the  Polish  border.  Gold  natu- 
rally surged  on  the  resulting  anxiety,  to 
$715  an  ounce. 

Gold's  price  surge,  however,  was  itself 
bad  news.  How  so?  Because  every  time 
the  metal's  price  rises,  South  Africa's 
Chamber  of  Mines  finds  it  all  the  more 
difficult  to  move  its  enormously  success- 
ful retail  product,  the  1 -ounce  gold  Kru- 
gerrand.  Since  the  coin  was  first  intro- 
duced in  1967,  international  Gold  Corp., 
the  Chamber  of  Mines'  marketing  arm, 
has  sold  over  29  million  Krugerrands 
worth  over  $20  billion  at  current  prices — 
obviously  playing  a  inajor  role  in  keeping 
South  Africa's  economy  afloat. 

But  with  gold  at  ^00  an  ounce,  cus- 
tomers are  becoming  scarce.  In  volume 
terms,  Krugerrand  sales  dropped  around 
18%  last  year,  to  4.9  million  coins.  Sales 
for  the  first  eight  months  of  1980  came 
to  only  1.6  million  units.  Thanks  in  part 
to  gold's  price  rise  (and  in  part  to  aggres- 
sive Canadian  and  Mexican  gold-coin 
marketing  schemes),  South  Africa's 
share  of  the  world's  bullion  coin  market 


has  dropped  from  around  75%  in  1978  to 
60%  today.  As  Chamber  of  Mines'  Vice 
President  L.W.P.  van  den  Bosch  put  it  for 
a  group  of  gold  traders  and  dealers  in 
London  late  last  month: 

"It  is  the  view  of  Intergold  [i.e.,  Inter- 
national Gold  Corp.]  that  there  are  great 
numbers  of  potential  Krugerrand  buyers 
for  whom  the  price  of  a  1 -ounce  unit  is 
too  high."  It  is  the  middle  classes,  van 
den  Bosch  said,  who  especially  need 
hedges  against  inflation.  "Accordingly," 
he  announced,  "Intergold  now  wishes  to 
place  gold  ownership  once  more  within 
the  reach  of  these  people." 

To  do  that,  van  den  Bosch  is  acting 
like  a  lot  of  other  merchants  would  with 
a  price  problem.  He  is  adding  smaller 
Krugerrands  to  his  product  line  and  rais- 
ing his  margins  on  them.  Effective  im- 
mediately, South  Africa  will  sell  four 
Krugerrands:  the  original  1 -ounce  coin, 
plus  a  half-ounce,  quarter-ounce  and 
tenth-of-an-ounce  Krugerrand.  Says  van 
den  Bosch:  "It  is  our  belief  that  these 
new,  smaller  Krugerrands  will  make  a 
major  impression  on  the  world  gold  mar- 
ket as  they  will  enable  the  general  popu- 
lace once  again  to  afford  to  buy  and  own 
a  piece  of  gold." 

One  clear  impression  is  that  "the  gen- 
eral populace"  will  pay  heavily  for  the 
privilege.  Here's  why: 

South  Africa  sells  Krugerrands  to  dis- 


tributors at  gold's  going  price,  plus  a  j 
mium.  The  premium  on  the  original 
ounce  coin  remains  3% — stiff,  but  be 
able.  But  premiums  on  the  new  sma 
coins  are  something  else:  5%  and  7%, 
the  half-  and  quarter-ounce  coins  resp 
tively,  and  a  full  9%  on  the  tenth-of- 
ounce  "mini-Kruger"  coin. 

Why  is  the  general  populace  be 
asked  to  pay  as  much  as  three  times 
premium  that  more  affluent  buyers 
charged?  Forbes  put  the  question 
W.K.  Cruikshanks,  International  G 
Corp.'s  thoughtful  young  director  of 
coin  division.  Cruikshanks  offered  t 
reasons:  "From  a  production  standpo 
the  unit  cost  of  production  is  higher 
the  smaller  coins).  .  .  .  For  market 
reasons,  we  don't  want  to  switch  oui 
ounce  coin  users  to  the  smaller  coins, 
want  to  price  our  product  like  any  otf 
The  bigger  the  pack,  the  less  you  pay 
[a  unit  of)  it." 

For  their  part,  London's  bullion  dt 
ers,  the  gold  coin  merchants  who  mi 
much  of  South  Africa's  merchand 
seem  to  be  losing  no  time  building  tr 
own  inflated  commissions  into  the  d 
Krugerrands'  retail  price  structure, 
day  the  new  coins  were  announc 
Forbes  called  a  London  bullion  dealer 
prices  on  the  new  goods.  The  firm's  ir 
cated  prices  and  premiums,  conver 
from  sterling  at  prevailing  rates:  $747 
for  a  1 -ounce  Krugerrand  (premium  o 
gold's  price  that  day:  5.1%);  $391.69 
the  half-ounce  coin  (premium:  9 
$202.66  for  a  quarter-ounce  Krugerr; 
(premium:  15%).  The  price  for 
"mini"  tenth-of-an-ounce  coin, 
salesperson  said,  would  probably 
$96.12— an  unbelievably  lush  33.7%  j 
mium  over  the  coin's  intrinsic  gold  val 
Worked  out  another  way,  ten  tenth-of- 
ounce  Krugerrands  would  cost  a  custor 
over  25%  more  than  1 -ounce  coin  woi 
Such  is  the  pain  of  being  small.  Any  \. 
you  put  it,  dealers  may  be  pocketin 
commission  on  the  smallest  Krugerra 
of  around  20%  after  paying  the  So 
Africans  their  15%  premium. 

Will  the  new  pricing  schedules  back 
on  the  South  Africans?  London's  g 
dealers  think  not.  "In  a  sense,"  confidi 
top  bullion  dealer  at  London  stockbrok 
W.  Greenwell  &  Co.,  "the  South  Afric 
are  robbing  Peter— the  old  1 -ounce  coi: 
to  pay  Paul — the  new  coins.  They  pr 
ably  won't  sell  as  many  of  the  old  Kruj 
rands.  But  I'm  sure  they'll  sell  more, 
by  offering  the  smaller  coins."  The  So 
Africans'  hefty  premiums,  he  adds,  \ 
probably  be  eaten  up  by  Intematio 
Gold  Corp.  's  ambitious  advertising  (he 
line:  "Solid  Gold  Krugerrands  Are  S 
denly  Within  Everyone's  Reach") 
general  overhead.  "I  have  always  viev 
the  Krugerrand  as  nothing  more  than 
South  African  government  selling  g 
bullion  at  gold  bullion  prices  but  i: 
different  form."  ■ 
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nflation  and  a  brutal  office-space  shortage 
tay  add  up  to  a  new  real  estate  phenom- 
enon— the  office  condominium.  But  you  bet- 
rr  look  before  you  bite. 

Buy,  don't  rent? 


idauer  Associates  Chairman  John  R.  White 
i  advice  to  well-heeled  companies:  Buy. 


By  Harold  Seneker 

IT  takes  A  lot  to  get  John  R.  White 
excited  about  something  in  real  es- 
tate. Now  62,  he's  been  in  the  busi- 
ness for  40  years,  and  as  chairman  of  the 
New  York-based  international  real  estate 
consulting  firm  Landauer  Associates, 
Inc.,  he  has  become  one  of  the  more 
respected  names  in  the  real  estate  frater- 
nity. In  fact,  it  was  he  who  excited  the 
trade  recently  by  putting  together  the 
sale  of  one  of  New  York's  landmarks,  the 
Pan  Am  building,  for  a  U.S.  record  (for  a 
single  building)  of  $400  million. 

But  now  White  is  turned  on.  "By  office 
condominiums,"  said  White  recently, 
over  a  leisurely  dinner.  He  takes  life  a 
little  more  calmly  and  slowly  than  he 
used  to  since  his  open-heart  surgery.  "I 
really  believe  that's  the  answer  to  what 
is  a  major  problem  for  many  small  and 
large  businesses,  the  rapidly  escalating 
cost  of  rents." 

At  a  time  when  he  advises  cash- 
strapped  corporate  clients  to  liquidate 
property,  or  patiently  instructs  them  in 
the  intricacies  of  the  sale-leaseback  to 
free  up  capital,  he  just  as  firmly  advises 
well-heeled  companies  to  buy. 

"A  commercial  condominium  would 
give  the  smaller  user  of  space  all  the 
advantages  that  accrue  to  a  larger  com- 
pany able  to  own  its  own  building,"  he 
said,  slowly  sipping  a  dry  martini. 

White  played  down  the  price  apprecia- 
tion angle  almost  to  a  whisper.  Good 
commercial  properties  are  changing 
hands  at  prices  to  yield  5%,  in  a  rental 
market  that,  in  New  York  and  other  large 
cities,  has  seen  rents  shoot  up  25%  to 
30%  in  the  past  year  alone.  So  prices  for 
existing  buildings  are  already  very  rich. 

But  he  does  not  play  down  the  value  of 
owning  space  on  almost  any  terms  when 
occupancy  rates  in  Middle  Atlantic  cities 
exceed  96%  and  may  climb  higher  once 
the  recession  subsides. 

"I  foresee  many  commercial  condo- 
miniums," predicts  White  thoughtfully. 
"Large  buildings  that  permit  economies 
of  scale,  perhaps  in  the  500,000-square- 
foot  range,  that  will  accommodate  both 
large  and  small  businesses." 

The  menu  is  examined,  the  waiter 
comes  and  goes,  and  White  talks  about 
his  pacemaker  and  his  low-cholesterol, 
no-salt  diet.  Then  he  gently  guides  the 
conversation  back  to  real  estate.  Here 
and  there  around  the  country,  he  says, 
his  organization  has  located  buildings  go- 
ing up  that  will  test  his  theory.  A  rash  of 
small  buildings  in  office  parks  in  Califor- 
nia; first  word  is  they  are  selling  well. 
North  of  Atlanta,  14  buildings  of  small 
condos.  A  projected  33-story  tower  in 
Miami  testing  the  water  for  buyers  at  a 
staggering  $155  to  $275  per  square  foot. 
But  the  builder  is  not  foolish  enough  to 
go  on  spec,  he  wants  to  see  customers 
before  he  begins  construction.  White  will 
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wait  and  see  whether  he  gets  them. 

White  talks,  in  a  genteel,  understated 
way,  about  some  of  Landauer's  larger 
deals:  assembling  the  land  for  the  new 
IBM  building  going  up  in  midtown  New 
York;  assembling  the  land  for  the  AT&T 
building  across  the  street  from  it;  pur- 
chasing the  Celanese  building  for  Royal 
Dutch/Shell — just  as  long  as  he  can  re- 
main masterfully  vague  about  the  details. 
It  becomes  clear  he  knows  his  way 
around  the  office  building  marketplace; 
his  blue-chip  clients  are  willing  to  guar- 
antee a  minimum  fee  when  Landauer 
undertakes  to  act  as  consultant  for  them. 
In  fact,  it  is  the  only  way  Landauer  Asso- 
ciates operates. 

So  White  is  very  aware  that  many  of 
the  pressures  that  are  driving  good  down- 
town apartment  buildings  into  the  hands 
of  condominium  converters  (Forbes, 
Aug.  4)  apply  in  spades  to  office  space: 
Besides  the  superhigh  occupancy  rates, 
there's  the  escalation  of  building  costs 
beyond  the  pace  of  most  other  prices; 
high  financing  costs  that  discourage  con- 
struction; the  universal  need  for  addi- 


tional tax  shelter  even  though  business 
rent  is  deductible.  Most  pressures,  but 
not  all:  Offices  have  been  spared  the 
scourge  of  rent  control.  So  far. 

Across  town,  Vincent  Jim  Peters, 
president  of  Cushman  &  Wakefield,  one 
of  the  country's  biggest  real  estate  firms, 
considers  White's  theory.  Peters  is  as 
ebullient  and  brash  as  White  is  genteel 
and  understated.  "You're  seeing  some  of 
it  already,"  he  exclaims.  "The  building 
we  rent  space  in  is  a  condo  [1 166  Avenue 
of  the  Americas,  owned  jointly  by  the 
Teachers  Insurance  &  Annuity  Associ- 
ation and  New  York  Telephone).  What 
you  see  is  big  office  buildings  owned  by 
two  investors  in  condo. 

"I  don't  know  why  you  don't  see  more 
of  that.  It  solves  a  lot  of  the  problems 
that  come  up  with  a  partnership.  You're 
not  liable  if  your  partner  defaults.  You 
can  each  arrange  your  financing  to  suit 
your  own  needs.  If  you  disagree  on  how 
to  manage  the  building,  you  can  each  run 
your  own  part  separately." 

Then  Peters  shifts  gears.  He  considers 
the  objections  to  office  condos:  "I  rent 


instead  of  buying  because  I  don't  ws 
the  aggravation  of  getting  involved  wi 
running  the  building.  See,  the  real  troul 
with  the  condo  is  when  you  have  a  lot 
different  little  tenants.  Everybody  r 
his  own  ideas  about  how  to  run  the  bui 
ing;  everybody  wants  the  lobby  to  lo 
his  way.  ..." 

He  stops.  "Still,"  he  says  thoughtful 
"I  can't  really  say  the  office  condo  wo 
happen.  ..." 

Howard  Ecker  &  Co.,  a  Chicago  r 
estate  firm,  found  out  why  in  a  rece 
nationwide  survey.  There  is  a  cryi 
need,  Ecker  reports,  for  14  million  squ; 
feet  of  new  space  that  do  not  now  ex 
and  will  not  for  years  under  present  cc 
ditions.  "Option  or  sublease  space,  oft 
occupied  by  smaller  firms,  is  being  tak 
over  by  major  tenants,"  concludes  Eck 
"Small  businesses  in  many  cities  w 
find  it  increasingly  difficult  to  obtan 
long-term  renewable  lease."  So  what 
you  do  if  you're  a  small  business?  Mt 
away?  Or  buy,  if  you  can? 

Office  condominiums:  a  subject  y 
are  going  to  hear  a  lot  more  about.  ■ 
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growth  rate  in  the  parts  business  v. 
jump  to  25%  a  year  beginning  in  1983 
postponed  demand  is  filled. 

Meanwhile,  the  Japanese  are  filling 
much  as  30%  of  the  U.S.  demand 
cars,  and  the  number  of  foreign-m£ 
cars  is  mounting.  This  gives  the  forei 
partsmakers  the  opening  they  ne 
They  figure  that  it  will  be  at  least  th 
years  before  Detroit's  $80  billion  inve 
ment  in  the  small  car  is  in  high  gt 
Until  then,  the  Big  Three  will  be  ha 
pressed  to  satisfy  the  small  car  dema: 
and  the  gap  will  be  filled  by  imports. 

Naturally,  the  Japanese  are  advanc: 
in  full  force.  Why  not  keep  these  la 
nese  cars  running  with  parts  made 
Japanese  companies?  NGK  Spark  Pi 
Co.  and  Nippon  Cable  System  manuf 
ture  in  Battle  Creek,  Mich.  Stanley  El 
trie  Co.  Ltd.  makes  headlights  and  w 
ing  harnesses  in  Georgia,  as  does  Nipp 
Oil  Seal  Industry  Ltd.  Yuasa  Battery  ( 
is  in  Pennsylvania.  Both  Izumi  Mo 
Co.  Ltd.  (steering  wheels)  and  Sho 
Manufacturing  Co.  Ltd.  (shock  abso 
ers)  are  considering  U.S.  production. 

But  everywhere  the  Japanese  tu 
they  run  into  the  Europeans,  particula 
the  British  and  the  West  Germans.  Bi 
ish  Dunlop  tires  are  familiar,  but  a  do2 
other  British  companies  are  producin 
full  line  of  parts — from  CAV/Lucas  Ind 
tries'  fuel  injectors  out  of  Greenville,  S 
to  GKN's  constant-velocity  joints  in  I 
troit.  In  Morristown,  Tenn.  West  G 
man  Mahle  GmbH  is  churning  out  p 
tons,  while  Battle  Creek,  Mich.  1 
Kieper  AG  serving  up  window  crar 
and  Mann-Hummel  producing  filters. 

These  foreign  partsmakers  are  not  j 
aiming  at  imports — a  $3  billion-a-y 


Is  nothing  sacred?  Even  your  American-made 
small  cars  are  full  of  foreign  parts,  and  the 
U.S.  partsmakers  are  in  for  a  rough  fight. 


The  latest  foreign 
beachhead 


By  Bob  Ifemarkin 


Here's  the  latest  foreign  business 
invasion  of  the  U.S.:  the  auto- 
parts  aftermarket.  This  replace- 
ment-parts business  includes  everything 
from  batteries  and  tires  to  springs  and 
piston  rings.  It's  worth  a  cool  $17  billion 
a  year.  By  Forbes'  count,  some  40  for- 
eign manufacturers — British,  German, 
Japanese,  French,  Italian,  Swiss — have 
quietly  positioned  themselves  in  the  U.S. 
aftermarket  during  the  past  three  years. 
They  have  built  22  new  plants,  made  15 
acquisitions,  formed  joint  ventures  with 
American  partners  and  set  up  scores  of 
distribution  outlets,  warehouses  and 
sales  offices.  Fifty  Japanese  partsmakers 
alone  have  some  type  of  U.S.  operation. 

The  influx  comes  at  a  time  when  the 
parts  market  is  in  a  slump.  "We  have 


overcapacity  in  our  industry  now,"  com- 
plains George  Galster,  vice  president  of 
International  Sales  at  Champion  Spark 
Plug.  Americans  are  driving  less,  driving 
better-built,  lower-maintenance  models 
with  fewer  spark  plugs,  electronic  igni- 
tions, longer-wearing  radial  tires  and 
"maintenance  free"  batteries.  Motorists, 
financially  pressed  by  gasoline  prices,  are 
postponing  nonessential  repairs.  Fewer 
repairs.  Fewer  replacement  parts.  Deal- 
ers' service  repair  orders  were  down  16% 
in  the  first  half  of  this  year,  the  lowest 
since  1961,  according  to  the  Automotive 
News  index. 

But  nobody  believes  the  parts  business 
is  dead.  It's  only  in  a  lull.  There  are  120 
million  cars  plying  the  roads  in  the  U.S., 
and  repairs  not  done  today  will  have  to 
be  done  tomorrow.  This  probably  means 
that  the  traditional  10% -to- 15%  annual 
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ftermarket.  Chrysler's  K-car,  GM's  X- 
ar  and  Ford's  Escort  have  opened  the 
ptions.  Says  Edmund  Wootten  of  Brit- 
in's  Lucas  Industries:  "Until  two  years 
go  we  didn't  try  to  sell  parts  for  Ameri- 
an  cars  because  of  the  difference  in  size, 
bday,  though,  components  on  at  least 
!  alf  of  the  American  cars  are  of  European 
ize."  According  to  aftermarket  analyst 
lenry  Allessio  of  Hayes/Hill  Inc.,  nearly 
0%  of  the  $50  billion  that  Detroit 
Dends  a  year  on  original  parts  already 
Dmes  from  foreign  makers.  By  1985, 
>reign  parts  are  expected  to  grow  to 
5%.  The  content  is  almost  15%  now  in 
'hrysler's  Omni  and  Horizon:  engine  by 
olkswagen;  transaxles  by  Hardy  Spicer; 
ick-and-pinion  steering  by  Cam  Gears 
td.;  and  drive  shafts  by  GKN,  the  last 
iiree  from  the  U.K.  Another  British  out- 
t,  Automotive  Products,  makes  AMC 
I  utches.  Marguinas  Varga  of  Brazil  sup- 
j.ies  rear  brake  systems  for  the  Ford  Es- 
prt.  Teksid,  a  subsidiary  of  Italy's  Fiat, 
Uilds  aluminum  engines  and  clutch 
iioisings  for  both  Chrysler  and  Ford. 
I  Even  General  Motors,  which  makes 
Lost  of  its  own  parts,  uses  Lucas  Indus- 
lies'  micro  fuel  injectors  for  its  Oldsmo- 
ile  diesel.  Lucas  built  its  first  U.S.  plant 
Jst  year  in  Greenville,  S.C.  and  is  al- 
tady  scouting  sites  for  another  one  to 
i;lp  fill  the  pipeline  to  its  1 1  distribution 
i  nters  and  1,500  independent  wholesal- 
js.  Wootten  estimates  that  Lucas'  U.S. 
les  will  reach  $500  million  by  1985,  up 
jm  $150  million  this  year. 
The  foreign  interest  in  U.S.  markets  is 
tlatively  new.  During  the  1960s  and  ear- 
I  1970s  the  entrepreneurial,  fast-track 
srinters  like  Geon,  Beck/Arnley  and 
lorldparts  came  to  the  U.S.  Together 
ith  original-equipment  suppliers  such 
Bosch  and  Lucas,  they  were  the  im- 
nrted-car-parts  market.  But  the  situa- 
)n  has  changed.  The  international  and 
mestic  markets  are  no  longer  separate 
tities.  Only  a  world  market  can  supply 
efficient  economies  of  scale.  A  favor- 
ile  rate  of  exchange  has  also  encouraged 
ie  Europeans  to  invest  here. 
Toyota  and  Datsun  now  rank  behind 
M  and  Ford  as  the  world's  largest  auto 
jducers.  There  are  more  than  1,000 
ensing  agreements  between  Japanese 
to-parts  companies  and  foreign  com- 
inies;  600  of  them  are  with  U.S.  part- 
rs.  Borg-Warner  Corp.,  Eaton  Corp. 
d  TRW  Inc.,  for  example,  are  earning 
/alties  from  licenses  granted  to  Japa- 
se  outfits.  But  the  $120  million  in  U.S. 
|rts  exports  to  Japan  this  year  pales 
Uinst  the  $1.2  billion  worth  of  parts 
>an  sells  to  the  U.S.  Japanese  automak- 
;  last  month  ended  a  two-week  trade 
ssion  to  the  U.S.  For  the  record,  they 
)mised  to  buy  $300  million  worth  of 
'ts  from  U.S.  companies  next  year.  But 
jy  also  learned  that  Japanese  car  deal- 
in  the  U.S.  are  a  loyal  bunch  who 
lerally  don't  buy  U.S. -made  parts. 
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Auto  aftermarket  analyst  Henry  P  Allessio 
By  1985,  10%  foreign  could  be  15%. 

The  U.S.  parts  industry  is  aware  of  the 
problem.  "You've  got  to  run  like  hell  to 
keep  up,"  says  Champion's  Galster.  "No 
industry  can  expand  overseas  if  it's  fight- 
ing to  exist  in  its  own  country."  Cham- 
pion has  been  going  after  foreign  mar- 


kets full-gun,  selling  50%  of  its  spark 
plugs  outside  of  the  U.S.,  and  picking  up 
an  Italian  windshield-wipermaker  along 
the  way.  But  this  summer  Champion 
closed  all  six  of  its  U.S.  spark  plug  plants 
for  two  weeks  to  bring  inventories  in 
line  with  sales,  as  second-quarter  earn- 
ings were  off  nearly  80%.  Borg-Warner 
says  it  has  lost  much  of  its  clutch  busi- 
ness to  British  and  German  makers. 

Dana  Corp.,  too,  has  felt  the  competi- 
tive squeeze  so  tightly  from  foreigners 
that  it  is  dropping  out  of  the  imported 
aftermarket.  Instead  it's  concentrating 
on  the  domestic  aftermarket,  where  it 
strengthened  its  hold  last  year  by  spend- 
ing $144  million  to  buy  Wix  Corp.,  a 
maker  of  oil  and  air  filters.  It  was  the 
right  move  to  offset  Dana's  sliding  grip 
on  the  original-equipment  market  for 
light-truck  parts.  With  a  44%  gross  profit 
margin,  filters  are  a  big  mover  in  the 
aftermarket,  accounting  for  17%  of  all 
purchases.  Dana's  payoff  so  far  has  been 
a  50%  increase  in  its  aftermarket  rev- 
enues, which  were  $600  million  last 
year.  While  getting  a  foot  in  the  U.S. 
aftermarket  is  easy,  securing  it  at  the 
expense  of  U.S.  companies  may  turn  into 
a  tough  fight.  Still,  the  days  when  Ameri- 
cans had  their  parts  market  pretty  much 
to  themselves  now  belong  to  history.  ■ 


The  life  insurance  companies  got  badly 
burned  in  last  spring's  cash  crunch.  They 
won't  let  it  happen  again. 


The  death  of 
fixed  rates 


By  Stanley  Ginsberg 


The  life  insurance  industry, 
which  for  decades  lived  off  30-year 
fixed-rate  loans  because  it  thought 
it  could  predict  interest  rates  to  a  gnat's 
eyelash,  has  given  up.  The  30-year  loan  is 
as  good  as  gone  and  the  rock-steady  long- 
term  interest  rate  is  dying  a  quick,  pain- 
ful death.  The  new  buzzword  is  inflation- 
proofing — and  good  old  equity  kickers 
are  just  the  starting  point. 

It  started  in  the  dark  days  of  March 
and  April,  when  the  prime  accelerated  its 
dizzying  climb  to  20% — and  the  big  life 
companies,  committed  to  make  way-be- 


low-prime fixed-interest  loans,  found 
themselves  in  the  most  acute  cash-flow 
crisis  they  had  faced  in  50  years.  "We 
knew  it  was  going  to  be  rough,"  says  one 
chief  investment  officer.  "We  just  didn't 
know  how  bad  it  would  be." 

It  was  pretty  bad.  Spiraling  policy  loan 
demand  and  pension  fund  disintermed- 
iation  siphoned  off  revenues  that  had 
been  committed  as  much  as  two  years 
earlier.  The  collapse  of  the  bond  market, 
meanwhile,  made  it  impossible  for  com- 
panies to  liquidate  portfolios  without 
booking  punitive  losses.  Some,  like  New 
York  Life,  were  forced  to  borrow  from 
the  banks  at  18%  in  order  to  fund  10% 
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Prudential  Chairman  Robert  A.  Beck 

"The  emphasis  shifts  to  equity  deals." 

mortgages  and  5%  policy  loans. 

"The  industry  was  caught  in  a  classic 
margin  squeeze,"  says  Oppenheimer  & 
Co.  analyst  Myron  Picoult.  "It  had  no 
choice  but  to  make  some  drastic  changes 
in  the  way  it  does  business." 

Drastic  is  an  understatement.  "We 
don't  consider  ourselves  an  insurance 
company  so  much  as  an  investment 
company,"  says  Robert  A.  Beck,  Pruden- 
tial's chairman.  "Regardless  of  whether 
the  government  brings  inflation  under 
control  or  not,  we  have  shifted  our  em- 
phasis to  equity  arangements.  In  this  en- 
vironment we  simply  cannot  afford  to  go 
by  the  old  rules." 

And  so  the  new  rules  are  being  writ- 
ten— and  quickly.  Although  few  of  the 
majors  have  formalized  the  changes — 
Equitable  Lite  Assurance,  with  its  "infla- 
tion adaptation  program,"  is  the  excep- 
tion— economic  uncertainty  has  brought 
with  it  a  clutch  of  onerous  inflation 
hedges,  any  or  all  of  which  may  become 
the  standard  by  which  future  financings 
will  be  judged.  Among  them: 

•  Interest  rate  reopeners  every  three 
to  five  years,  often  with  a  cap  on  both 
upward  and  downward  adjustments. 

•  Automatic  interest  rate  adjustments 
every  Six  months  to  two  years  based  on 
some  outside  indicator,  like  the  prime 
rate,  the  discount  rate  or  the  CPI. 

•  Straight  equity  kickers,  typically 


warrants  or  one-for-one  conversion 
privileges  on  preferred  stock. 

•  A  floating  principal  arrangement 
whereby  a  nominal  coupon  rate — on  the 
order  of  4%  to  6% — is  offset  by  a  princi- 
pal whose  value  is  indexed  to  the  GNP 
deflator,  or  to  the  price  of  one  or  more 
industrial  commodities,  such  as  oil  or 
timber. 

•  "Contingent  interest"  in  a  percent- 
age of  revenues  above  a  stated  floor 
amount. 

•  Participation  in  leveraged  buyouts 
by  means  of  direct  common  equity  rath- 
er than  the  traditional  fixed-rate  loan. 

•  An  increasing  number  of  joint  ven- 
turesand  partnerships,  mainly  in  the  areas 
of  real  estate  and  oil-gas  exploration. 

•  A  below-market  interest  rate  on  real 
estate  financings,  offset  by  a  call  on  equi- 
ty— either  as  a  percentage  of  realized 
gains  or  appreciation  in  the  appraised 
market  value  after  a  specified  term. 

There  is  also  a  decided  trend  toward 
increased  liquidity.  Says  Prudential's 
Beck:  "A  continued  high  rate  of  inflation 
is  going  to  force  us  to  keep  our  fixed- 
income  investments  on  a  fairly  short  ba- 
sis— 10  to  12  years,  versus  the  15  to  20 
years  in  the  past.  We're  also  looking  for 
accelerated  sinking  fund  retirement,  say 
five  years  out." 

In  a  very  real  sense,  the  insurance  in- 
dustry is  caught  in  the  middle  of  a  crush- 


ing contradiction:  On  the  one  hand, 
lending  policies  cannot  but  influence 
future  course  of  inflation  by  increa^ 
the  fixed-cost  burden  that  borrow 
must  bear.  On  the  other  hand,  its  fi 
ciary  responsibility  to  policyholders 
fectively  rules  out  any  initiatives  tow 
reducing  the  cost  of  money.  "I'm  v 
much  disturbed  by  the  idea  that  we 
helping  to  institutionalize  inflatio 
concedes  James  Attwood,  Equitab 
chief  investment  officer.  "But  we  sim 
have  no  other  way  to  go." 

In  real  estate,  borrowers  are  play 
ball — albeit  reluctantly.  "There  is  a 
mendous  volume  of  product  on  the  m 
ket,"  says  Jay  Messer,  president  of  Ui 
ed  Trust  Fund,  a  Miami  sale-leasebl 
broker.  "My  biggest  problem  is  that  nt 
of  my  established  lenders  will  settle! 
less  than  half  the  equity.  I  don't  rea 
have  a  choice,  do  I?"  And  from  Ron 
Poe,  president  of  Dorman  &  Wilsor 
mortgage  banking  firm:  "It's  not  a 
borrowers  are  in  a  position  to  bargai 
they  are  not.  As  long  as  the  lenders  est 
lish  certain  conditions  for  financi 
they  will  have  to  be  met." 

The  changes  have  almost  oblitera 
the  direct  placement  corporate  fina 
market.  "The  modest  decline  in  priv 
placements  over  the  last  two  years 
turned  into  an  avalanche,"  says  Kid 
Peabody's  John  Crosby.  "It's  the  corn 
nation  of  several  factors — a  slowing 
the  insurance  industry's  cash-! 
growth  due  to  the  maturation  of  p« 
ERISA  pension  funds,  the  favorable  ri 
in  the  public  debt  markets,  and  the  £ 
eral  unwillingness  of  debt  issuers  to  g 
up  equity  unless  they  absolutely  mus 

"Look,"  says  Thomas  Keaveney,  \ 
president,  direct  placements  at  First  I 
ton.  "As  long  as  you  have  a  fixed-i 
market  to  sell  an  obligation  into, 
would  advise  that  you  do  the  deal  w 
out  giving  up  equity.  If  you  can  get  1 
without  giving  up  warrants,  why  n 
On  the  other  hand,  if  you  have  to  get  i) 
the  14%-to-15%  range  a  company  n 
do  better  to  give  up  a  piece  of  itself — 
high  premium  over  stock  price — in  oi 
to  save  50  or  100  basis  points." 

For  the  moment  a  lot  of  companies 
met  their  cash  needs  with  short- 
financing — either  through  bank  line 
for  the  stronger  credits,  commercial  p 
at  10%  to  11%.  But  there,  as  everyw 
else,  it  is  only  a  matter  of  time  b 
another  wrenching  move  in  interest 
makes  that  game  too  expensive  to 
Meantime,  the  ones  with  money  to  lei 
insurance  companies — have  called 
tune.  Now  it  is  up  to  the  rest  of  the  wor 
dance  or  sit  this  one  out.  For  sev 
decades  now,  shrew  d  borrowers  have 
a  field  day,  borrowing  at  rates  w  hie 
real  terms,  were  negative  or  nominal 
more.  As  representatives  of  the  nati 
small  savers,  insurance  companies 
finally  getting  tough.  ■ 


it 


tOKlU  s  Oc  lOBtR  13 


Cadillac  announces  V8-6-4  Fuel  Injection 


As  you  drive,  the  1981  Cadillac 
automatically  goes  from  8  to  6  to  4  cylinders. 


is  V8-6-4  Fuel  Injection 
standard  equipment? 

Yes,  the  V8-6-4  fuel-injected  engine  is 
the  standard  gasoline  engine  for  all  1981 
Cadillacs. 


How  does  it  operate? 

As  you  leave  your  driveway,  all  8  cylin- 
!  ders  in  your  gasoline-powered  1981 
i  Cadillac  are  in  operation.  Then,  as  you 
,  reach  intermediate  speeds  on  a  street  or 
avenue  and  your  power  requirements 
lessen,  the  car  automatically  switches  to 
:  6  cylinders.  And  then,  when  you  reach 
cruising  speeds  and  your  power  needs 
decrease  further,  the  car  automatically 
switches  to  4-cylinder  operation. 

Does  any  other  carmaker  offer 
anything  like  this? 

To  our  knowledge  no  other  carmaker  of- 
fers it — foreign  or  domestic. 

It  sounds  complicated — is  it? 

No.  it's  surprisingly  simple.  The  on-board 
digital  computer  of  the  Digital  Fuel  Injec- 
tion system  senses  the  power  require- 
ments of  the  engine  and  closes  off  two, 
four  or  no  cylinder  valves,  depending  on 
those  power  needs.  Then,  as  your  power 
needs  change,  it  opens  fuel  valves. 


Can  you  feel  the  car  going  from 
8  to  6  to  4  cylinders  and  back 
again? 

Some  people  can.  Some  can't.  The  per- 
ceived sensation  is  slight.  Because,  in  a 
sense  there  is  no  shifting.  Fuel  valves 
simply  close  or  open  as  instructed  by  the 
computer. 

The  idea  of  4  cylinders  in  a 
Cadillac  bothers  me — should  it? 

No,  it  shouldn't.  The 
system  only  goes 
to  4  cylinders 


when  your  power 
needs  are  rela- 
tively low.  To  pass 
another  car,  push 
down  on  the  accelerator  and 
the  system  instantly  goes  into  8  cylinders 
for  added  power.  Then,  as  your  power 
needs  decrease  again,  the  system  will 
return  to  4  cylinders. 

How  reliable  is  it? 

This  system  has  been  proven  in  over  a 
half-million  miles  of  testing.  It's  that  reli- 
able. All  electronic  components  are 
solid-state,  including  the  digital  com- 
puter itself. 

Is  this  the  same  as  overdrive? 

No.  Overdrive  is  a  function  of  gears. 
V8-6-4  is  a  function  of  the  number  of 


cylinders  receiving  fuel.  By  way  of  inter- 
est, overdrive  is  a  feature  associated 
with  the  V6  engine  available  on  1981 
Fleetwood  Broughams  and  DeVilles. 

Cadillacs  are  equipped  with  GM-built 
engines  produced  by  various  divisions. 
See  your  Cadillac  dealer  for  details. 

Can  I  tell  how  many  cylinders 
are  active  at  any  given  time? 

Yes.  Push  a  button  and  Cadillac's  MPG 
Sentinel  on  the  instrument  panel  shows  a 
digital  display  of  the  number  of  cylinders 
active  at  that  moment.  The  MPG  Sentinel 
will  also  show  instantaneous  mpg  and 
average  mpg. 

Is  it  true  that  this  combination 
could  help  a  person  to  become 
a  more  efficient  driver? 

Absolutely.  Knowing  your  active  cylinders 
and  instantaneous  mpg  can  help  you 
adjust  your  driving  habits  accordingly.  And 
thereby  help  you  become  a  more  efficient 
driver.  You  can  further  demonstrate  it  to 
yourself  by  resetting  the  MPG  Sentinel 
before  a  trip.  Then  push  a  button  at  trip's 
end  and  the  MPG  Sentinel  will  tell  you  how 
well  you  did  by  displaying  your  average 
miles  per  gallon  to  the  nearest  tenth. 

All  this  is  standard  in  1981? 

All  this  and  more.  Buy  or  lease,  see  your 
Cadillac  dealer  for  a  test  drive. 


CHESSIE  PIGGYBACK  MAKE! 

SHARE  THE  LOAD  T( 


A  joint  move  using  rail  and  truck  can  save  a  lot  of  fuel  and  money.  But,  if  you 
haven't  been  shipping  piggyback  because  you  think  you're  too  far  away  from  our 
terminal,  we'd  like  you  to  look  again. 

Using  the  right  combination  of  truck  flexibility  and 
rail  economy  can  save  money  even  if  you're  100  miles 
away.  Chessie  will  work  with  your  motor  carrier  to 
find  the  right  mix  for  you. 

(Jail  Chessie  and  we'll  show  you  how  piggybacking  ^Rfl 
is  competitive  for  the  80's.  You  may  be  surprised  just 
how  far  your  transportation  dollar  will  go. 


PRIVATE  TRUCK  FLEETS 
CAN  BENEFIT  FROM  USING 
PIGGYBACK, TOO.  GIVE  US 
A  CALL,  AN?  A  CHANCE  TO 
WORK  WITH  YOU. 


RUCK  FUEL  TRAVEL  fi 

WE  THE  EXPENSE. 


Call  our  toll-free  number,  800-638-5666,  or 
301-237-2761,  for  more  information  on  Chessie  rates 
and  services.  Or  write  3500  Terminal  Toiver, 
Cleveland,  OH  44101. 


;orge  Bull 

unt  Manager 


'  f 


f  you  f+AVE  yOUR  OWN 
FLEET  OF  rRAlLaRS/rHEV'RE 
WELCOME  TO  USE  OUR  FUEL  BY 
P166VBACKIN6  ON  THE  CHESSIE 
SySTEM.  (pyou  P0<V,T/  USE  cmessie's 
MODERN  FLEET  FROM  POOR  TO  POOR ; 

HESSIE  FOR  THE  80'S 

^hessie  System  Railroads 

The  Chesapeake  and  Ohio  Railway    »    The  Baltimore  and  Ohio  Railroad 
Western  Maryland  Railway 


La  Difference. 


Alt  FRAMCi 


1.  Concorde. 
The  gif  t  of  time. 

in ■■  urn ■        it t  ■  it  •  t  ii  *  a ■•  : 


2.747  First  Class. 
The  envy  of  the  industry. 


3.  747  Business  Class* 
A  class  apart. 


5.  747  Vacances. 
Frugality  with  flair. 


AM  FRANCE 


*  Location  of  Business  and  Economy  Class  cabins 


rding  to  configuration  of  aircraft  utilize 


Only  one  airline  has  5  ways  to  fly  to  Europe.  Air  France. 

And  with  more  ways  than  any  other  airline,  it's  more  likely  you'll  find  an  Air  France  class  perfectly  suited  to 
your  needs. 

Concorde.  The  gift  of  time.  Fly  at  twice  the  speed  of  sound,  and  arrive  in  Paris  virtually  as  fresh  as 
when  you  left  America. 

747  First  Class.  The  envy  of  the  industry,  and  one  of  the  great  experiences  of  air  travel.  Once  accustomed 
to  our  style,  you  won't  want  to  settle  for  anything  less. 

747 Business  Class.  A  class  apart.  Check-in,  boarding  and  cabin  are  all  separate.  Cuisine  a  la  Business 
Class  includes  champagne,  fine  wines  and  cognac.  Flights  from  New  York,  Chicago,  Houston  and  soon 
from  Los  Angeles. 

747 Economy.  A  variety  of  convenient  flights  and  budget  fares  with  a  touch  of  class. 
747  Vacances.  Even  when  the  French  are  frugal,  they  do  it  in  style.  The  lowest  scheduled  fare  to  Paris, 
and  the  entire  plane  is  devoted  to  Vacances  travelers.  Available  from  New  York  during  peak  season. 
Choose  Air  France  for  la  difference.  More  ways  to  get  there,  and  each  with  its  own  unique  features. 


AIR  FRANCE  MI 

The  best  of  France  to  all  the  world. 


rom  Marxist  to  capitalist.  From  poor  immi- 
ranfs  son  to  shaker  and  mover  in  Texas, 
snd  now — scandal? 


Bernard  Rapoport- 
"I'm  trichotomous" 


1 
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nard  Rapoport,  chairman  and  CEO  of  American  Income  Life  Insurance  Co. 
ing  well  by  doing  good— for  the  labor  unions,  that  is. 


By  Tom  Mack 

The  bearer  of  this  certificate,  David  Rap- 
poport,  is  a  political  refugie.  For  the  so- 
cialistic propaganda  among  the  Russian 
peasantry  he  had  been  sentenced  by  the 
Russian  High  Court  of  Appeal  to  two 
years  &  eight  months'  hard  labour,  and, 
as  an  additional  punishment,  to  the  per- 
petual exile  in  Nord  Eastern  Siberia. 
Having  happily  fled  from  there,  he  is 
now  going  to  settle  in  the  United  States 
of  America  with  his  brother  Raphael 
Rappoport  (1474,  Ma ta mora  str.,  San- 
Antonio,  Texas).  27-IX-1913. 

Those  words,  misspellings  and  all, 
appear  on  a  yellowed  slip  of  paper 
that  now  hangs  framed  in  the  of- 
fice of  the  bearer's  son,  Texas  millionaire 
and  politico  Bernard  Rapoport.  David 
Rapoport  was  a  Marxist  and  an  intellec- 
tual and  raised  his  son  to  be  a  socialist. 
Today  Bernard  Rapoport  describes  him- 
self as  "trichotomous":  "When  I'm  po- 
litical, I'm  idealistic.  When  I'm  philan- 
thropic, I'm  charitable.  And  when  I'm  in 
business,  I'm  a  predator." 

At  the  moment  Bernard  Rapoport  may 
also  be  a  little  bit  embarrassed.  His  name 
came  up  last  month  in  a  federal  court  in 
Houston  where,  in  the  wake  of  the  FBI's 
BRILAB — for  "bribery-labor" — investi- 
gation, Texas  Speaker  of  the  House  Billy 
Clayton  and  two  Austin  lawyers  were 
being  tried  on  charges  of  extortion  and 
racketeering — as  will  be  a  Texas  labor 
leader.  The  FBI's  star  witness  is  Joe 
Hauser,  a  con  man  and  convicted  felon 
who  posed  as  a  Prudential  representative 
wanting  to  secure  state  insurance  con- 
tracts with  bribes.  A  onetime  employee 
of  Rapoport's,  Hauser  testified  that  Ra- 
poport put  him  in  touch  with  a  Texas 
union  leader  with  the  full  knowledge  that 
Hauser  wanted  to  push  bribes.  He  also 
claims  that  Rapoport's  insurance  com- 
pany salesmen  split  their  commissions 
with  union  officials.  The  defense  has 
asked  Rapoport  to  testify,  so  he  will  get 
his  day  in  court,  literally. 

As  he  waited,  Rapoport  told  Forbes: 
"It's  such  a  farce  and  such  a  lie.  The  deals 
are  so  small,  why  would  anybody  in  our 
company  give  a  kickback?  If  the  lousy 
FBI  had  anything  on  me,  why  haven't 
they  subpoenaed  or  even  queried  me? 
People  assume  that  if  there's  smoke, 
there's  fire,  and  so  the  scum  of  the 
earth — like  Joe  Hauser — play  on  that 
kind  of  superstition.  But  I'll  come  out  of 
this  fine." 

Rapoport's  insurance  company  is 
Waco,  Tex. -based  American  Income  Life 
Insurance  Co.  (assets,  $187  million),  one 
of  the  fastest-growing  insurance  compa- 
nies in  the  country.  It  sells  life  insurance 
to  union  members  to  supplement  the 
unions'  group  insurance.  It's  a  good  busi- 
ness. Rapoport's  15.7%  of  AIL's  stock  is 
worth  $17.6  million  at  recent  prices. 
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Bernard  was  born  in  1917,  four  years 
after  his  father's  emigration  to  the  U.S. 
Growing  up  poor  and  the  son  of  a  Rus- 
sian Jewish  immigrant  in  conservative, 
fundamentalist  San  Antonio  gave  young 
Rapoport  a  few  decidedly  un-Marxist  val- 
ues. "In  school  you  had  to  put  down  on 
your  record  what  your  father  was,"  he 
recalls,  "and  it  was  the  greatest  thrill  of 
my  life  when  I  could  put  down  that  Papa 
was  an  insurance  salesman  rather  than  a 
pushcart  peddler."  Still,  at  17  Rapoport 
remained  a  Marxist:  "I  remember  writ- 
ing in  my  diary,  'Communism  will  save 
the  world.'  " 

It  was  at  the  University  of  Texas  that 
Rapoport  finally  changed  his  mind.  He 
worked  on  a  master's  thesis  on  Marxist 
economics  for  a  year,  but  finally  tossed  it 
away  in  disgust.  "I'd  come  to  reject  com- 
munism. I  read  John  Locke,  and  he  as- 
sumed that  all  people  were  good,  but  that 
just  isn't  true.  Thomas  Hobbes,  who 
wrote  Leviathan,  was  right.  He  knew  the 
carnal  nature  of  man.  And  I  knew  I 
wasn't  any  different  from  anybody  else. 
Marxism  just  sounded  good." 


David  Rapoport  might  turn  over  in  his 
grave  to  know  his  son  today  is  a  staunch 
defender  of  the  free  enterprise  system. 
Surely,  the  charges  of  corruption  would 
shock  him.  But  he  might  at  least  be 
impressed  with  the  photographs  of  the 
powerful — Jimmy  Carter,  Ted  Kennedy, 
Frank  Church,  Walter  Mondale,  Alan 
Cranston,  Jim  Wright,  John  Tunney, 
Lloyd  Bentsen — that  hang  in  Bernard 
Rapoport's  office.  "These  are  my 
friends,"  he  says.  "I  helped  talk  Fritz 
Mondale  into  running  for  President."  He 
still  leans  hard  to  the  left  politically  and 
uses  his  money,  to  the  tune  of  $100,000  a 
year,  to  support  like-minded  candidates. 
A  few  months  ago,  Texas  Business  maga- 
zine listed  him  as  one  of  the  20  most 
powerful  men  in  Texas.  Then,  the  blow. 
Will  it  affect  the  political  influence? 

Though  always  politically  active,  Rap- 
oport didn't  always  hold  such  sway,  not 
back  in  1951  when  he  started  AIL.  He 
began  the  company  as  a  purveyor  of  acci- 
dent and  health  insurance,  hi  those  first 
years,  Rapoport  worked  hard  for  little 
return,  drawing  only  $500  to  $600  a  month 


for  his  wife  and  young  son  to  live  on.  Tj 
company  got  a  slow  start,  trying  to  coi 
pete  with  the  likes  of  Metropolitan  ai 
Prudential.  It  wasn't  until  1957  that  Rd 
oport  had  the  brainstorm  that  gave  All 
market  niche  and,  with  it,  success. 

At  the  time,  the  secretary  of  the  sM 
AFL-CIO  was  trying  to  persuade  Rap 
port  to  help  a  mutual  friend  running  I 
the  U.S.  Senate.  The  secretary  wanted 
AIL  donation  for  "political  educatior 
to  benefit  the  candidate.  "I  told  hi] 
'I've  got  to  have  some  business  reason 
use  my  company  to  do  that,'  "  says  V 
poport,  "and  he  said,  'Why  don't  you 
business  with  the  unions?'  " 

"What  came  to  my  mind,"  he  contl 
ues,  "was  that  there  were  1,700  or 
insurance  companies,  but  really  the 
were  only  1 0  big  ones.  And  you  had  1 ,6 
little  minnows  floating  around  emulati 
them.  Really,  it  was  like  a  flash:  If  you 
a  minnow,  you'd  better  not  go  where  t 
whales  eat."  Rapoport  decided  to  ma 
the  unions  his  feeding  ground  and  u1- 
his  friends  in  labor  to  open  doors. 

Rapoport  did  business  with  the  unio 
for  the  next  nine  years,  and  in  1966 
clinched  the  market.  He  invited  t 
unions  to  organize  his  workers:  "Wh 
we  organized,  we  became  a  darling  of  t 
labor  movement — because  here  w 
some  kind  of  idiot  running  an  insuran 
company  who  said  to  the  union,  'Con 
in  and  organize.'  And  by  being  uniqi 
we  got  more  free  advertising  than  a  lot 
companies  got  by  paying  for  it."  Tod 
AIL  is  one  of  only  two  union-label  insi 
ance  companies  in  the  country. 

That's  the  way  Barney  Rapoport  te 
it.  But  is  there  more  to  the  story  th 
this?  We  won't  really  know  until  Rap 
port  takes  the  stand — if  then. 

No  question,  though,  Rapoport's  uni 
ties  have  stood  him  in  good  stead.  As  q 
been  the  case  for  decades,  when  an  A 
representative  knocks  on  a  union  loca 
door,  chances  are  that  the  local  preside 
has  heard  of  Barney  Rapoport  and  I 
union-label  company.  Probably  he  h 
seen  the  Al.Labor  Letter,  a  newsletter 
the  labor  movement  sent  out  to  16,0 
union  leaders  each  month.  Many  unio 
allow  AIL  to  send  letters  of  introducti 
on  the  local's  letterhead  to  its  membe 
A  mailing  of  1,000  letters  generates 
average  of  35  new  policies  and  $7,0 
more  a  year  in  premium  revenue  for  A 
In  1979  those  premiums  totaled  $67  m 
lion,  and  AIL  racked  up  its  foui 
straight  year  of  45%  or  better  growth 
earnings  per  share. 

AIL's  newest  marketing  wrinkle  is 
offer  union  locals  group  accidental  dea 
and  dismemberment  and  group  life  : 
surance  at  cost.  Then  AIL  agents  enr 
each  local  member  personally  and  try 
sell  him  an  individual  policy.  They 
successful  25%  to  30%  of  the  time. 

Newsletters?  Group  coverage  at  coi 
Sure,  it's  back  scratching.  So  is  AI 
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Asarco  is  positioned  for  the  80s... 


ibor  advisory  board,  composed  of  the 
kes  of  David  Fitzmaurice  of  the  Inter- 
ational  Union  of  Electrical,  Radio  and 
|lachine  Workers  and  Robert  Georgine 
|f  the  AFL-CIO's  Building  and  Construc- 
!on  Trades  Department;  the  board's 
jiain  business  is  to  give  away  $100,000 
jf  AIL's  money  a  year  to  union  causes. 
I  nd  one  hand  is  certainly  washing  the 
Ither  when  AIL  opens  its  offices  to 
[hion  members  for  union  purposes.  For 
Kample,  Howard  Coughlin,  president 
neritus  of  the  Office  and  Professional 
(mployees  International  Union,  recalls 
1  incident  in  Missouri:  "A  year  or  so 
|;o  there  was  a  proposition  to  put  a 
tght-to-work  law  on  the  state's  books.  It 
;  iled,  and  one  reason  is  that  American 
jicome  made  its  offices  and  telephones 
Mailable  to  union  members  to  fight  it. 
ne  office  in  Kansas  City  had  a  $10,000- 
us  telephone  bill.  That  was,  in  effect, 
mated  to  organized  labor's  causes." 
i  Other  back  scratchers  are  AIL  scholar  - 
!iips  for  union  members'  children  and 
lapoport's  contributions  to  labor-en- 
•irsed  political  candidates.  Rapoport 
Jakes  no  bones  about  this  largesse.  "For 
iiyone  to  set  himself  up  as  being  'good' 
jid  'pure'  is  malarkey,"  he  says.  "Obvi- 
lsly  I  think  the  things  I  do  that  are 
idpful  to  the  unions  are  going  to  inure  to 
ie  benefit  of  this  company.  But  I  think 
le  deserve  it  because  there  isn't  any 
jher  business  in  this  country  as  union- 
{iented  as  we  are." 

(What  about  his  old  desire  to  save  the 
iorld?  Shortly  before  his  name  surfaced 

the  Houston  trial,  Forbes  put  a  ques- 
pn  to  Rapoport:  What  about  corruption 
j  the  trade  unions?  His  reply:  "I  don't 
rink  anyone  knows  any  more  labor 

aders  than  I  do,"  he  said,  "and  never 
'ice  in  30  years  has  one  come  to  me 

ith  any  proposition  the  slightest  bit  off- 

lor.  If  1%  of  the  businessmen  and  1% 
:  the  labor  leaders  are  dishonest,  you 

ay  be  talking  about  a  lot  of  people  but 

it  a  significant  proportion." 

In   1975  Rapoport  brought  in  two 

ung  hotshots,  Charles  Cooper,  now  41, 
id  Ken  Phillips,  39,  to  take  over  the 
iijy-to-day  management  of  his  com- 
<ny — a  task  with  which  Rapoport  was 
lowing  more  and  more  impatient.  With 
:>oper  and  Phillips  at  the  helm,  Rapo- 
irt  is  free  to  spend  time  strengthening 

L's  union  ties,  and  to  pursue  his  politi- 
■  interests.  And,  if  the  claims  made  in 

urt  have  merit,  helping  to  enrich  some 

his  union  friends. 

Until  now,  Rapoport  has  been  courted 
niduously  by  politicians  not  only  for 
E  own  deep  pockets  but  also  for  his 
en  fundraising  ability.  Whether  he's 
ling  the  merits  of  an  insurance  policy, 
>  company  or  a  political  candidate, 
poport  is  the  quintessential  salesman, 
jith  his  frequent  grin,  quick  move- 
;nts  and  words  tumbling  over  each 
ler  in  rapid  flow,  he  has  a  natural  ebul- 
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Asarco  has  substantial  holdings 
in  three  of  the  world's  great  min- 
ing companies: 

•  M.I.M.  Holdings  Limited,  an 
Australian  company  48.9% 
owned  by  Asarco,  produces 
copper,  silver,  lead,  zinc  and 
coal  and  has  interests  in 
nickel  and  iron  ore. 

•  Southern  Peru  Copper  Cor- 
poration, 52.3%  owned  by 
Asarco,  operates  the  To- 
quepala  and  Cuajone  copper 
mines  which  together  pro- 
duced 321,000  tons  of  cop- 
per in  concentrates  in  1979. 

•  Mexico  Desarrollo  Industrial 


Minero,  S.A.,  34%  owned  by 
Asarco,  is  a  major  producer 
of  copper,  silver,  gold,  lead, 
zinc,  coal,  coke  and  fluorspar 
in  Mexico. 
Asarco    also    owns  Lac 
d'Amiante  du  Quebec,  Ltee  in 
Canada  which  in  1979  produced 
288,000  tons  of  asbestos  fiber 
or  approximately  5%  of  world 
production  of  this  important 
material. 

For  more  information  about 
Asarco,  send  for  a  copy  of  our 
Fact  Book.  ASARCO  Incorpo- 
rated, 120  Broadway,  New  York, 
N.Y  10005. 


ASARCO 

Metals  &  Minerals 


Today,  America  must  increase  production 
from  its  domestic  oil  and  gas  reserves. 

To  reach  new  deposits,  we  built  a  platforn 
taller  than  the  Empire  State  Building 
and  placed  it  in  the  Gulf  of  Mexico. 

One  of  America's  few  remaining  undevel- 
oped territories  for  oil  and  gas  reserves  is  in  the 
Gulf  of  Mexico  where  the  water  is  more  than 
1000  feet  deep.  Recovery  wasn't  practical  until 
we  built  and  installed  "Cognac,"  the  world's  tall- 
est offshore  drilling  and  production  platform. 

Towering  1,265  feet  above  the  sea  floor  and 
weighing  118  million  pounds,  the  Cognac  plat- 
form was  the  first  ever  built  and  intalled  in  three 
sections.  Each  had  to  be  towed  to  the  site, 
lowered  into  place  and  mated. 

Drilling  has  already  begun.  At  full  produc- 
tion, Cognac's  62  wells  will  produce  S0f000  bar- 
rels of  oil  and  150  million  cubic  feet  of  gas  every 
day. 

Onshore  and  offshore,  McDermott  and  its 
companies  are  meeting  today's  energy  needs 
with  oil  and  gas  production  facilities,  fossil  and 
nuclear  energy  systems,  specialty  steel  tubing, 
insulating  products,  and  industrial  automation. 
To  find  out  more,  and  for  a  copy  of  our  Annual 
Report,  write  Vice  President,  Public  Affairs, 
McDermott  Incorporated,  ]0)0  Common  Street, 
New  Orleans,  LA  70112. 

^Spk  No  matter  how  the  world 
[ujj  solves  its  energy  problems, 
McDermott  is  involved. 


lience  that  sweeps  away  a  listener's  res- 
ervations. Armed  with  quotations  from 
Socrates  and  Keynes — among  400  oth- 
ers— filed  on  cards  that  hang  from  rings 
on  an  office  hat  rack,  he  can  impress  the 
most  erudite  doubter.  He  has  served  as 
Texas  finance  chairman  for,  among  oth- 
ers, Senator  Frank  Church  in  his  bid  for 
the  U.S.  presidential  nomination  in  1976 
and  Senator  Ted  Kennedy  this  year. 

Ralph  Yarborough,  the  former  liberal 
U.S.  Senator  from  Texas,  tells  this  story 
about  Rapoport:  "I  recall  in  1946  he  put 
every  penny  he  had  into  supporting  the 
progressive  gubernatorial  candidate.  He 
even  mortgaged  the  tiny  jewelry  store  he 
owned  in  Waco.  When  it  was  all  over  he 


found  that  to  pay  off  his  debts  he  had  to 
sell  the  jewelry  store.  A  mutual  friend  of 
ours  went  by  to  console  him  and  found 
the  family  sitting  on  apple  crates — be- 
cause they  couldn't  afford  furniture." 

Rapoport  makes  $260,000  a  year  now 
and  yet,  he  says,  he  gives  away  in  the 
same  period  at  least  $100,000  more  than 
what  he  takes  home.  Usually,  he  just 
borrows  from  a  local  bank.  When  his 
bank  debt  gets  too  heavy,  as  it  did  two 
years  ago,  Rapoport  simply  liquidates 
some  of  his  AIL  stock  which,  happily  for 
Rapoport  and  his  donatees,  regularly  ap- 
preciates in  value.  That  is  why  his  stock 
position  in  AIL  has  declined  from  22%  of 
the  company  to  15.7%  in  the  last  few 


years.  Says  he,  "I  now  probably  owe 
million — and  I've  used  every  penny  of 
on  some  kind  of  charitable  contribute 
But  that's  nothing  really.  That's  wh 
money  is  for.  I  have  just  one  son,  a  pi 
fessor  at  William  and  Mary.  He's  emb; 
rassed  about  all  my  money." 

Does  Bernard  Rapoport  feel  any  gu 
about  his  wealth?  Probably  not.  Ted 
Kennedy  may  not  be  everybody's  idea 
what's  best  for  the  country,  but  supporti 
him  enables  Barney  Rapoport  to  keep  fai 
with  his  father's  memory  while  raking 
the  cash.  As  he  puts  it:  "I  want  recogi 
tion,  and  I  want  prestige.  I  want  input  in 
the  thinking  of  people  in  high  places.  A: 
money  gets  me  what  I  want."  ■ 


Competitors  want  Credit  Agricole  to  stay 
down  on  the  farm.  The  world's  biggest  bank 
prefers  Paris,  Chicago,  New  York,  maybe  L.A. 


Monopoly  equals 
profitability 


By  Barbara  Ellis 


Naming  the  world's  biggest  bai 
has  never  been  a  problem  1 
Americans.  The  answer:  Bank 
America,  out  of  San  Francisco,  Call 
which  in  1979  boasted  total  assets 
$103.9  billion,  1, 100  branches  in  the  U. 
and  1 10  more  worldwide. 

Until  this  June,  that  is.  The  June  19. 
edition  of  the  authoritative  British  ma 
azine  The  Banker  changed  all  that.  Th 
time  the  number  one  spot  went  to  Cre'c 
Agricole  of  Paris,  France.  Total  asse 
$105  billion,  94  branches  in  France  anc 
mere  5  worldwide. 

"We  are  modest  about  The  Banket 
listing,"  says  Cre'dit  Agricole's  Preside 
Jacques  Lallement,  55,  the  son  of  a  fan 
er.  "The  fact  that  we  are  number  one  ai 
that  there  are  four  French  banks  in  t 


Credit  Agricole  President  Jacques  Lallement 

Laughing  off  the  opposition  both  from  the  government  and  the  other  French  bankers. 
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Introducing  The  1981  Caprice  Classic. 


Efficient  V6  power. Superb  road  noise  isolation.  Advanced  on -board  Computer 
Command  Control  system.  Available  individually  controlled  front -seat  reading 
lamps.  Over  six  feet  of  combined  front-  and  rear  -  seat  leg  room.  Available  Cruise 
Control  with  automatic  resume  feature.  Richly  elegant  velour  upholsterings.  26 
separate  corrosion  -  resistant  treatments.  Available  overdrive  automatic  trans  - 


mission.  Smooth  six- passenger  comfort.  [19]  EPA  est.  MPG,  26  hwy.  est.* 


You  can  spend  more.     The  question  is,  why? 

*Remember:  Compare  the  "estimated  MPG"  to  the  "estimated  MPG"  of  other  cars.  You  may  get  different  mileage 
depending  on  how  fast  you  drive,  weather  conditions  and  trip  length.  Actual  highway  mileage  will  probably  be  less 
than  the  estimated  highway  fuel  economy.  Chevrolets  are  equipped  with  GM-built  engines  produced  by  various 
divisions.  See  your  dealer  for  details. 


top  ten  just  does  not  reflect  the  relative 
strength  of  our  economy."  Rather,  ac- 
cording to  Lallement,  it  is  partly  a  result 
of  French  banks'  ability  to  operate 
throughout  their  country,  without  re- 
strictions comparable  to  U.S.  state  limi- 
tations. Then,  of  course,  there  is  the 
weakness  of  the  dollar  against  European 
currencies  in  recent  years. 

"If  the  dollar  had  been  worth  4.30 
francs  instead  of  4.02  on  Dec.  31,  1979, 
we'd  have  been  ranked  far  lower,"  says 
Lallement.  (With  the  dollar  still  at  4.30, 
CA's  assets  would  have  been  $98.2  bil- 
lion against  BofA's  $103.9  billion.) 

When  told  that  Cre'dit  Agricole  is  now 
the  world's  biggest  bank,  Frenchmen 
react  with  the  pleased  equivalent  of  "Oh, 
yeah?"  That  is,  if  they  don't  happen  to  be 
bankers  themselves.  Reaction  among 
French  bankers  ranges  from  tight-lipped 
"no  comments"  to  thinly  disguised  rage. 
They  have  fought  a  running  three-cor- 
nered battle  with  Cre'dit  Agricole  and  the 
government  over  such  CA  privileges  as 
favored  tax  status,  monopoly  of  certain 
cheap  loans  and  steadily  growing  size 
and  influence.  (CA  claims  its  advantages 
are  offset  by  restrictions.)  Now  the 
French  Finance  Ministry  is  reportedly 
poised  to  snatch  some  of  Cre'dit  Agri- 
cole's  "surplus"  (profit). 

To  understand  what  is  going  on,  you 
have  to  look  at  Cre'dit  Agricole's  history 
and  the  architecture  of  its  capital.  There 
is  nothing  like  it  in  America,  save  per- 
haps the  37-branch  Farm  Credit  Bank 
network,  if  that  were  run  as  a  coopera- 
tive like  Sunkist,  for  example. 

Cre'dit  Agricole  is  a  peculiarly  French 
kind  of  monopoly  socialism.  The  94  re- 
gionally organized  banks  under  the  CA 
umbrella  are  cooperatively  owned  by  3 
million  farmers  and  other  rural  residents,- 
but  they  are  strictly  controlled  from  the 
top  by  the  government.  The  bank  was 
chartered  in  1893  and  granted  a  monopo- 
ly on  distributing  the  state's  subsidized 
agricultural  loans.  Much  later,  it  also  be- 
came a  national  savings  system,  chan- 
neling the  deposited  funds  back  into 
French  farms.  Thanks  to  its  monopoly. 
Cre'dit  Agricole  has  taken  a  small  but 
significant  cut  from  the  billions  of  francs 
it  passed  out  on  government  instructions 
to  farmers,  special  rural  projects,  even 
home  loans  in  urban  areas. 

It  is  these  cheap  loans,  plus  profits  that 
went  entirely  untaxed  until  1978,  that 
made  Cre'dit  Agricole  so  profitable:  Its 
$400  million  "surplus"  (profits)  last  year 
exceeded  the  combined  earnings  of  the 
other  three  big  French  banks  (Socie'te 
Ge'ne'rale,  BNP  and  Cre'dit  Lyonnais).  Yet 
Cre'dit  Agricole  takes  in  about  the  same 
25%  share  of  total  French  bank  deposits 
as  its  big  competitors. 

Not  surprisingly,  France's  private 
bankers  have  lately  begun  sniping  at  the 
world's  biggest  bank.  Says  Georges  Her- 
vet,  president  of  150-year-old  private 


Credit  Agricole's  main  headquarters  on  Boulevard  Pasteur  in  Pans 

No  amount  of  opposition  keeps  the  "green  bank"  down  on  the  farm. 


Banque  Hervet,  a  stern  critic  of  CA: 
"The  French  don't  like  people  who  make 
money.  CA  drapes  itself  in  mutualism, 
and  the  public  thinks  of  it  as  nonprofit- 
making  and  accepts  it." 

But  what  really  galls  some  French 
bankers  is  that  CA  has  moved  far  beyond 
its  agricultural  loans  into  the  hot  housing 
finance  market  (not  just  in  rural  areas), 
into  financing  silo  construction,  into  ex- 
porting French  knowhow.  Worst  of  all, 
say  its  critics,  CA  has  also  actually  be- 
come a  lender  on  the  money  market. 

Georges  Hervet,  who  also  represents  a 
grouping  of  small  and  medium-size  pri- 
vate banks,  blames  Cre'dit  Agricole's  ex- 
pansion on  the  big  banks'  apathy.  Elec- 
tion-conscious politicians,  he  says,  don't 
like  to  risk  attacking  CA,  the  source  of 
cheap  money  for  the  farmers,  who  repre- 
sent a  large  bloc  of  votes  in  France. 

Observers  now  think,  however,,  that 
the  "green  bank"  (even  its  building  is 
green)  may  finally  have  roused  the  other 
big  banks  into  opposition.  The  catalyst: 
CA's  move  into  international  business. 
After  years  of  leaving  non-French  busi- 
ness to  its  competitors,  Lallement  last 
fall  opened  a  branch  in  Chicago's  Loop  at 
55  East  Monroe,  a  representative  office 
in  New  York's  Citicorp  Plaza,  and  invit- 
ed 300  or  400  local  bankers  around  to  the 
Chicago  Club  and  the  Metropolitan  Club 
to  announce  his  bank's  presence. 

"Chicago  is  the  center  of  U.S.  agribusi- 
ness," says  the  painstakingly  precise  Lal- 
lement. "We  had  to  be  there  if  we  were 


going  to  be  in  the  U.S."  Lallement  tot 
another  trip  in  mid-September,  sayn 
that  his  itinerary  would  include  Las  \ 
gas  and  the  Grand  Canyon.  French  an 
lysts  expect  CA's  next  U.S.  move  will 
a  representative  office  or  branch  in  Ca 
fomia,  where — according  to  CA's  Dire 
tor  of  International  Affairs  Serge  R 
bert — agriculture  is  "more  diversifie 
more  like  France  than  the  Midwest  is. 

Not  content  with  establishing 
American  beachhead,  CA  is  also  wooi 
the  World  Bank  for  participation  in  d 
velopment  projects.  We  are  ready  for  s 
rious  work  with  them,"  says  Lallemer 
"even  if  the  short-term  profit  is  not  pj 
ticularly  good." 

Will  opposition  from  the  other  Frem 
banks  be  a  brake  on  CA's  internation 
ambitions?  Already,  there  is  talk  in  Pai 
of  the  government  "holding  up"  CA  f 
$240  million,  that  is,  requiring  the  bar 
to  hand  over  that  much  of  its  profit 
Another  possible  brake  on  the  jugge 
naut's  progress:  The  government  mig, 
simply  insist  that  it  plow  on  toward  tl 
goal  of  building  up  the  French  processe 
food  industry.  That,  says  Lallemer 
makes  doubtful  sense  in  France:  ' 
have  a  powerful  processed-food  industt 
you  need  a  population  without  mui 
taste."  For  countries  with  strong  foi 
industries,"  says  Lallement,  "look 
Switzerland,  Britain,  Holland.  ..." 

And  the  U.S.?  Lallement  smiles  tad 
fully:  "The  exception  that  proves  tl 
rule,"  he  says.  ■ 
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Some  people  thin 
Bank  of  America 

only  finances  large 
transportation 
systems. 


So  what  are  we  doing  with 
a  running  shoe  factory  in  the 

Philippines? 


It's  true  that  Bank  of  America  provides 
financing  for  some  of  the  world's  largest 
projects,  including  highway  systems,  ship 
ping,  and  international  airlines. 

But  that's  certainly  not  the  whole 
story. 

For  example,  we  also  finance  smaller 
"transportation  systems". . .  like  running 
shoes.  Not  too  long  ago,  we  actually  helpe 
one  of  our  multi-national  customers 
establish  a  shoe  factory  in  the  Philippines 


BANK  OF  AMERICA  N 


We  started  by  giving  advice  on  business 
istoms  and  import-export  procedures.  We 
ided  up  financing  the  building,  estab- 
;hing  lines  of  credit,  and  providing  a  wide 
iriety  of  other  financial  services. 

And  that's  just  one  example.  You  don't 
eed  to  be  a  business  giant  to  call  upon  our 
obal  resources.  So  whatever  the  size  of 
3ur  business  —  or  whatever  business  you're 
i— when  you  want  financial  action,  call 
n  Bank  of  America. 


For  information  on  how  Bank  of 
America's  world-wide  network  of  offices 
in  over  85  countries  can  serve  you,  talk  to 
one  of  our  global  account  officers.  We  have 
international  offices  strategically  located 
in  several  cities,  including  New  York, 
Chicago,  Miami,  Houston,  San  Francisco, 
Los  Angeles  and  San  Diego. 


BANKof  AMERICA 


Think  what  we  can  do  for  you 


toscow's  foreign  entanglements  add  another  burden  to  a  sagging 
tonomy  and  push  the  poor  consumer  even  farther  back  in  line. 


Welcome 
to  the  club 


A 


hviet  merchantman  in  Havana  harbor 

iey  buy  grain  from  Canada  for  Cubans  when  they  have  hungry  Russians. 


By  Jerry  Flint 

YOU  THINK  WE  HAVE  TROUBLES? 
Look  at  the  Soviet  Union.  Growth 
is  slowing,  grain  is  short,  meat's 
disappearing  and  so  are  potatoes,  coal 
output  sags,  oil  production  is  peaking, 
labor's  getting  scarce  and  the  generals 
keep  demanding  more  men  and  hard- 
ware. On  top  of  that  the  bill  for  foreign  aid 
is  getting  big.  Billions  of  rubles  in  valuable 
oil,  grain  and  other  hard-currency  goods 
and  military  equipment  are  going  to 
Cuba,  Vietnam,  Afghanistan,  Ethiopia 
and  now  Poland — and  they  want  more! 

"In  the  Soviet  Union  there  aren't  any 
free  uncommitted  resources,"  says  Rob- 
ert Campbell,  a  Soviet  specialist  and 
head  of  the  economics  department  at 
Indiana  University.  "All  that  [aid]  comes 
off  the  top."  Meaning  less  meat  for  the 
ordinary  comrades,  fewer  cars  and  shoes. 

John  Hardt,  specialist  in  Soviet  eco- 
nomics at  the  U.S.  government's  Con- 
gressional Research  Service,  says  of  the 
Soviet  Union:  "There  is  general  agree- 
ment that  there  is  going  to  be  increased 
pressure  on  scarce  resources,  and  some 
slowdown  [in  economic  growth]  with 
privileged  claimants  increasing  for  the 
new  portions  of  critical  elements"  like 
petroleum  and  steel.  Those  claimants  in- 
clude the  Soviet  military  and  such  prior- 
ity industries  as  energy. 

Thirty  years  ago,  the  U.S.S.R.  made  a 
habit  of  mugging  its  friends,  first  looting 
any  territories  visited  by  the  Red  Army 
and  then  tying  them  to  one-sided  trade 
pacts.  No  more.  Today  its  trade  agree- 
ments with  its  Eastern  European  allies  are 
the  result  of  hard  bargaining  on  both  sides, 
and  the  U.S.S.R.  is  generous  with  aid  for 
favorites  such  as  Cuba  and  Vietnam.  Even 
when  they  have  a  trade  advantage — sup- 
plying oil  to  the  Eastern  bloc,  for  exam- 
ple— the  Russians  still  deliver  below  the 
world  prices,  meaning  that  it  costs  them 
potential  hard-currency  profits. 

fust  how  much  the  Soviet  Union  is 
pumping  out  in  such  foreign  aid  isn't 
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We  wouldn't  have 

cancelled  his 
flood  insurance. 


Disasters  sometimes  run  in  pairs. 

Because  after  the  victims  lose  their  property,  they've  been  known 
to  lose  their  insurance.  All  because  their  insurance  company  decided 
that  type  of  business  was  too  risky  to  write. 

We  don't  think  that's  playing  fair. 

At  AIG,  we  believe  stability  is  important. 

If  this  sounds  too  good  to  be  true,  look  where  it's  gotten  us. 

We've  grown  into  a  multi-billion-dollar  corporation  with  more 
people  in  more  offices  in  more  countries  writing  more  kinds  of  com- 
mercial insurance  than  any  other  American  insurance  organization. 

All  by  filling  our  clients'  needs. 

And  not  leaving  them  high  and  dry. 

The  AIG  Companies. 

Let  us  take  the  nsks. 


D  1980  American  International  Group  For  more  information,  contact  American  International  Group,  Dept.  A,  70  Pine  Street,  New  York.  N.  Y.  10270. 


known,  but  the  amount  is  large  and 
growing.  The  best  figures  come  from 
Cuba.  Commerce  Department  experts  in 
Communist  bloc  economics  say  the  So- 
viet Union  spent  about  $16.7  billion  for 
economic  aid  to  Cuba  from  1960  through 
1979,  and  the  total  is  probably  close  to 
$20  billion  by  now.  About  40%  of  this 
aid  is  in  the  form  of  bilateral  interest-free 
loans  with  25-year  repayment  schedules 
that  don't  even  begin  until  1986.  The 
remainder  is  nonrepayable  subsidies  in 
the  sugar,  petroleum  and  nickel  trades, 
and  those  subsidies  have  been  growing. 
They  jumped  from  $901  million  in  1975 
to  $2.7  billion  in  1979  and  the  best  guess 
now  is  that  the  annual  figure  is  close  to 
$3  billion.  "If  Soviet  oil  production  levels 
off  and  declines  as  expected  in  the  mid- 
1980s,  the  economic  and  political  costs 
of  continuing  to  supply  and  subsidize 
Cuba,  at  the  possible  expense  of  Eastern 
Europe,  will  confront  Soviet  planners 
with  difficult  decisions,"  says  a  Com- 
merce Department  report.  The  Russians 
had  already  made  a  decision — to  increase 
oil  supplies  to  Cuba  while  pushing  other 
allies  more  into  the  costlier  world  mar- 


ket— before  economic  restlessness,  even 
outright  rebellion,  hit  Poland. 

Vietnam  is  another  hard-pressed  cli- 
ent. Its  break  with  China  cost  a  $300 
milhon-a-year  aid  program  in  1978,  and 
efforts  to  lure  other  foreign  investment 
flopped.  Exactly  how  much  aid  the 
U.S.S.R.  is  moving  to  Vietnam  isn't 
known,  but. the  current  estimate — which 
may  be  on  the  high  side — is  $1  billion  a 
year.  That's  not  in  borscht  but  in  gaso- 
line, grain  and  oil  and  gas  prospecting 
technology,  items  that  are  needed  in  the 
Soviet  economy  itself. 

Afghanistan  is  another  economic 
problem  that's  likely  to  grow.  The  war 
there  means  tax  collections  and  harvests 
aren't  likely  to  be  up  to  normal.  What's 
more,  says  Soviet  specialist  Hardt,  the 
Afghanistan  war  twists  economic  aid  in 
other  ways,  meaning  that  not  only  is 
food  for  the  troops  likely  to  be  an  expen- 
sive item,  but  Moscow  will  probably 
have  to  throw  extra  supplies  into  prov- 
inces that  border  Muslim  states  to  keep 
the  natives  from  becoming  too  restless. 

Poland  is  the  latest  strain.  Just  days 
after  the  upheaval,  Polish  government 


The  cost  of  friendship 


The  Russians  subsidize  Castro  with  high  prices  when  buying  sugar,  low 
prices  when  selling  oil.  The  cost  of  Soviet  economic  support  for  Cuba 
alone  is  now  estimated  by  U.S.  government  sources  to  be  up  to  $3  billion 
annually.  Bills  for  Vietnam,  Poland  and  Africa  are  climbing,  too. 


$  millions 


officials  said  that  the  Soviet  Union  ] 
passed  on  $550  million  in  hard-curre) 
credits  since  May,  including  $150  rj 
lion  arranged  in  early  September. 
U.S.S.R.  has  since  announced  it  is  se 
ing  food  and  manufactured  goods  i, 
Poland,  and  it  may  be  forced  to  s» 
more.  The  Poles  already  are  $20  billioi 
debt  to  the  West,  with  $14  billion  ■ 
over  two  years;  they've  just  received 
extra  $670  million  American  grain  cr« 
on  top  of  $1.3  billion  owed  in  Septeml 
and  the  labor  upheaval  means  enorm< 
production  losses.  Hence,  if  the  Soi 
Union  is  to  keep  Poland's  econo 
afloat  without  letting  its  ally  beco 
completely  dependent  on  the  West, 
extra  support  could  climb  to  hundred; 
millions  of  dollars  annually.  This  is  go 
on  when  the  U.S.S.R.  itself  is  suffer 
from  disappointing  harvests.  Says  L; 
rence  Theriot,  an  Eastern  bloc  specia 
at  the  Commerce  Department:  "Tl 
buy  grain  from  Canada  for  hungry  C 
bans  when  they  have  hungry  Russian 

There's  not  much  question  about 
U.S.S.R.'s  economic  troubles.  "After 
years  of  sustained  high  rates  of  grow 
fueled  by  ever  larger  units  of  capital  j 
labor,  the  Soviet  economy  has  entere 
period  of  increasing  strain,"  says  a  0 
tral  Intelligence  Agency  study.  The  Sc 
etGNP  grew  at  about  3.5%  in  1978,  tl 
only  0.7%  last  year  with  the  crop  faih 
it  is  believed,  and  is  expected  to  cli) 
only  3%  to  4%  at  best  this  year.  For 
next  five  years  not  much  more  is  expe 
ed,  with  a  major  problem,  energy,  loc 
ing  on  the  horizon.  Oil  product 
reached  12  million  barrels  a  day  this  y 
but  U.S.  experts  figure  some  decline 
coming,  maybe  25%  by  1985.  To  han 
that  slowdown  the  U.S.S.R.  must  mj 
major  investments  in  gas  pipelines  i 
compression  stations  and  in  convert 
oil-burning  furnaces  to  gas  and  coal.  M 
tary  spending  could  increase  under  pi 
sure  from  American  rearmament. 

None  of  this  foreshadows  any  f 
change  in  Soviet  policy.  Great  pow 
such  as  the  U.S.  and  the  U.S.S.R.  are 
likely  to  change  foreign  policy  because 
the  economic  price  at  home.  The  L 
involvement  in  Vietnam  helped  trig 
today's  inflation.  The  U.S.  didn't  pull  ■ 
of  Vietnam  for  that  reason,  but  the  in 
tion  weakens  the  U.S.  around  the  wc 
today.  The  mills  of  the  gods  grind  slow 
yet  they  grind  exceedingly  small. 

"I  can  imagine  that  there  is  a  group 
Moscow  now  that  talks  about  pour 
money  down  the  rathole,"  says  Congi 
sional  Research's  Hardt.  "What  they 
doing  is  stretching  the  critical  margin 

The  really  big  question  is  one  nobc 
can  answer,  not  even  the  Soviets  the 
selves.  Will  the  increasingly  high  cosi 
being  a  superpower  force  the  Soviets 
cut  back  and  become  less  aggressive? 
will  it  drive  them  to  desperation  £ 
military  adventurism?  ■ 
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ST.  JOE  GOLD. 


High  in  the  Chilean  Andes, 
St.  Joe  is  developing  El  Indio,  a 
major  gold  discovery.  A  discovery 
that  includes  large  amounts  of 
silver.  While  regular  production 
is  scheduled  for  1981,  gold  ore 
shipments  have  already  begun. 

In  California,  St.  Joe  has  siz- 
able interests  in  the  San  Juan  and 
Yuba  gold  properties.  San  Juan 
has  one  of  the  nations  larger  un- 


developed gold  reserves. 

Gold  and  other  precious 
metals  are  just  a  part  of  St.  Joes 
exciting  future.  In  the  early 
1970s,  St.  Joe  embarked  on  a 
bold,  but  well-planned  course  of 
diversifying  into  rapidly  growing 
markets  for  precious  metals,  en- 
ergy and  natural  resources. 

This  ten-year  capital  expan- 
sion program  should  total  over 


two  billion  dollars  by  1984.  And  it 
is  already  beginning  to  pay  off 
Properties  such  as  El  Indio  and 
those  in  California  will  add  to 
St.  Joes  earnings  and  growth. 

With  all  this  happening,  isn't 
it  time  you  discovered  St.  Joe? 

DISCOVER  US. 

St  Joe  Minerals  Corporation 
Energy &METAIS 


For  a  copy  of  our  Annual  Report,  write  to  our  Chairman,  John  C.  Duncan,  Box  lC.St.  Joe  Minerals  Corporation,  250  Park  Avenue,  N  Y  ,  N  Y  100 17 
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Schaffner& 
Corporate 


Th 


Ihe  Corporate"  Collection  is 
designed  for  the  business  and  profes- 
sional man  who  equates  his  manner  of 
dress  with  the  expression  of  sound 
judgment.  Fine,  exclusive  fabrics 
together  with  the  quality  tailoring  of 
America's  foremost  clothing  manufac- 
turer produce  the  Corporate-styled 
suits,  sport  and  outercoats  that  are  fit- 
ting and  proper  to  him.  Hart  Schaffner 
&  Marx  makes  a  business  of  suiting 
this  man  successfully. 


ill 


■ 


Vested  Navy  Prnstripe  Suit  from 

the  Corporate  Collection, 

in  Heritage"  Cloth 

Dacron"  polyester  and  wool. 


36  South  Franklin  Street. 
Chicago.  Illinois  60606 


Hart 
Schaffner 
&Marx 


famous  inflation-fighter  blames  inflation 
n  excessive  transfer  of  income  from  corpo- 
%te  profits  to  personal  consumption.  Higher 
orporate  profits,  he  argues,  would  bring  less 
iflation  and  a  higher  standard  of  living. 

Why  is  inflation 
so  virulent? 


As  I  See  It 


3CTAVIO  GOUVEA  DE  BuLHOES,  a 
short,  white-haired  old  man,  is 
one  of  the  world's  most  expen- 
ded inflation-fighters.  He  first  went  to 
prk  at  the  Brazilian  Ministry  of  Fi- 
:.nce  in  Rio  de  Janeiro  in  1926,  at  age 
f,  and  stayed  41  years  to  become  fi- 
l.nce  minister  in  the  first  turbulent 
i  ars  of  military  rule  following  the  ouster 
!  the  leftist  civilian  regime  of  President 
lao  Goulart  in  April  1964.  His  was  the 
|sk  of  cleaning  up  the  economic  mess 
je  leftists  had  created.  When  he  became 
lance  minister  in  1964,  inflation  was 
inning  at  a  92%  annual  rate.  By 
'67,  the  year  he  left  the  Finance 
inistry,  it  was  down  to  25%. 
jring  those  three  years  Bulhdes 
rried  out  the  most  successful 
ti-inflation  program  in  Brazil's 
i  story. 

After  Brazilian  inflation  came 
aring  back  in  the  late  1970s — 
day  it  is  pushing  1 10%  yearly — 
ilhdes  became  an  implacable  crit- 
of  the  uncontrolled  credit  expan- 
m   and   government  subsidies 
at  have  put  Brazil  back  near  the 
p  of  the  world  inflation  league 
id  severely  damaged  its  interna- 
!>nal  credit.  His  cockpit  now  is 
|e  presidency  of  the  Brazilian 
onomics  Institute,  and  he  is 
ssident  of  the  Brazilian  subsid- 
y  of  Daimler-Benz,  the  country's 
Ingest  truck  manufacturer. 
Bulhdes'  long  experience  in  in- 
Imational  finance  includes  work- 
s' with  Harry  Dexter  White  of  the 
S.  Treasury  and  John  Maynard 
!i;ynes  in  preparing  the  1944  Bret- 
on Woods  Conference,  at  which 
le  postwar  International  Mone- 
ry  Fund  was  organized. 
For  those  who  worry  that  inf ta- 
rn may  get  worse  in  the  U.S.  and 
iewhere,    Bulhdes'   advice  and 


counsel  are  well  worth  hearing.  He  was 
interviewed  in  Rio  by  Forbes  Contribut- 
ing Editor  Norman  Gall. 

Forbfs:  Why  does  Brazil  today  have  in- 
flation of  almost  1 10%  ? 

Bulhdes:  It  comes  from  cumulative  in- 
flationary pressures,  mainly  government 
subsidies  and  especially  cheap  agricultur- 
al credit  at  interest  rates  between  one- 
third  and  one-fifth  the  rate  of  inflation. 
Between  1960  and  1964  the  main  cause 
of  inflation  was  budget  deficits,  coming 
from  excessive  social  spending  and 
shortfalls  in  tax  collection. 

Forbes.-  That  was  the  past.  What's  the 
problem  now? 

Bulhoes:  Today  the  problem  is  that 


Itijlation-fighter  Octdvio  Gouvea  de  Bulhoes 
Will  re  industrialization  work?  It  all  depends. 


the  central  bank  is  printing  too  much 
money  to  hand  out  as  subsidies  without 
budgetary  limits  of  adequate  tax  rev- 
enue. Over  the  past  five  years  the  annu- 
al increase  in  credit — just  the  increase, 
not  the  entire  amount  of  credit  avail- 
able— was  equal  to  one-fifth  of  the 
whole  national  product.  In  1978  the 
credit  increase  in  Brazil  was  greater 
than  the  whole  federal  budget,  with 
more  than  half  of  this  new  credit  com- 
ing in  the  form  of  foreign  loans. 

In  1977-78  the  government  decided  to 
cut  subsidies  and  was  able  to  hold  infla- 
tion down  to  a  level  of  about  40%.  But 
then  in  1979  there  was  a  huge  increase  in 
agricultural  credit,  combined  with  a  re- 
lease of  funds  frozen  as  compulsory  de- 
posits by  importers.  Between  1973  and 
1979  the  great  liquidity  of  international 
money  markets  financed  Brazil's  expan- 
sive subsidies  and  credit,  not  only  com- 
pensating for  Brazil's  international  pay- 
ments deficits  but  building  up  hard  cur- 
rency reserves  as  well. 

Forbes.  Is  Brazil's  problem  unique? 

Bulhoes:  Brazil's  credit  inflation  is  an 
exaggeration  of  the  same  credit  inflation 
taking  place  in  the  major  Western  econo- 
mies, especially  the  U.S.  and  Britain. 

Forbes:  World  inflation  in  the  1970s 
was  4  times  what  it  was  in  the  1960s. 
What  caused  this  worldwide  burst  of  in- 
flation, the  great  excess  of  credit  and 
liquidity? 

Bulhoes:  Right  after  World  War  II,  the 
industrial  countries  adopted  policies  of 
income  redistribution.  Capital  resources 
were  taken  away  from  businesses 
and  transferred  into  salaries.  Not 
only  into  salaries  of  company  em- 
ployees but  also  into  salaries  to  in- 
crease government  services  and  so- 
cial welfare. 

With  this  transfer  of  resources, 
the  companies  began  to  see  their 
profits  substantially  diminished 
and  thus  they  had  less  opportunity 
to  pay  out  high  dividends  and  to 
increase  their  capital.  In  this  way  a 
phase  of  heavy  business  indebted- 
ness began  worldwide.  In  some 
countries  the  trend  was  more  pro- 
nounced than  in  others,  but  the 
tendency  was  general. 

From  U.S.  statistics  we  can  see 
that  increases  in  borrowing  were 
much  higher  than  increases  in  sav- 
ings, which  means  that  there  were 
expansive  pressures  on  the  money 
supply.  In  the  U.S.,  Germany,  Italy 
and  France,  in  almost  all  Western 
countries,  money  supplies  expand- 
ed to  finance  debts,  not  only  of 
corporations  but  of  consumers  as 
well.  When  money  supplies  were 
forced  to  expand,  prices  began  to 
rise  also.  Then  came  the  oil  crisis, 
but  only  after  the  general  price  in- 
creases already  were  under  way. 
The  oil  crisis  forced  even  stronger 
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from  GTE. 


te're  doubling  the 
parking  spaces 

for  satellites. 


It's  pretty  busy  out  there  these  days.  Satel- 
lites are  just  about  bumper  to  bumper  (in  a 
manner  of  speaking) . 

Actually,  they're  a  couple  of  hundred  miles 
apart.  But  that's  as  close  as  they  can  get 
without  confusing  the  signals  from  one  earth 
station  with  those  from  another. 
That's  the  way  things  used  to  be. 


A  narrower  beam. 

It  all  has  to  do  with  the  total  radiation 
emitted  by  an  earth  station.  One  of  our  GT 
companies  has  developed  an  antenna  that,,  1 
effect,  cuts  the  width  of  the  beam  by  reducin  , 
the  radiation  in  undesired  directions. 
Result :  more  room  for  satellites. 

More  satellites, 
more  communications. 

Twice  as  many  satellites  can  now  be  pari)  I 


in  orbit.  This  means  that  satellites  will  mo 
and  more  be  able  to  fill  the  soaring  need  foil 
increased  communications  capacity. 

Meanwhile,  back  on  earth... 

Maior  cities  in  this  country  have  so  muc 


have  generally  had  to  be  put  20  or  more  mi 
out  of  town  to  get  away  from  the  interfere! 

Our  new  antenna  cuts  the  effect  of  this 
earth-side  interference  up  to  90%,  so  it  can 
be  located  right  in  town. 
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And  now  your  phone  calls  don't  / 
ave  to  travel  out  of  town  before  j 
hev  get  out  of  this  world.  \ 


"here's  more  than  space 
n  our  business. 

We  do  a  lot  more  than  produce  equipment 
or  satellite  communications.  We  are  also  ac- 
ive  in  both  earth-station  and  satellite  opera- 
ions  around  the  world.  To  say  nothing  of 
£ghting  and  special  materials  and  telephone 
lompanies. 

GTE  is  telecommunications.  And  a  great 
eal  more. 


One  Stamford  Forum,  Stamford,  Connecticut  06904. 


As  I  See  It 


price  rises.  Inflation  became  more  pro- 
nounced everywhere. 

But  the  essential  cause  of  this  phe- 
nomenon lies  in  the  fact  that  debt  grew 
as  a  substitute  for  business  capital.  Cap- 
ital formation  was  simply  inadequate. 

I  was  pleased  to  see  this  confirmed  in 
your  interview  with  [Nobel  prizewinning 
economist]  Sir  W.  Arthur  Lewis  ["The 
economy's  problem:  It  doesn't  pay  to 
invest,"  Forbes,  Mar  19,  1979].  Lewis 
argues  that  the  great  problem  of  the  U.S. 
is  its  declining  rate  of  industrial  growth. 
He  says  it  is  more  important  for  the  U.S. 
to  recover  high  rates  of  growth  than  to 
fight  inflation.  However,  I  don't  think 
Lewis  should  have  posed  this  choice. 
Fighting  inflation  doesn't  obstruct  eco- 
nomic recovery.  On  the  contrary,  fight- 
ing inflation  clears  the  way  for  renewed 
growth,  but  it  must  attack  the  roots  of 
the  problem.  Attacking  the  roots  means 
reducing  the  income  redistribution  em- 
bodied in  the  transfer  of  profits  to  em- 
ployee salaries  and  to  government  sala- 
ries and  social  welfare.  All  of  this  comes 
out  of  corporate  resources.  While  infla- 
tion has  been  described  as  a  way  of  post- 
poning conflict,  social  peace  can  never  be 
achieved  if  we  continue  to  weaken  our 
capacity  to  produce  and  if  the  productive 
apparatus  is  overburdened  with  nonpro- 
ductive expenditures. 

Forbes.  So,  credit  becomes  a  substitute 
for  capital  and  savings  are  inadequate  to 
finance  real  economic  growth.  What 
about  the  role  of  OPEC? 

Bulhdes:  If  the  oil  crisis  had  not  oc- 
curred in  the  1970s,  we  might  have  still 
been  able  to  manage  demand  and  con- 
sumption without  worrying  greatly 
about  investments  and  increasing  pro- 
duction. But  now  we  cannot  deny  that 
between  1950  and  1980  there  was  exces- 
sive credit  expansion  and  deficient  sav- 
ings that  led  to  exaggerated  stimulation 
of  consumption  and  a  contraction  of  new 
investments.  From  now  on,  new  invest- 
ments must  have  greater  priority  to  pro- 
duce new  energy,  new  supplies  and  a 
more  efficient  industrial  plant.  To  reach 
the  needed  intensity  of  investment  we 
also  must  intensify  savings,  not  so  much 
to  reduce  consumption  but  at  least  to 
slow  the  rate  of  its  increase. 

Forbes:  There's  a  great  deal  of  talk 
these  days  about  what's  called  "reindus- 
trialization"  of  the  U.S.  Do  you  think 
that  such  a  program  would  be  successful? 
Or  would  it  be  inflationary? 

Bulhdes:  If  this  effort  is  not  financed  by 
savings  it  will  be  very  hard  to  eliminate 
inflation.  U.S.  inflation  can  be  eliminat- 
ed if  there  is  greater  stimulus  for  savings 
and  the  use  of  increased  savings  to  invest 
in  machinery  to  make  industry  more 
productive.  If  credit-creation  is  used  to 
finance  these  ^industrialization  invest- 


ments by  monetary  expansion,  inflation- 
ary price  increases  will  result.  Why?  Be- 
cause the  funds  intended  for  investment 
would  be  diverted  into  consumption. 
Even  a  very  rich  country  cannot  greatly 
expand  consumption  and  make  major  in- 
vestments t'o  modernize  its  entire  indus- 
trial plant  at  the  same  time. 

Forbes:  Economic  advisers  to  Ronald 
Reagan  in  his  presidential  election  cam- 
paign, especially  Professor  Arthur  Laffer 
of  the  University  of  Southern  California, 
speak  of  a  new  "supply-side  economics." 
What's  your  opinion  of  this  new  empha- 
sis in  economics? 

Bulhdes:  I  think  supply-side  economics 
could  be  very  healthy,  if  combined  with 
monetary  discipline,  as  a  possibility  of 
offering  more  goods  and  services  as  a 
way  to  fight  inflation.  For  this,  however, 
the  policies  of  income  redistribution  that 
I  mentioned  earlier  must  be  reversed  in 
order  to  build  investment  capital. 

Forbes;  You  are  asking  workers  to 
make  sacrifices. 

Bulhdes:  Capital  yields  need  not  be  im- 
proved at  the  expense  of  salaries.  In  fact, 
real  wages  in  the  U.S.  have  not  risen 
much  recently.  What  you  call  "fringe" 
benefits,  however,  have  increased  greatly 
and  reduced  corporate  profits.  Supple- 
ments to  wages  and  salaries  increased 
enormously,  from  5.0%  of  gross  pay  in 
1950  to  10.3%  in  1970  and  15.9%  in 
1979.  We  are  talking  about  $232  billion 
in  supplementary  wage  payments  in 
1979,  or  one-tenth  of  the  U.S.  gross  na- 
tional product,  a  sum  greater  than  the 
entire  national  product  of  Brazil,  which 
is  the  world's  eighth-largest  market  econ- 
omy. There  could  be  a  halt  to  the  growth 
of  fringe  benefits  without  reducing  real 
pay.  If  a  good  part  of  these  wage  extras 
could  be  mobilized  for  productive  invest- 
ment, then  much  of  U.S.  industry's  cap- 
ital-formation problem  would  be  solved. 

Forbes  Prospects  are  for  very  slow 
growth  of  production  and  world  trade  in 
the  early  1980s,  perhaps  about  1%  year- 
ly. Is  this  slowdown  inevitable? 

Bulhdes:  We  must  go  back  to  the  fact 
that  corporations  have  insufficient  cap- 
ital resources  and  thus  are  becoming  less 
efficient.  Many  studies  show  slowing 
productivity — not  just  in  the  U.S.  but  in 
Germany  and  Japan  as  well.  With  declin- 
ing productivity  it  is  hard  to  get  produc- 
tion increases  with  stable  money.  The 
lower  rate  of  production  we  see  in  indus- 
trialized countries  is  not  just  the  conse- 
quence of  measures  of  fighting  inflation 
but  also  goes  deeper  and  stems  from  the 
lack  of  capital. 

Forbes  You  participated  with  John 
Maynard  Keynes  in  the  preparation  of 
the  Bretton  Woods  Conference  of  1944, 
at  which  the  international  monetary  sys- 
tem was  organized.  Some  people  blame  a 


blind  following  of  Keynes'  ideas  for 
present  mess.  What  do  you  think? 

Bulhdes:  When  Keynes  stressed  c 
sumption  rather  than  production,  at 
time  he  was  right  because  there  was 
cess  production  capacity  and  a  lack 
demand.  Thus  the  error  in  the  sysfl 
could  not  be  in  the  supply  side;  it  hac 
be  on  the  demand  side,  caused  by 
shrinking  of  income.  I  think  Keynes  \ 
100%  right  when  he  spoke  of  stimu 
ing  and  managing  demand.  But 
world's  situation  now  has  changed.  Ra 
cally.  Today  we  have  excess  demand  g 
erated  by  accelerated  growth  of  perso 
income  oriented  toward  consumpti 
together  with  scarcity  of  resources  av 
able  for  productive  investment.  Thus 
two  theorists  who  always  should  be  c 
suited  in  different  economic  situatic 
are  Keynes  and  Knut  Wicksell. 

Forbes  Who? 

Bulhdes:  Wicksell  [1851-1926)  wai 
Swedish  economist  who  occupies  a  i 
nor  place  in  the  histories  of  econor 
thought  because  his  work  was  publisl 
out  of  synchronization  with  the  worl 
economic  crises.  He  theorized  that 
cause  of  inflation  lies  in  excessive  exp 
sion  of  money  and  credit  and  in  a  d< 
ciency  of  savings.  His  main  works  w 
published  at  the  turn  of  the  century  1 
came  out  in  English  only  in  1935, 
year  of  publication  of  Keynes'  Gend 
Theory  of  Employment,  Interest  and  Man 
As  a  Swede,  Wicksell  was  won! 
about  inflation  because  Sweden  in  1 
late  19th  century  was  beginning  indus 
al  development  and  was  concerned  w 
the  need  for  savings  and  capital.  He  s 
that  during  inflationary  periods  #r 
sums  of  money  were  issued  as  loans 
businesses.  The  volume  of  loans  expai 
ed  because  bankers  maintained  inter 
rates  as  low  as  in  previous  periods  wh 
there  was  less  demand  for  loans.  It  wai 
kind  of  involuntary  subsidy  of  inter 
rates  fed  by  paper  money  from  the  ce 
tral  bank.  Result:  rising  prices.  Wicks 
focused  attention  on  how  economies  ; 
vulnerable  to  very  large  credit  exp^ 
sions.  That's  our  problem  today.  Unf 
tunately,  his  books  and  lectures  in  poli 
cal  economy  appeared  when  the  wo 
economy  was  in  depression  and  need 
stimulation.  Nobody  read  Wicksel 
book  because  it  was  out  of  phase  wi 
events.  But  today  Wicksell  is  much  mc 
timely  than  Keynes.  The  world  econor 
cannot  remain  permanently  in  exp* 
sion.  It  must  pass  through  phases  of  le 
er  acceleration. 

Forbes  Do  you  think  the  Internatioi 
Monetary  Fund  (IMF)  can  be  strengi 
ened  to  apply  brakes  on  the  uncontroll 
expansion  of  the  world's  money? 

Bulhdes:  I  believe  the  expansion 
credit  in  the  world  has  become  so  uncc 
trolled  that  the  IMF  now  can  do  little 
bring  it  under  some  coherent  regime.  B 
the  collapse,  if  that's  what  we  should  c 
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Of  the 
5  Great  Liqueurs 

in  the  world 
only  one  is  made  in 
America. 

Wild  Turkey  Liqueur. 
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of  the  IMF  and  Bretton  Woods  comes 
)re  from  a  small  lapse  rather  than  from 
|  system  as  it  was  originally  con- 
ived.  This  small  lapse  happened  this 
ly:  The  plans  of  both  Keynes  and  Harry 
:xter  White  called  for  a  new  interna- 
mal  currency,  which  Keynes  called 
ncor.  This  new  v/orld  currency  was 
nceived  because  both  men  knew  that 
currency  of  any  individual  country, 
en  the  U.S.  dollar,  was  strong  enough 
t  to  transmit  to  the  world  economy 
I  inherent  defects  and  the  internal  dif- 
ulties  of  the  national  economy  that  it 
marily  served. 

However,  when  the  IMF  was  orga- 
:ed,  the  dollar  was  so  strong  and  com- 
inded  such  credibility  it  would  have 
sn  hard  to  find  or  fabricate  another 
rrency  to  serve  as  well  as  the  interna- 
mal  monetary  standard.  So  the  world 
rrency  was  ignored.  But  after  1965  it 
is  clear  that  the  dollar  was  rapidly  de- 
ning  in  its  international  credibility, 
t  today,  despite  its  obvious  defects,  the 
liar  still  is  the  main  world  currency, 
rhe  IMF  later  invented  the  special 
iwing  rights  (SDRs)  as  an  international 
rrency  that  could  substitute  for  the 
liar,  but  it  already  was  too  late.  Differ- 
t  countries  obstinately  decided  to  act 
)arately,  and  the  international  mone- 
y  system  fell  apart.  This  was  due  to 
%  failure  to  adopt  a  new  international 
rrency  at  Bretton  Woods.  This  could 
ve  imposed  monetary  discipline  on 
i  U.S.  by  impeding  it  from  printing 
liars  to  transfer  its  international  pay- 
:nts  deficits  to  the  rest  of  the  world, 
id  with  the  surpluses  now  being  re- 
ived by  Arab  oil  producers,  it  would 
ve  been  an  extraordinarily  useful  way 
bringing  world  trade  and  payments 
ck  into  balance. 

¥qrbes  Would  a  return  to  the  gold  stan- 
rd  help? 

3ulh6es:  Returning  to  the  gold  standard 
mid  be  a  step  backward.  It  would  be  a 
;ression  to  a  system  that  prevailed  be- 
e  countries  were  capable  of  meeting 
*ether  and  agreeing  on  a  new  mone- 
y  system,  as  they  did  at  Bretton 
jods.  The  gold  standard  based  itself  on 
p  amount  of  gold  available  in  the 
rid.  Between  1850  and  1900,  world 
Id  production  almost  doubled,  with 
pplies  emerging  from  such  new  areas 
California,  South  Africa,  Canada, 
aska,  Russia  and  Australia.  Since  then 
p  supply  of  new  gold  has  become  in- 
xible.  It  is  strange  that,  with  the  world 
momy  having  evolved  so  much  since 
pn,  economists  and  bankers  and  gov- 
iment  officials  cannot  agree  on  a  com- 
>n  international  monetary  standard 
it  would  be  more  flexible  than  the  gold 
3ply.  We  need  a  system  that  could  be 
inaged  in  a  coordinated  way  by  coun 
ps  seeing  the  need  to  control  the  quan- 
y  of  money  in  the  world  and  their  own 
tiona!  money  supplies.— Norman  Gall 
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Scotland  has  Drambuie. 
Ireland  has  Irish  Mist.  France 
has  Cointreau  and  B&B. 

Now  America  can  boast  its 
own  great  native  liqueur:  Wild 
Turkey  Liqueur  created  in 
Kentucky  by  the  originators  of 
America's  finest  native  whiskey, 
Wild  Turkey. 


Wild  Turkey  Liqueur  is  the 
"sippin'  sweet  cream"  of  liqueurs. 
It's  made  to  be  savored  slowly 
after  dinner.  Or  as  a  mellow 
accompaniment  to  an  evening's 
conversation.  You've  tasted  the 
great  liqueurs  of  Europe. 
Now  taste  America's  great  one— 
Wild  Turkey  Liqueur. 


NOTICE  SUPPLY  WILL  BE  LIMITED  IF  NOT  IN  YOUR  STORE,  PLEASE  CONTACT  AUSTIN.  NICHOLS  4  CO  ,  LAWRLNCEBURG  KY  80  PROOF  ©  1977 


ce  looked  into 
aintenance-free  batteries 
and  got  a  jump  on  the  market. 

Shouldn't  you  look  into 


The  maintenance-free  battery  boom  is 
ten  years  old  and  going  strong. 

But  long  before  these  car  batteries 
became  popular,  Grace  was  busy 
improving  the  technology  that  made 
them  possible. 

The  secret  is  in  the  separators  that  keep 
the  positive  and  negative  plates  from 
touching.  They  have  1o  be  tough 
enough  to  withstand  acid  attack.  And 
microporous  enough  to  allow  a  free 
flow  of  conducting  liquids. 

Through  a  series  of  technical  innovations, 
Grace's  Polyfibron  Division  has 


continued  to  lead  the  battery  separator 
industry  for  over  a  quarter  of  a  century. 

Yet  battery  separators  are  just  one 
of  Grace's  specialty  chemical  products. 
And  chemicals,  in  turn,  are  just  one 
part  of  Grace. 

Groce,  in  fact,  is  a  $5.7  billion  company 
with  balanced  interests  in  chemicals, 
natural  resources,  and  consumer  products. 

Since  1969,  the  company's  net  income  has 
grown  by  an  average  of  14%  annual  ry. 
And  shareholders  have  been  receiving 
cash  dividends  for 46  consecutive  years. 


Our  annual  report  can  led  you  ma 

Se^c  tor  *  C\       nq  ~c 
W.  R.  Grace  &  Co.,  Grace  PtazaJ 
1 1 14  Avenue  of  the  Americas, 
New  York,  NY  10036,  Dept.FB 

And  look  into  a  company 
that's  looking  out  for  America^ 
a_~0""o* « e  -teecs 

One  step  ahead  of  a 
chonaina  world 

GRACE 
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ou  can't  succeed  without  taking  risks,  but 
)hen  a  businessman  takes  a  big  risk,  the  stock 
larket punishes  him.  Whats  a  banker  to  do? 


Walter  Wriston's 
lament 


By  Thomas  C.  O'Donnell 


q|     HAREHOLDERS       WERE  STUNNED 

^  when  Citicorp  reported  a  33.7% 
W  drop  in  first-quarter  earnings, 
hey  sighed  in  relief  when  second-quar- 
r  profits  jumped  by  41.6%.  But  they're 
ill  worried:  What  about  the  third  quar- 
r?  And  the  fourth?  Was  the  rebound 
}r  real? 

"It  was  for  real,"  says  Chairman  Wal- 
jr  Wriston.  "The  tide  is  now  moving  in 
!ir  direction.  The  sailing  may  not  al- 

ays  be  smooth,  but  we'll  end  up  stand- 
Ig  on  the  shore." 

Wriston's  nautical  metaphor  is  par- 


ticularly apt,  because  Citicorp  has  set  its 
sail  for  uncharted  seas  while  most  of  its 
competitors  have  preferred  staying  close 
to  port.  Citicorp  is  taking  big  risks  predi- 
cated on  two  developments  that  have 
not  yet  happened:  true  nationwide  bank- 
ing, and  consumer  banking  matching 
business  banking  in  importance. 

Investors,  that  timid  breed,  dearly  love 
risks  that  succeed,  and  will  in  fact  pay 
big  premiums  for  the  stock  of  a  company 
whose  gamble  has  already  paid  off.  By 
the  same  token,  the  timid  breed  dislikes 
risks  where  the  outcome  is  still  unclear. 
Citicorp  is  paying  that  price.  The  super- 
growth  era  of  the  early  1970s,  when  in- 


vestors cheerfully  paid  24  times  earnings 
for  the  stock,  which  sold  for  $51.50,  is 
over,  at  least  for  now.  Citicorp's  shares 
sell  at  22%  and  carry  a  price/earnings 
ratio  of  5.  That  is  below  archrival  Bank- 
America's  P/E  ratio  of  6  and  stock  price 
of  $26.25. 

In  addition,  Citicorp  suffers  from  what 
might  be  called  the  "disappointed  ana- 
lyst's syndrome."  In  the  early  Seventies 
Chairman  Wriston,  rashly  perhaps, 
promised  regular  earnings  growth  of  15% 
per  year.  By  and  large  Wriston  has  deliv- 
ered on  his  promise:  Citicorp  earnings 
nearly  trebled  between  1970  and  1979. 
But  the  path  was  not  always  as  smooth 
as  he  had  envisioned  it  would  be.  Citi- 
corp had  a  drop  in  earnings  in  1977  and  a 
couple  of  other  years  when  the  gains 
were  less  than  15%. 

Other  investors  have  sold  off  Citi- 
corp's shares  because  of  its  bulging  port- 
folio of  foreign  loans,  especially  loans  to 
shaky  less-developed  countries  (LDCs). 
At  one  point  overseas  profits  accounted 
for  about  80%  of  its  earnings.  They  still 
account  for  65%.  That  was  a  definite 
plus  when  the  world  economy  was  both 
stable  and  strong.  But  since  1974,  the 
international  financial  system  has  been 
reeling  under  the  impact  of  continuous 
oil  price  hikes. 

What  both  groups  have  failed  to  appre- 
ciate is  the  extent  to  which  Citicorp's 
earnings  disappointments  have  been  a 
product  of  extensive  and  expensive  in- 
vestments in  the  future.  When  it  became 


'  corp  Chairman  Walter  Wriston 

e  are  trying  to  help  give  birth  to  a  brave  new  world. 
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Once  you  know  the  story  behind  them, 
you'll  know  why  so  many  Americans 
are  purchasing  them. 


The  Gold  Coins  of  Mexico  are  official  restrikes  of  the  gov- 
ernment of  Mexico,  minted  by  the  Casa  de  Moneda  de 
Mexico,  the  oldest  mint  in  the  western  hemisphere,  es- 
tablished in-1535.  Exclusively  minted  for  the  Mexican 
Federal  Reserve  Bank,  Banco  de  Mexico,  The  Gold 
Coins  of  Mexico  have  enjoyed  a  fine  reputation 
throughout  the  world  for  many  years. 

-  Now,  Americans  who  have  made  the  de- 
cision to  purchase  gold  coins  have  the  op- 
portunity to  acquire  The  Gold  Coins  of  Mexico 
in  the  United  States  at  the  following  banks.-  Citi- 
bank. Swiss  Bank  Corporation  and  Republic  Na- 
tional Bank  of  New  York. 

The  Gold  Coins  of  Mexico  not  only  provide  the  com 
venience.  portability  and  liquidity  of  owning  gold  in  coin 
form,  but  they  also  offer  more  alternative  choices 
for  purchasers,  Mexicos  50  peso  gold  piece, 
more  commonly  known  as  the  '  Cente- 
naries is  the  heaviest  of  all  high  circula- 
tiomgqld  bullion  coins  in  the  world- 
boasting  a  high  gold  content  of  1 .2057  troy 
ounces.  The  'Azteca.'  Mexicos  20  peso  gold 
piece,  features  a  4823  troy  ounce  gold' content 
for  purchase  on  a  small  scale  A  variety  of  Mexi- 
can gold  coins  of  smaller  denominations 


ACTUAL  SIZE 


GOLD  COINS 
OF 
MEXICO 


are  also  available. 

Many  people  consider  the  value  and  purchasing  power  of 
gold  as  an  alternative  hedge  against  inflation.  Of 
course,  the  decision  to  own  gold  is  a  highly  personal 
one  in  which  risks  and  advantages  should  be  care- 
fully considered  in  light  of  ones  specific  financial 
and  investment  goals.  Since  gold  is  a  commod- 
ity, its  value  is  subject  to  continual  market 
fluctuations. 

Over  the  years.  The  Gold  Coins  of  Mexico 
have  become  among  the  most  popular  gold  bul- 
lion coins  in  the  world.  Due  to  the  careful  crafts- 
manship of  Casa  de  Moneda  de  Mexico  and  the  wide 
distribution  of  these  coins,  you  can  usually  avoid  the 
cost  and  delay  of  determining  their  authenticity  upon  re- 
sale. As  with  all  gold  coins,  your  purchase  price  in- 
cludes a  premium  above  the  then  current  market 
price  of  gold  bullion  to  cover  minting  and 
distribution.  Furthermore,  purchases 
may  be  subject  to  state  and  local  taxes. 
Call  any  of  the  following  toll-free  num- 
bers for  up-to-the-minute  prices  For  additional 
literature,  write:  The  Gold  Coins  of  Mexico.  Infor- 
mation Center,  Grand  Central  Station.  PO.  Box 
1812,  New  York,  NY  10017. 
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The  Gold  Coins  of  Mexico  are  exclusively  supplied  to: 
Citibank,  NA  800-223- 1080    Swiss  Bank  Corporation  800-221-9406    Republic  National  Bank  of  New  York  800-223-084C) 
NY  State  call  collect:  212-559-6041         MY.  State  call  collect:  212-938-3929  NY.  State  call  collect:  212-930-6338 

The  Gold  Coins  of  Mexico  are  also  available  at  coin  dealers  plus  selected  banks  throughout  the  country. 
The  Gold  Coins  of  Mexico  is  a  Service  Mark  of  Banco  de  Mexico,  Mexico  City. 


lax  to  the  Free  World  that  its  lack  of 
esight  and  lack  of  discipline  had  put  it 
OPEC's  mercy,  most  businessmen 
srely  wrung  their  hands.  But  Wriston 
I  1977  asked  Executive  Vice  President 
:orge  Vojta  to  develop  a  long-range 
ategic  plan  to  deal  with  the  new  situa- 
m,  Vojta  realized  that  Citicorp  needed 
imestic  expansion.  But  where?  It  had 
out  as  much  of  the  New  York  market 
d  the  big  corporate  market  as  it  could 
t.  There  was  only  one  place  to  go:  to 
e  consumer  market  on  a  national  basis. 
)jta  completed  his  plan  in  late  1979  and 
rlier  this  year  its  objectives  became 
:ar:  to  obtain  high  growth  tvithin  the 
>.  from  medium-size  corporations,  fee- 
sed  services  and,  especially,  consum- 
|s.  When  deregulation  comes  Citicorp 
11  be  able  to  accept  deposits  from,  say, 
naha  as  easily  as  deposits  from  New 
>rk  and  will  not  thus  be  at  a  disadvan- 
^e  vis-a-vis  the  money  market  funds 
d  nonbank  financial  institutions. 
Of  course,  Citicorp  has  been  trying  to 
rve  out  a  giant  slice  of  the  U.S.  con- 
mer  market  for  years,  but  until  recent- 
that  attempt  looked  like  a  losing  prop- 
ition  because  of  the  Depression-era 
igle  of  laws  and  regulations  governing 
nks.  But  those  restrictions  are  rapidly 
ling  away — hence  the  thrust  of  Vojta's 
in.  In  the  spring,  for  example,  the 
Dckbusting  Depository  Institutions 
^regulation  and  Monetary  Control  Act 
drbes,  Sept.  29)  brightened  Citicorp's 
ture  in  a  way  that  most  investors  do 
t  yet  even  dimly  perceive.  Among  oth- 
things,  the  act  will  gradually  end  the 
ilings  on  interest  rates  that  have  pre- 
nted  banks  from  competing  with  other 
tancial  institutions  on  a  price  basis. 
This  will  allow  Citicorp  to  compete 
gressively  for  low-cost  consumer  de- 
sits,  especially  the  $80  billion  now 


sitting  in  money  market  mutual  funds. 
Citicorp  desperately  wants  to  reduce  its 
dependence  on  high-cost  money  pur- 
chased in  the  capital  markets — a  major 
factor  in  its  dismal  first-quarter  perfor- 
mance. Indeed,  when  interest  rates 
soared  to  record  heights,  Citicorp  was 
squeezed  between  the  high  cost  it  pays 
for  money  and  usury  ceilings  on  its 
extensive  portfolio  of  fixed-rate  con- 
sumer loans.  Wriston  doubts  the  first 
quarter  will  be  repeated.  He  believes 
that  before  long  all  financial  institu- 
tions will  be  competing  on  a  "level 
playing  field."  By  that  he  means  that 
the  day  is  coming  when  banks  will  no 
longer  be  at  a  disadvantage  against  the 
money  market  funds  and  nonbanks  in 
competing  for  the  savings  dollar. 

But,  as  Wriston  would  be  the  first  to 
admit,  disadvantages  still  remain. 
Although  they  may  soon  be  able  to 
pay  competitive  rates  for  funds,  bank 
holding  companies  will  not  be  able  to 
accept  deposits  outside  their  home  states 
until  the  so-called  Douglas  Amendment 
is  changed.  Later  this  year,  a  Carter  Ad- 
ministration Task  Force  will  recom- 
mend that  the  amendment,  which  sharp- 
ly limits  the  interstate  activities  of  bank 
holding  companies,  be  eased.  But  con- 
gressional approval  will  not  take  place 
until  early  1981  at  the  earliest,  possibly 
not  until  1982  or  1983. 

So  the  tide  is  definitely  moving  Citi- 
corp's way,  but  it  is  still  a  long  way  to 
shore.  In  the  meantime,  the  $111  billion 
(assets)  holding  company  is  not  sitting 
still.  The  Vojta  plan  calls  for  Citicorp  to 
keep  the  pressure  on,  to  keep  spending 
against  the  day  when  it  will  be  truly 
national.  An  aggressive  policy  like  this 
suits  Walter  Wriston  fine;  he's  not  your 
ordinary  supercautious  banker.  In 
March,  for  example,  Citicorp  announced 


plans  to  establish  a  bank  in  South  Dako- 
ta. The  bank  will  take  deposits  outside 
New  York,  but  its  main  function  will  be 
to  distribute  credit  cards.  The  reason: 
South  Dakota  has  no  usury  limits  on 
bank-card  lending.  Cards  issued  from 
New  York,  by  contrast,  carry  maximum 
interest  rates  of  18%  on  balances  below 
$500  and  12%  above  it. 

Wriston  calls  the  South  Dakota  move, 
for  which  Citicorp  hopes  to  receive  regu- 
latory approval  in  coming  weeks,  the 
"single  most  exciting  thing  that  has  ever 
happened  to  this  bank.  .  .  .  The  fact  that 
they  invited  us  in  disproves  the  myth 
that  states  are  afraid  Citicorp  will  come 
in  and  drive  their  banks  out  of  business." 

Wriston  is  clearly  hoping  that  other 
states  will  extend  similar  invitations.  It 
already  has  some  780  offices  spread 
throughout  40  states  and  Washington, 
D.C.,  but  only  New  York  State  has  full- 
service  banks  because  of  legal  restric- 
tions. "If  it's  not  here  already,  nation- 
wide banking  is  inevitable,"  says  Wris- 
ton. "The  only  question  is  when  and 
how  it  will  arrive." 

For  its  part,  Citicorp  is  doing  its  best 
to  make  sure  it  arrives  as  soon  as  possi- 
ble. In  March  it  invested  $12  million  in 
Central  National  Chicago  Corp.,  parent 
of  Chicago's  Central  National  Bank. 
Central  National  had  been  under  pres- 
sure from  regulators  to  boost  its  capital. 
Through  some  fancy  legal  footwork,  the 
purchase  qualified  as  debt  rather  than 
equity,  and  thus  did  not  violate  the  law. 
Citicorp  will  be  able  to  convert  the 
nonvoting  preferred  to  $12  million  in 
common  stock — getting  a  27%  chunk 
of  the  company — once  the  Douglas 
amendment  is  eased  and  Illinois  gives 
its  approval. 

Such  moves  obviously  require  superb 
legal  talent.  So  it  was  not  surprising  that 


Fat  city 


Citicorp's  growth  in  assets  has  often  outstripped  that  of  its 
major  competitors.  And  with  the  exception  of  1977,  its 
earnings  have  grown  at  a  rapid  rate.  Investors,  however, 


have  taken  a  jaundiced  view  of  Citicorp's  stock.  In  1973, 
it  sold  for  24  times  earnings  but  now  carries  a  price/earn- 
ings ratio  of  5.  The  figures  for  1980  are  Forbes  estimates. 
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YEAR 


ORIGINAL 
PRICE* 


CURRENT 
VALUE' 


RETAINED 
VALUE 


BMW  5  SERIES 


1975 
1976 
1977 
1978 
1979 
1980 


$  9,097 
$10,590 
$12,495 
$14,840 
$15,505 
$20,650 


$  7,486 
$  8,619 
$  9,575 
$11,833 
$15,550 


82.3% 
81.4% 
76.6% 
79.7% 
100.3% 


CADILLAC  SEVILLE 


1975 
1976 
1977 
1978 
1979 
1980 


NOT  MADE 

$12,479 

$13,359 

$14,710 

$16,224 

$20,477 


$  7,247 
$  8,733 
$10,114 
$12,436 


58.1% 
65.4% 
68.8% 
76.7% 


MERCEDES  280E 


1975 
1976 
1977 
1978 
1979 
1980 


$12,756 
$14,296 
$17,114 
$19,711 
$22,943 
$26,193 


$  8,672 
$  9,997 
$12,539 
$14,839 
$19,231 


68.0% 
69.9% 
73.3% 
75.3% 
83.8% 


JAGUAR  XJ6 


1975 
1976 
1977 
1978 
1979 
1980 


$13,100 
$14,250 
$16,500 
$19,000 
$20,000 
$25,000 


$  7,342 
$  8,653 
$10,333 
$12,903 
N/A 


56.1% 
60.7% 
62.6% 
67.9% 
N/A 


Perhaps  the  most  fiscally  respon- 
sible way  of  determining  an  auto- 
mobile's intrinsic  worth  is  how  well  it 
performs  on  the  used-car  lot. 

And  according  to  the  1980  Na- 
tional Automobile  Dealers  Association 
Official  Used-Car  Guide,  none  of  these 
luxury  sedans— domestic  or  imported 
-approach  the  BMW  528L 


The  explanation?  In  spite  of  the 
myriad  of  government  regulations  and 
the  demands  of  the  gas  tank,  the 
engineers  at  BMW  have  been  able  to 
design  a  high-quality,  fuel-efficient 
automobile*  that  never  compromises 
the  BMW  conviction  that  extraordi- 
nary performance  and  precision  engi- 
neering are  the  only  rational  motives 


for  purchasing  an  expensive  car. 

So  why  invest  in  a  car  that  mere- 
ly offers  the  resale  value  of  a  Cadillac, 
Jaguar  or  Mercedes,  when  you  can 
invest  in  something  considerably  bet- 
ter—a car  that  offers  the  re- 
sale value  and  extraordinary 
performance  of  a  BMW? 
THE  ULTIMATE  DRIVING  MACHINE. 


BMW  MUNICH  GtRMANV 


•The  BMW  528i  delivers  SHI  EPA  estimated  mpg  and  30  estimated  highway  mileage.  These  fuel  efficiency  figures  are  for  comparison  purposes  only  Your  actual  mileage  may  vary,  depending  on  speed,  weather 
and  trip  length.  Your  actual  highway  mileage  will  most  likely  be  lower.  'Manufacturers'  suggested  advertised  delivered  price  Does  not  include  taxes,  license,  freight  or  optional  equipment  'January  1980  National 
Automobile  Dealers  Association  average  retail  values,  based  on  actual  sales  reports  from  new  and  used-car  dealers  throughout  the  continental  US©  1980  BMW  of  North  America.  Inc  The  BMW 
trademark  and  logo  are  registered  trademarks  of  Bayerische  Motoren  Werke.  AG 





Senior  Executive  Vice  President  Hans  Angermueller 

Making  as  much  money  from  consumers  as  big  corporations. 


former  General  Counsel  Hans  Anger- 
mueller, 56,  was  named  one  of  three  Citi- 
corp senior  executive  vice  presidents  as 
part  of  the  Vojta  plan.  One  of  the  three — 
the  others  are  John  Reed,  41,  and  Thom- 
as Theobald,  43 — is  expected  to  succeed 
Wriston  when  he  retires  in  1984. 

The  Vojta  plan  divided  the  company 
into  two  broad  halves:  individual  bank- 
ing, headed  up  by  Reed,  who  rose  to 
prominence  at  Citicorp  in  his  early  30s; 
and  institutional  banking,  which  is  led 
by  Theobald. 

"Do  you  want  to  know  what  we'll  look 
like  in  ten  years?"  Wriston  asks.  "Take  a 
look  at  Sears  or  Merrill  Lynch.  The  situa- 
tion is  ludicrous.  They  can  do  lots  of 
things  we  can't." 

Simply  because  it  does  not  accept  de- 
posits, and  is  not  in  theory  a  bank,  Sears, 
Roebuck  &  Co.  has  been  able  to  assem- 
ble a  financial  supermarket  that  Wriston 
can  only  dream  of.  Through  its  Allstate 
insurance  subsidiary,  its  ownership  of 
Allstate  Savings  &.  Loan  Association — 
the  llth-largest  in  California — its  3,660 
outlets  in  stores  and  catalog  offices,  and 
its  network  of  23  million  cardholders, 
Sears  is  far  closer  to  what  a  1990  bank 
will  look  like  than  most  banks  can  now 
hope  to  be. 

Similarly,  Merrill  Lynch  now  allows 


its  customers  to  write  checks  and  make 
Visa  card  purchases  on  margin  ac- 
counts. Bankers  claim  the  program  vio- 
lates the  distinction  between  brokerage 
houses  and  commercial  banks  set  up  47 
years  ago  by  the  Glass-Steagall  Act.  For 
its  part,  Merrill  Lynch  claims  the  cash- 
management  program  involves  only 
brokerage  accounts  that  do  not  violate 
the  law.  The  banking  aspects  of  the 
program  are  handled  by  BANK  ONE,  of 
Columbus,  Ohio,  which  issues  the  Visa 
cards  and  checkbooks  used  by  Merrill 
Lynch  customers. 

Where  most  bankers  shudder  at  the 
prospect  of  competing  with  the  likes  of 
Sears  and  of  living  in  an  unregulated, 
rough  and  tumble  world,  Wriston  and 
Citicorp  welcome  the  prospect.  They 
make  no  effort  to  hide  their  glee  at  the 
prospect  of  a  good  fight.  Having  earlier 
this  year  passed  its  rival  Bank  of  Amer- 
ica in  size,  Citicorp  is  feeling  its  oats. 

So,  despite  its  problems,  Citicorp  will 
prosper  in  an  unregulated  environment. 
It  remains  the  leader  of  the  world  bank- 
ing system,  with  vast  diversification, 
highly  regarded  managers  and  the  ability 
to  get  into  potentially  profitable  busi- 
nesses ahead  of  both  its  competitors  and 
the  law. 

At  the  moment,  fee-based  activities 


are  very  attractive  because  they  requiL 
little  capital.  Of  these  none  is  hotter  thil 
information  services  (data  processing 
Angermueller  says  information  servicl 
could  account  for  10%  of  Citicorp's  earl 
ings  by  1990.  That  translates  to  $2i| 
million  since  the  Vojta  plan  calls  for  Ci  I 
corp  to  earn  $2.5  billion  a  year — $20| 
share — by  then. 

Specifically,  Citicorp  is  selling  time  <l 
its  own  computers  as  well  as  softwal 
packages  to  financial  institutions.  It 
also  combining  its  software  with  harl 
ware  and  selling  the  system  as  a  cor| 
plete  unit.  The  objective  is  to  becon 
the  primary  source  of  data  processing  f 
institutions  with  $300  million  or  mo 
in  assets. 

This  move  has  been  greeted  wit 
strong  opposition  by  established  da 
processing  firms  such  as  Tymshare,  In 
and  National  CSS,  Inc.  In  fact,  the  indu 
try  trade  group,  Association  of  Data  Pr 
cessing  Service  Organizations,  has  filt 
two  suits,  both  claiming  that  Citicorp 
data  processing  operations  violate  lav 
that  prohibit  banks  from  operating  bus 
nesses  unrelated  to  banking. 

The  opposition  makes  Wriston  fur 
ous.  He  is  the  rare  executive  who  actua 
ly  wants  to  run  his  business  in  the  fre 
market  he  praises.  "I'd  be  ashamed  to  w 
such  an  anticompetitive  suit,"  he  fume 

Citicorp  is  confident  of  victory.  Bi 
even  if  it  loses,  $250  million  is  relative! 
small  potatoes  compared  to  the  potei 
tially  lucrative  consumer  market.  "Tq 
consumer  saving  market  in  the  U.S. 
$1.3  trillion  in  size,"  says  Wriston.  "ArJ 
no  institution  has  as  much  as  a  1 
share."  He  adds:  "Yet."  Says  Hans  Ai 
germueller:  "Consumer  banking  can  h 
just  as  profitable  as  the  big  blue-chi 
corporate  business." 

That  has  been  proved  by  BankAme 
ica,  which  obtained  60%  of  its  1971 
earnings  from  consumers.  Indeed,  in 
network  of  1,100  branches  sprea 
throughout  California  provides  cheai 
and  stable  funds  that  support  the  rest  c 
the  bank's  operations.  Such  money 
especially  attractive  when  interest  rate 
are  high  and  banks  without  large  con 
sumer  deposits  like  Citicorp  must  pa 
dearly  for  purchased  funds. 

Because  of  the  ban  on  interstat 
deposits,  Citicorp  is  most  aggres 
"  sively  seeking  consumer  busines 
through  credit  cards,  which  are  also  80°/ 
less  expensive  than  branch  banking.  A 
ready  the  nation's  largest  issuer  of  Mas 
ter  Card,  Citicorp  is  now  trying  to  be 
come  the  largest  issuer  of  Visa  cards  a 
well.  It  also  recently  purchased  Cart 
Blanche  and  is  promoting  that  card  as  ai 
alternative  to  American  Express.  In  addi 
tion,  the  two  credit  card  giants  are  com 
peting  furiously  in  the  $31  billion  travel 
er's  check  market. 

Undoubtedly,  the  most  aggressive  as 
sault  on  banking  regulations  is  quietly 
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How  to  gain  tight-fisted  control 
over  the  running  cost 
of  every  vehicle  in  your  fleet. 


WHEELS™ 

MA.E 

Maintenance 
Assistance 
Program 


Get  a  hold  of  MAR — 
the  Maintenance 
Assistance  Program 
from  Wheels. 

M.A.R  is  a  systematic, 
proven  method  that  helps 
you  keep  your  drivers  where 
they  helong — on  the  road  and 
in  business. 

It  works  by  providing  your  fleet  with  both 
preventative  maintenance  and  emergency  services 
all  across  the  country. 


What  you  get  is  an  expense 
approval  and  reimbursement  sys- 
tem that  pinpoints  the  who,  what, 
when,  where  and  why  for  every  penny 
you  spend.  A  comprehensive  program  de- 
signed to  cut  your  particular  fleet's  operating 
cost  to  the  bone — with  a  lot  less  bookeeping 

on  your  part. 

Send  for  our  Wheels  M.A.R  booklet  now. 

And  read  all  about  how  you  can  keep  your 
fleet  running  in  the  pink  without  going 

into  the  red. 


Business  moves  better  with  Wheels!  / 


WHEELSiw 


62oo  N.  Western  Ave.,  C  hicago,  Illinois  f>ohc.  9 
Leasing  Chevrolet*  and  other  fine  ears  and 
true  Its  since  19^9.  Serving  over  boo  of 
America's  leading  corporations. 


WHEELS,  Inc.  (>2oo  N.  Western  Ave.,  C  hicago  IL  60619  Dept  Hoo 
You  may  have  a  point  there.  Send  me  your  Maintenanc  e  Assistance 
Program  booklet. 

We  operate     #  C  ars     #  True  ks 
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Senior  Executive  Vice  President  Thomas  Theobald 
A  young  Wriston? 


taking  place  in  Maryland,  where  Citicorp 
has  just  introduced  a  new  credit  card  that 
bumps  up  against  the  barrier  on  out-of- 
state  deposits.  Citicorp  is  now  paying 
8%  on  some  balances  left  on  the  card. 
"They're  playing  down  the  deposit-tak- 
ing implications,"  says  one  bank  analyst. 
"Yet  if  the  card  is  successful,  Citicorp 
will  be  able  to  compete  for  consumer 
savings  anywhere."  Explains  Wriston:  "I 
don't  know  if  this  card  will  be  successful 
in  the  marketplace,  but  it  has  the  ability 
to  change  the  banking  world." 

Almost  as  daring  is  Citicorp's  attempt 
to  consolidate  all  of  its  Edge  Act  banks 
under  a  new  Miami  headquarters.  Passed 
in  1919,  the  Edge  Act  allows  holding 
companies  to  set  up  out-of-state  banks 
devoted  exclusively  to  foreign  business. 
Citicorp  hopes  regulators  will  allow  Edge 
banks  to  conduct  a  full-banking  business 
with  multinational  corporations — not 
just  for  their  overseas  activities.  Even  if 
regulators  refuse  to  go  along,  Citicorp 
will  have  what  amounts  to  a  new  $1 
billion  (assets)  bank  in  Florida  by  year- 
end.  Shut  the  windows  and  Citicorp 
comes  in  through  the  door.  Shut  the  door 
and  it  comes  through  the  window. 

In  September  Citicorp  announced  a 
new  small  savings  account  aimed  square- 
ly at  the  money  market  funds.  Deposi- 
tors can  both  write  checks  and  get  yields 
pegged  to  the  Treasury  bill  rate.  In  recent 
weeks,  that  yield  has  been  above  11%, 
compared  with  a  9%  rate  on  money  mar- 
ket funds.  "The  impact  on  Citicorp's 
stock  price  is  potentially  very  favorable," 


says  Stephen  Berman,  a  bank  analyst  at 
John  Muir  &  Co.  "Whenever  substantial 
new  deposits  are  attracted  to  banks, 
their  stock  multiples  rise." 

When  will  all  this  pay  off?  At  61  Walter 
Wriston  is  only  4  years  from  retirement. 
A  proud  and  ambitious  man,  he  wants  to 
go  out  on  a  positive  note.  Significantly, 
he  has  quietly  revived  the  15%  earnings 
growth  goal  that  has  lain  in  tatters  since 
1977  when  Citicorp  reported  its  first 
negative  earnings  growth  in  nearly  two 
decades.  But  instead  of  a  fixed  target, 
Wriston's  goal  is  now  a  band,  ranging 
from  12%  to  18%.  Safer  but  still  ambi- 
tious. Yet  if  the  trend  toward  national 
banking  slows,  so  will  Citicorp's 
progress. 

lmost  as  intriguing  as  the  ques- 
tion of  profitability  is  the  ques- 
tion of  who  will  replace  Wriston. 
Because  of  his  sudden  rise  to  power  and 
the  fact  that  Citicorp  is  involved  in  so 
many  legal  battles,  many  observers  think 
Angermueller  has  the  inside  track.  But 
Angermueller  is  a  lawyer  by  training,  not 
a  banker.  He  joined  the  company  a  scant 
eight  years  ago  from  Shearman  &.  Ster- 
ling, the  prestigious  New  York  law  firm 
where  he  had  been  a  partner. 

To  many,  Theobald  looks  like  a  more 
logical  choice.  A  tall,  lean  midwesterner 
who  holds  a  Harvard  M  B  A.  degree,  he 
reminds  some  people  of  a  young  Wriston. 
Most  important,  he  is  a  lifelong  banker 
who  worked  his  way  up  through  the  cor- 
porate and  international  arenas,  just  as 
Wriston  did. 


Senior  Executive  Vice  President  John  Reed 
His  future  depends  on  the  success  of  consumer  banking* 

Reed's  chant 


A 


Boyish-looking  John 
are  tied  to  the  success  of  Citicorp's  cc 
sumer  strategy.  If  it  pays  off  in  spades 
will  clearly  be  the  man  to  beat.  If  it  dc 
not,  Reed,  who  made  his  mark  by  cle; 
ing  up  Citicorp's  back  office  problem 
decade  ago,  will  probably  rise  no  highe 
One  thing  Wriston  wants  to  avoid  i 
wild  scramble  that  would  divert  attenti 
from  the  objectives  of  Citicorp's  stratej 
plan.  That  may  be  hard  to  do,  since  r 
only  Wriston  but  President  William  Spt 
cer,  Vice  Chairman  G.A.  Costanzo  a 
Executive  Committee  Chairman  Edwi 
Palmer  will  all  retire  by  1984. 

One  thing  is  clear:  When  it  comes 
executive  talent  Citicorp  has  an  emb 
rassment  of  riches. 

What  of  the  immediate  future?  If  the 
is  another  upward  squeeze  on  inter* 
rates,  Citicorp  could  be  hurt  again.  E 
the  dismal  first  quarter  will  be  repeat 
only  if  rates  return  to  record  levels.  All 
all  it  will  be  a  struggle  to  top  last  yea 
$4.36  a  share. 

Wriston's  face  turns  grim  when  y 
remind  him  that  his  stock  is  selling  a 
23%  discount  from  book  value  and 
only  5  times  probable  1980  earnings.  Ii 
cold  voice,  he  says:  "People  compk 
that  corporations  don't  plan  for  the  i 
ture,  that  we're  only  interested  in  sho 
term  results.  Yet  they  penalize  us  wh 
we  look  ahead."  His  voice  drops  a  1 
and  he's  almost  smiling  now:  "This  is 
extraordinarily  exciting  time.  We  i 
trying  to  help  give  birth  to  a  bra 
new  world."  ■ 
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s  the  easiest  way  1a  use  me 
already  in  your  wallet? 


DAVID  P  COOK 

4  WOOD  HOLLOW  ROAD 

PARSIPPANY  NJ  07054 


Sometimes  you  forget  just  how  convenient  your 
Bell  Credit  Card  is,  especially  when  you  use  it  with  me, 
your  public  phone. 

You  can  call  on  it  anywhere,  talk  at  any  length, 
without  worrying  about  the  correct  change. 
What's  more,  you'll  get  a  complete  record  of  your  calls  every  month. 
If  you  don't  already  have  a  card,  call  your  Bell  Business  Office  to  apply  for  one. 
And  wherever  your  travels  take  you,  remember  to  use  us  together. 


-  MV  CIV (MT CARD  NUMBEfl  ■  - 

201-555-1234-6016 


I'm  your  branch  office. 


If  you  think  you  need  more 
specialists  on  your  insurance  problems, 


check  with  the  leader. 

The  complexity  of  business  today  requires,  more  than  ever  before, 
experience  and  specialized  knowledge  in  protecting  assets  and  managing 
risks.  As  the  wor  lds  leading  insurance  broker,  Marsh  &  McLennan  has  the 
specialists  to  help  you  achieve  the  most  comprehensive  risk  management 
program  for  your  organization. 

Expert  examination  of  your  problems 

We  start  by  identifying  and  evaluating  the  exposures  to  risk  particu- 
lar to  your  company,  to  enable  us  to  develop  a  program  appropriate  to  your 


special  needs.  This  might  involve  traditional  insurance  coverage,  self- 
insurance,  a  captive  insurance  company,  or  a  combination  of  these  risk 
management  alternatives.  We  help  you  examine  all  possible  funding  options 
to  maximize  cash-flow  benefits.  As  your  business  grows  and  your  risks 
change,  our  professionals  can  help  you  modify  your  program  accordingly. 

Reducing  risks  and  controlling  losses 

M  &  M  Protection  Consultants  can  evaluate  your  hazard-control  pro- 
grams in  many  areas,  including  workplace  safety,  fire  protection,  product 
liability,  and  vehicle  safety.  Effective  hazard-control  programs  can  minimize 
your  exposure  to  losses  and  reduce  your  insurance  premiums. 

Professional  development 

Insurance  brokers  and  other  professionals  at  Marsh  &  McLennan 
participate  in  planned  continuing  education  programs  designed  to  maintain 
the  highest  possible  professional  standards.  So  that  we're  on  top  of  every 
new  development  in  the  insurance  industry,  to  serve  our  clients  better. 

Worldwide  capabilities 

Let  us  put  our  professionals  to  work  in  helping  to  solve  your  prob- 
lems. We  have  more  than  90  offices  throughout  the  country,  as  well  as  a 
worldwide  network  of  subsidiaries  and  equity-affiliated  companies. 
Whether  your  business  is  domestic  or  international,  Marsh  &  McLennan 
has  the  people  who  can  provide  the  knowledge,  experience,  and  negotiating 
power  to  achieve  maximum  protection  for  your  assets. 

For  more  information,  write  for  our  booklet: 
"Marsh  &  McLennan:  The  Specialists"  to 
Mr.  Robert  Clements,  President,  Marsh  &  McLennan, 
Incorporated,  Dept.30FB,PO.  Box  839,  Radio  City 
Station,  New  York,  NY  10101. 

When  it  comes  to  insurance,  come  to  the  leader. 

Marsh  &   

Mciennan  

©  1980,  Marsh  &  McLennan,  Incorporated 


Statistical  Spotlight 


Premiums  for  growth  stocks  are  getting  heady 
again.  Has  the  time  come  for  caution? 


What  price  growth? 


EACH  MONTH  THE  FIRM  of  Kidder, 
Peabody  publishes  a  list  of  the  50 
Big  Board  stocks  with  the  highest 
price/earnings  ratios — The  Nifty  Fifty. 
Last  month  the  median  P/E  for  the  list 
was  18  (see  chart  below).  If  this  was  still  a 
long  cry  from  the  50-plus  median  P/Es  of 
1973,  it  was  also  a  good  move  up  from 
the  median  13  times  earnings  that  pre- 
vailed as  recently  as  November  1979. 
Last  month,  Kidder's  Nifty  Fifty  sold  at  a 
median  P/E  that  was  about  twice  that  of 
the  Standard  &  Poor's  500,  making  the 
premium  for  growth-glamour  about 
100%.  Way  back  in  the  wild  days  of 
1973,  the  premium  had  been  over  200%. 

Clearly,  however,  growth  is  back  in 
favor.  Over  the  past  year,  the  September 
1979  Nifty  Fifty  has  gained  an  average 
28%  in  price,  while  the  Dow  Jones  in- 
dustrials were  up  only  5%;  a  couple  of 
stocks  on  the  Kidder  list  have  doubled. 

Where  has  the  action  been  concentrat- 
ed? Almost  entirely  in  three  areas:  high 


technology  (21  of  the  50),  energy  (14  of 
the  50)  and  health  care  (7  of  the  50). 

Are  the  premiums  for  growth  getting 
out  of  line  again?  It's  nothing  like  the 
late  Sixties  or  early  Seventies,  but  you 
can  make  a  case  that  the  prices  are  a  bit 
dizzy.  As  a  group  these  stocks  earned  an 
average  21%  on  their  net  worth  vs.  15% 
for  the  averge  Big  Board  stock.  But  is  a 
40%  premium  in  profitability  worth  a 
100%  premium  in  P/E?  Certainly  there  is 
a  degree  of  risk  in  paying  18  times  earn- 
ings or  more  for  a  stock.  Such  stocks  are 
vulnerable  to  factors  that  might  not  hurt 
the  ordinary  issue — a  slowdown  in  earn- 
ings growth,  for  example.  If  your  ordi- 
nary stock  has,  say,  flat  earnings  or  even 
a  modest  decline,  the  stock  may  not  suf- 
fer— it  is  expected.  But  a  Nifty  Fifty  can 
be  almost  destroyed  if  its  earnings 
growth  drops,  let's  say,  from  30%  to  10% 
in  a  given  quarter — that's  an  expected.  If 
for  one  reason  or  another  the  market 
decides  to  lower  the  P/E  premium,  a 


slower  stock  can  be  literally  decimated 
Remember  the  old  Nifty  Fifty?  Avo 
Products,  for  example,  was  a  star.  It  hi 
almost  doubled  its  earnings  since  197. 
Yet  the  stock  currently  sells  for  less  tha 
30%  of  its  1973  price.  Its  multiple  w£ 
sharply  downgraded.  Capitalized  at  moi 
than  50  times  earnings  in  1973,  tty 
stock  is  currently  capitalized  at  less  thai 
9.  That  can  happen  to  any  high  P/E  stocl 
Let  its  multiple  drop  from  Nifty  Fift 
levels  down  to  average  levels  and  you  ca 
lose  most  of  your  money,  even  if  th 
company  continues  to  do  well. 

Can  The  Nifty  Fifty  go  higher?  C 
course,  it  can,  but  it's  getting  riskier  ei 
ery  day.  Mark  this  well:  When  you  pa 
18  times  earnings  for  a  stock,  the  earr 
ings  yield  is  just  5.5% — that's  earnim 
yield,  not  dividend  yield.  Even  if  earr 
ings  double  over  a  few  years  the  yield  i 
still  only  11%.  How  good  a  buy  is  thi 
when  government-guaranteed  bond 
yield  as  high  as  13%  ?  ■ 


After  the  fall 


The  recent  strength  in  the  stock  market  notwithstanding,  they  were  capable  of  in  the  early  1970s.  Price/earnings  ratios, 
investors  are  still  a  long,  long  way  from  the  wretched  excess    while  up  substantially  from  their  lows,  are  not  surreal. 


Source:  Kidder,  Peabody  <s>  Co..  Inc 
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The  Nifty  Fifty,  September  1980 


Will  this  month's  Nifty  Fifty  (below)  outperform  the  mar- 
ket as  last  year's  did?  Maybe  so,  maybe  not.  This  kind  of 
stock  can  be  very  volatile,  depending  not  only  on  earnings 
progress  but  also  on  the  multiple  that  investors  put  on 
those  earnings.  What  happens  depends  in  good  part  on  how 


investors  feel  about  paying  a  premium  for  growth.  Right 
now  they  feel  pretty  good  about  it:  P/Es  are  higher  than  they 
have  been  in  years.  They  are,  however,  still  far  below  those 
of  the  early  1970s.  The  obvious  dilemma:  Is  a  "correction" 
due,  or  is  there  still  more  room  for  price  rises? 


Recent 

P/E  ratio 

-Earnings  per  share  

%  earned  on 

net  worth 

price/ 

range 

latest 

1970  to 

Recent 

earnings 

1970 

to 

latest 

1980-81 

nrpspn t 

Company  (industry] 

price1 

ratio' 

present 

year 

12  months 

estimates 

1979 

average 

Computervision  (computers) 

45% 

34 

63- 

42 

$  1 .05 

$1.34 

$1.45 

31.9% 

8.2%  2 

M/A-Com  (precision  instruments) 

41% 

33 

33- 

4 

0.99 

.  1.26 

1.35 

16.4 

10.9 

•Rolm  (computers) 

36 '/4 

33 

50- 

72 

1.09 

1.09 

1.40 

34.5 

27. 52 

•Prime  Computer  (computers) 

36% 

29 

38- 

72 

0.96 

1.29 

1.35 

38.2 

17.72 

Scientific-Atlanta  (electronics) 

38  Vi 

29 

53- 

3 

1.31 

1  3 1 
1 .0 1 

1  /^n 
1  .ou 

15.2 

11.2 

•Gearhart  Inds-1  (oilfield  services) 

37% 

28 

28- 

3 

1.13 

1.33 

1.70 

19.4 

17.2 

FlightSafety  Intl  (training  services) 

29% 

26 

41- 

3 

0.96 

1.15 

1.20 

22.5 

18.7 

•Helmerich  &  Payne  (oilfield  svs) 

72 

21 

22- 

6 

2.63 

3.42 

3.70 

17.5 

14.6 

New  England  Nuclear  (specialty  chems) 

30'/4 

21 

42- 

7 

1.36 

1.43 

1.65 

15.9 

14.9 

•Schlumberger  (oilfield  services) 

133  Va 

21 

55- 

11 

5.18 

6.26 

6.80 

27.4 

20.2 

Vpppn  I n ctni m pntc  lf-,lf-ir,frf^TTir,cl 
VCCLU  1 1 IM  I  U 1 1  i  L  1 1 1  S  |L  1CL  LI  LH11L.SJ 

33  % 

9  1 

31- 

3 

1.04 

1.62 

1.85 

9^  1 

1  A  A 

•Datapoint  (computers) 

74% 

20 

29- 

3 

3.81 

3.81 

4.70 

19.7 

AMiKnitil  (^"ftvn  f\i  AfnPfira  ( hfi  1 t  n -ca  rp  qvcI 

45% 

9D 

75- 

3 

9  rn 

2.35 

2.60 

1  3.  3. 

Tymshare  (computer  services) 

67% 

20 

56- 

6 

3.06 

3.46 

3.65 

20.6 

15.8 

•Automatic  Data  Proc  (computer  svs) 

48% 

19 

90-13 

2.49 

2.49 

2.95 

18.9 

16.6 

33% 

19 

93- 

7 

1.57 

1.79 

1.80 

25.3 

14.7 

Flnnr  1  ( '»n oi n r 'pri n o  Xi  rnnctrnrtir^nl 
nuui  |  l  i  ij^ii  n_  ci  111^  o>  l, uiio n  lil. ihui 

46% 

1 9 

58- 

5 

2.01 

2.42 

2.70 

9 1  0 

1  ^  1 

*  J-?  1 1  m  i  n  *i  lrif1*ilt"ri  i '  "9  tp*  1 

•  nUIiltlllii  |llLcillH  (..til  LI 

JJ  /4 

1  0 

48- 

3 

1  C)R 

2.80 

3.00 

1  7  A 

1  1  7 

11./ 

Parker  Drilling  (oilfield  services) 

52% 

19 

85- 

4 

2.79 

2.81 

2.95 

19.6 

15.4 

•Teleprompter  (cable  TV) 

23% 

19 

87- 

10 

1.14 

1  .11 

1.35 

15.8 

3.1 

•  Wi^tf1  W  :i n  'i (7 <» in < » n  t  1 1  rwii  icf  ri  ol  c\7cl 
VVVcSSlC  I'lilIU  UtTIllt  11 1  (  11  1  U  LI  >  I  I  1 ,1  i 

69  % 

19 

46- 

42 

3.10 

3.59 

4.00 

1  R  7 

10.  t 

15  1 

AAf  pctp rn       r\  c\r  M  \  1  r\it  ti  f*\  r\  cp r\r ippc 
VV  cMt  I  II  V_  U  UI              |L)1I11C1L1  jLIVIL-CoJ 

Jt/2 

105- 

1 

1  on 

1  .Z.W 

1.78 

2.20 

1  C-\  O 

10./ 

1 0  n 

•DdRtr  Illlcril JllUIldl  [OHIlL-lLl  LtJLlipi 

JJ/4 

1  R 
1  o 

38- 

8 

1  M 

I  .00 

1.92 

2.05 

1  7  R 

1  /  .0 

1  A  R 
10.0 

Perkin-Elmer  (precision  instr) 

58  '/s 

18 

56-10 

3.34 

3,34 

3.75 

17.8 

12.6 

•Rowan  Cos  (oilfield  services) 

31 

18 

21- 

3 

1.33 

1  7£ 

Z.JJ 

17.4 

15.2 

•  I  >L  L  1\  1 1 1  a  1 1    1 1 1  M  I  U  1 1 1  L  11 1  >  IjMH.  IM(  Ml    lll^ll  1 

31 
O  1 

1 7 

43- 

7 

1  R3 

1 .00 

1.83 

2.05 

1  s  0 

Q  7 

y .  / 

aIa i tr  T ri f*»fr»  IiicliictrK'^.  Iirwinvfriol  oocpc 
Vl)l^    I  HILL    IHUIinU  11  i  | 1  1  IU  LI  M  1  1  a  1   ^,1^1  M 

^R% 

1  7 

26- 

9 

9  OR 

3.50 

3.75 

1  ^  fs 

1  A  f\ 

tudid  vjciicrdi  \ LOiiipuiers/ 

Oj  /8 

1  7 

i  / 

91- 

6 

A  R9 

4.93 

5.55 

1  0  R 

1  A  7 

10./ 

•Hewlett-Packard  (precision  instr) 

71% 

17 

63- 

12 

3.43 

4.08 

4.20 

16.4 

14.2 

Keystone  Intl  (industrial  valves) 

28  Vi 

17 

17- 

3 

1.50 

1 .68 

1 .80 

25.9 

25.3 

iHUIUWh  17uld  ,tLILIILL>>  |  LLJII1 LJU  LL  I   3  VjJ 

26% 

j  7 

85- 

4 

1.53 

1.61 

1.85 

1  7  R 

1  /  .0 

neg 

Sannf*rt  AQ«fipiatf»c  1  pi  pp  front  pel 

45  % 

17 

49- 

6 

2.65 

2.65 

3.25 

22.1 

npp 

AnvnnrpH  JWipit*  T"\*»ymp*»c  /p|/-»pti*l 
rlUVallLCU  ITlILIU  JL/CV1V.C3  |LILL,L1J 

51'/4 

16 

43- 

32 

2.94 

3.18 

3.30 

26.6 

14  j  2 

American  Medical  Intl  (health-care  svs) 

48% 

16 

52- 

3 

2.59 

3.04 

3.20 

17.6 

11.0 

Augat  (electronics) 

31% 

16 

49- 

7 

1.86 

1.92 

2.05 

24.1 

22.6 

•L/ij^nai  ci|uipiiieiii  [computers/ 

R^'A 

OJ  /2 

l  tS 

81- 

10 

5  45 

5.45 

6.25 

15  9 

1  %  9 

aTIiiti        Rr^nctrppt  / tsi iKl i cn intri 
WUUH  Ot  DldUMlLCl  [pUOUMUllgJ 

53 % 

16 

31- 

9 

3.19 

3.42 

3.50 

26.6 

21.4 

i  (iNitnni  iron  vvtirKS  [oitiietu  ec^uip] 

4.3. 

16 

24- 

5 

9  (si 

2.61 

3.25 

1  R  3. 

1 0 .0 

1  7 

10./ 

Geosource  (oilfield  services) 

82% 

16 

16- 

62 

3.66 

5.24 

5.00 

18.3 

15.22 

Global  Marine  (oilfield  services) 

45l/2 

16 

57- 

3 

2.11 

9  RA 

Z.oO 

o.yjo 

22.5 

7.5 

Halliburton  (oilfield  services) 

1  1  Q  1/, 
110/8 

1  o 

39- 

8 

6.42 

7.25 

8.10 

1  A.  Q 
lO.O 

17.3 

Handy j&  Harman  (precious  metals) 

59% 

16 

45- 

3 

2.03 

3.71 

3.15 

15.6 

15.2 

•Harris  Corp  (machinery) 

41% 

16 

30- 

4 

2.63 

2.63 

2.95 

18.2 

11.6 

Loral  Corp  (electronics) 

307/s 

16 

36- 

1 

1.84 

1.91 

2.10 

24.2 

14.5 

•Medtronic  (health  care) 

41'/8 

16 

72- 

6 

2.52 

2.63 

3.15 

17.2 

15.7 

Natl  Medical  Care  (health-care  svs) 

39% 

16 

71- 

3 2 

2.15 

2.41 

2.65 

23.7 

13.9 

Natl  Medical  Enterprises  (health-care  svs) 

43% 

16 

32- 

2 

2.74 

2.74 

•3.40 

12.1 

10.0 

Tandy  Corp  (consumer  electronics) 

70 

16 

35- 

3 

4.47 

4.47 

5.35 

40.0 

23.2 

Viacom  International  (hroadcasting) 

48% 

16 

53- 

3 

2.48 

2.94 

3.25 

20.3 

12.0 

•Wal-Mart  (retail) 

48% 

16 

50- 

6 

2.68 

2.97 

3.25 

25.0 

22.3 

•  Company  also  appears  on  The  N  i ft \  Fifty,  September 

1979  list  fron 

Kidder.  Pt 

abody  ( see  table 

p.  86). 

1  The  calculation 

or  the  price 

'earnings  ratios 

for  the  Kidder, 

Peabody  Nifty  Fifty  list  are  based  on  the  closing  market 

price  on  t  he- 

ast  trading 

day  of  the 

precec 

ling  month  and  the  most  re 

mi  1  _>  mon 

th  earnings.  Kec 

ent  price  is  the 

pr  ice  at  the  end  of  August  1980.  2  Data  shows  range  for 

period  shortt 

it  than  ten 

'ears.  3  Fc 

i  n  id  l\ 

Gearhan 

Owen  Industries. 

neg:  negat 

ve. 

.  Kidder.  Peabody 

&  Co.,  Inc . 

standard  &  Poo 

r's;  Forbes 
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The  Nifty  Fifty,  September  1979 


High  P/E  stocks  don't  always  outperform  the  market; 
Forbes  Columnist  David  Dreman  says  they  seldom  do.  But 
this  past  year  has  been  an  exception.  Here  were  the  50 
stocks  that  Kidder,  Peabody  picked  as  the  Big  Board's 
highest  P/E  stocks  last  September.  As  a  group,  Kidder's 
September  1979  Nifty  Fifty  has  since  risen  twice  as  fast  as 


the  market  as  a  whole.  But  note  the  bullet  beside  some 
company  names.  Those  without  a  bullet  have  since 
dropped  off  the  Nifty  Fifty  list.  These  27  did  not  share  in  the 
glory,  chiefly  because  the  market  downgraded  their  P/Es. 
Moral  for  investors:  Even  in  a  vintage  year  for  glamour 
stocks,  there  is  considerable  risk  in  buying  high  P/E. 


%  change 

 Price/earnings  ratio  

— Price  

in  price 

Company  (industry) 

recent1 

year  ago 

recent 

year  ago 

9/79  to  9/80 

Bally  Manufacturing  (recreation) 

16 

29 

7  7'/. 

Z  /  /4 

t+U  /H 

00  CO/ 

-JZ.j  /o 

•Gcarhart  Industries2  (oilfield  services) 

28 

21 

J  f  /4 

1  1  3/u 

7A  A 
f  O.O 

•Rolm  (computers) 

33 

21 

2.  A'/, 

JO  /4 

1  O  /8 

IT/IB 
lZ*f  .0 

Southland  Royalty3  (oil  &  gas  production) 

43 

21 

6iy8 

19% 

220.1 

•Prime  Computer  (computers) 

29 

20 

36J/4 

12% 

191.1 

•Scliiumberger  (oilrieJu  services) 

21 

20 

lOO  /8 

oO/8 

j4. 1 

Centronics  Data  (computer  printers) 

12 

19 

jj  /4 

^  1  'A 
3  1/2 

— ou.o 

•Teleprompter  (cable  TV) 

19 

19 

ZO  78 

1  5/8 

2./ .L 

•Automatic  Data  Processing  (computer  services) 

19 

17 

48% 

37'/s 

30.3 

•Beckman  Instruments  (precision  instruments) 

17 

17 

31 

27% 

11.7 

loitol  t- 1 1 1 1 1 nm f»n ♦  1  rnm ni i rpyc  1 
•L/lUlldl  LUUlUlilClll  I^UIllUUlCIof 

1  s 

lo 

1  / 

OJ  /2 

64  Vh 

jj  .  j 

•Hcwlett*p3ckard  (precision  instruments) 

17 

17 

7  1  Wa 

1  I  /4 

DO  /4 

ZD  .0 

•djkci  inicrnaiiundi  luniiciu  t*miipint,iiLj 

18 

16 

~K^/a 
JJ/4 

Z4-  /8 

AA  1 

Baxter  Travenol  Labs  (health  care) 

14 

16 

48 

47% 

0.5 

Emery  Air  Freight  (freight  forwarding) 

14 

15 

16% 

23 '/s 

-27.0 

■  Muni  in-i  I  li  i  > -t  1  1"  ri  rirtil 

tnumdiid  |iieaiiii  care| 

19 

15 

JO  /4 

1 A  'A 

ZO  /2 

1  \j\j.y 

Merck  &  Co  (ethical  drugs) 

14 

15 

1  D  /4 

ACHA 

0  n 

SmithKline  (ethical  drugs) 

14 

15 

D  /  Y8 

<+0  78 

lo.D 

•Wal-Mart  (retail) 

16 

15 

48 '/4 

34% 

40.9 

Abbott  Labs  (health  care) 

15 

14 

47% 

37'/8 

29.0 

•Dig  1  nree  Industries  (industrial  gases) 

1  f 

14 

JO  /4 

2Q7/» 

J7  /8 

A7  3 

Computer  Sciences  (computer  services) 

14 

14 

ZD 

1  O  78 

C.T  7 

DZ.  / 

•Data  General  (computers) 

17 

14 

OO  /8 

oy  /4 

T  1  1 
Z 1 . 1 

Data  Terminal  Systems  (computers) 

22 

14 

26% 

42% 

-36.9 

•Datapoint  (computers) 

20 

14 

74% 

40% 

84.0 

•Dun  &-  Jttradstreet  (publishing) 

16 

14 

0.2  3/. 
JO  74 

2  O  3/ 
Oy  78 

jO.j 

F 1  of  #■  rr»ri  a  f*  Tldti  \vctomc  (pnrYinntPi'c  1 
dcHTUHlL.  Udld  oy»lCIIl3  (LUIIipUlClaJ 

15 

14 

OU  /8 

1  7  ft 

•Helmench  &  Payne  (oilfield  services) 

21 

14 

71 

I L 

o*+ 

1  1  1  ft 

International  Flavors  &  Fragrances  (toiletries/cosmetics) 

13 

14 

23% 

22 '/2 

5.0 

(ohnson  &  Johnson  (health  care) 

13 

14 

79% 

77 '/s 

2.9 

aiVi  oiitrAnt p     nP-iltn  r>'irpl 

•iTicuiiuiiic  |iieaiLii  care/ 

16 

1  A 

14 

1  /8 

Z.O  /8 

AO  1 

Pacific  Lumber  (forest  products) 

14 

14 

DZ 

D  1  74 

l.O 

•ivuwdii  v>u!>  |uiiiiciu  services/ 

18 

14 

7  1 
J  1 

1  J  /4 

1  uo.o 

Snap-On  Tools  (tools) 

1 1 

14 

23% 

25% 

-9.2 

Texas  Instruments  (electronics) 

14 

14 

120% 

96  Vi 

25.1 

A  niuri'"]n  U<it             1  Cnnnlii  i  li  .  ■  i  1  'c  It  firpl 

■ruiicriLaii  nuspiui  juppiy  ineaitn  carej 

13 

13 

JO  /8 

1 0  n 

•EG&G  (electronics) 

1  0 

lo 

JO/8 

1  Q3A 
18/4 

on  7 

Gannett  (newspapers) 

13 

13 

DU  /8 

'tD  /4 

•Harris  (machinery) 

16 

13 

41s/s 

31% 

32.7 

Harte-Hanks  Communications  (newspapers) 

13 

13 

28 

23% 

17.3 

•Hospital  Corp  of  America  (health-care  services) 

20 

13 

45% 

24% 

87.7 

IBM  (computers) 

12 

13 

65  Vz. 

70 

-6.4 

Eli  Lilly  &  Co  (ethical  drugs) 

12 

13 

52% 

56% 

-6.4 

Longs  Drug  Stores  (drugstores) 

12 

13 

30 

30% 

-2.4 

Seagram  Co  Ltd  (distilling) 

9 

13 

57 

31% 

79.5 

Squibb  (ethical  drugs) 

11 

13 

27% 

34'/2 

-21.0 

Storage  Technology  (computers) 

12 

13 

20 

18'/s 

10.3 

Tektronix  (precision  instruments) 

14 

13 

65% 

57'/8 

15.1 

Thomas  &  Betts  (electrical  equipment) 

11 

13 

45% 

46 

-0.5 

•Waste  Management  (industrial  services) 

19 

13 

69% 

36  Vs 

93.4 

•  Company  also  appears  on  The  Nifty  Fifty.  September  1980  list  from  Kidder,  Pearxxly  (see  table,  p  85).  'The  calculation  for  the  price/earnings  ratios  for  the  Kidder. 
Peabody  Top  Fifty  list  are  based  on  the  closing  market  price  on  the  last  trading  city  of  the  preceding  month  and  the  most  recent  12-month  earnings  Recent  price  is  the  price 
at  the  end  of  August  1980;  the  year-ago  price,  the  end  of  August  19~9.    formerly  Gearhart  Owen  Industries.    3Company  plans  to  distribute,  shares  in  new  trusts. 

Sources.  Kidder,  Perihody  &  Co.,  hie .  Forbes 
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BARCLAYS  BANK  HELPS  OTIS 
GET  THINGS  MOVING 
ON  HONG  KONG'S  NEW  METRO 

The  Otis  Elevator  Company  of  United  Technologies  Corporation  has  installed 
its  world  famous  elevators  and  escalators  for  Hong  Kong's  first  'Metro^  the  new 
mass  transit  rail  network  which  carries  500,000  people  each  day  on  this  densely 
populated  island. 

For  this  project,  Barclays  Bank  International  in  New  \brk  and  Hong  Kong 
smoothed  the  way  through  the  problems  of  multi-currency  financing.  We  came 
up  with  an  international  credit  package,  created  specifically  for  Otis,  which 
included  protection  against  currency  fluctuations. 

We  could  offer  this  comprehensive  service  fast  because  we  have  our  own 
people  and  our  own  branches  wherever  they  are  needed  for  international  trade. 
The  Barclays  International  group  is  in  over  75  countries  spanning  five  con- 
tinents. We  are,  for  example,  in  Hamburg,  Sydney,  Tokyo  and  Bahrain.  As  well  as 
in  New  \brk  and  Hong  Kong. 

We  help  most  of  the  world's  successful  international  companies. 
Somewhere  there  is  a  market  where  we  can  help  you. 


ASK  BARCLAYS  FIRST 


BARCLAYS 

International 


Barclays  Bank  has  over  120  branches  in  North  America.  Corporate  enquiries  will  be  welcomed  by: 

Vice  President, Corporate  Business  Development,  Barclays  Bank  International,  200  Park  Avenue,  New  York.N.Y  10166. Telephone  (212)  687  8030. 
Senior  Vice  President,  International  Banking, Barclays  Bank  of  California, 2971  Wilshire  Boulevard,  Los  Angeles, California, 90010. Tel.  (213)  385  1501. 
Vice  President,  International  Banking,  Barclays  Bank  of  California,  111  Pine  Street,  San  Francisco,  California  94111.  Telephone  (415)  981  8090. 
Barclays  Canada  Limited, Suite  3505, Commerce  Court  West, Toronto, Ontario  M5L  1G2. Telephone  (416)  862  0594. 

For  asset  based  financial  services  including  factoring  and  leasing  contact: 

Exec  utive  Vire  President,  Ban  laysAmerk an/Commercial,  201  S.  Tryon  Street.  Charlotte,  North  Carolina  28231.  Telephone  (704)  372  8700. 


America  needs  electrical  safety 
at  home  and  on  the  job. 
And  Crouse-Hinds  is  there. 


In  homes  all  over  America,  our 
Ground  Fault  Circuit  Interrupter 
is  helping  protect  families 
from  electrical  hazards. 


You  would  expect  an  electrical  equipment 
manufacturer  like  Crouse-Hinds  to  promote 
electrical  safety  in  industry.  But  you  may  be 
surprised  to  discover  some  Crouse-Hinds 
innovations  in  the  garages,  bathrooms  and 
kitchens  of  American  homes. 

One  such  product  is  our  Ground  Fault  Circuit 
Interrupter  (GFCI)  receptacle.  It  provides  pro- 
tection against 
potentially  danger- 
ous electrical  situa- 
tions. For  example, 
a  person  using  an 
appliance  with 
faulty  insulation  or 
wet  wiring  could 
be  shocked  by  a 
ground  fault  current 
simply  by  coming 
in  contact  with  a 
plumbing  fixture 
or  wet  floor.  But 
in  this  event,  our 
GFCI  receptacle  would  trip  automatically  to 
interrupt  the  current.  Neither  circuit  breakers 
nor  fuses  provide  this  sort  of  protection. 

At  Crouse-Hinds  we  remind  everyone  that 
electricity  can  be  dangerous  wherever  it's  mis- 
used or  used  carelessly.  But  our  GFCI  helps 
protect  people  against  this  happening.  In  fact, 
the  National  Electrical  Code  now  requires  a 
GFCI  for  bathrooms  and  outdoor  electrical  re- 
ceptacles in  all  new  residential  construction 
and  also  in  many  construction  site  applications. 

The  GFCI  receptacle  is  just  one  of  over 
45,000  products  Crouse-Hinds  makes  that 
help  make  the  safe,  efficient  distribution  of 
electricity  possible.  We  have  become  a  world 
leader  in  developing  electrical  components 
for  factories,  shopping  centers,  office  build- 
ings, processing  plants,  hospitals,  homes,  and 
just  about  anywhere  electricity  is  used. 

America  needs  electrical  safety  at  home  and 
on  the  job.  And  Crouse-Hinds  is  meeting  that 
need  with  electrifying  ideas  like  our  Ground 
Fault  Circuit  Interrupter. 

For  more  information  and  a  copy  of  our 
current  financial  reports,  write: 
Crouse-Hinds  Company, 
P.O.  Box  4999, 
Syracuse,  N.Y.  13221. 


CROUSE-HINDS 

Our  business 

is  electrifying  ideas. 


Jot  many  people  have  made  money  in  the 
ond  market  these  last  few  years.  Here's  an 
utfit  that  has,  and  right  now  it  is. . . 


Bullish  on  bonds 


The  Money  Men 


rHE  bond  market  is  a  shambles. 
After  the  worst  disaster  in  its  his- 
tory earlier  this  year,  it  made  a 
irly  smart  recovery — only  to  give  back 
uch  of  the  gains  in  late  summer.  There 
e  even  those  who  think  the  long-term 
md  market  is  as  dead  in  the  U.S.  as  it 
came  earlier  in  Great  Britain. 
iBuy  bonds,  says  William  H.  Gross.  The 
<nd  market  is  going  to  outperform  the 
pck  market  over  the  next  year,  he  adds, 
loducing  total  yields  (interest  plus  cap- 
lil  gains)  in  the  neighborhood  of  25%. 
iBill  Gross,  36,  heads  fixed-income 
janagement  at  Newport  Beach,  Calif. 's 
jcific  Investment  Management  Co.,  a 
ibsidiary  of  Pacific  Mutual.  Gross  and 
js  colleagues  may  be  in  a  minority  but 
ley  have  lots  of  believers.  Some  of  the 
5gest  companies  in  the  U.S.  have  en- 
lsted  $1.3  billion  to  PIMCO's  care.  Its 
istomers  include  American  Express, 
P&T,  Standard  Oil  of  Indiana— and  the 
ute  of  Hawaii.  They  like  what  PIMCO 
is  done  for  them.  Over  the  last  five 
iars  PIMCO  averaged  an  annual  total 
i  um  of  11.2%,  ranking  it  number  one 
:|iong  all  bank  and  insurance  company 
i|nd  managers  evaluated  by  Pensions  & 
vestments.  Compare  this  with  the 
je-year  5.8%  annual  return  of  the  Salo- 
jm  Brothers  bond  index  and  the  6.7% 
the  Lehman  Kuhn  Loeb  bond  index, 
u  this  year's  six  months,  moreover, 
JwCO's  10.3%  return  was  better  than 
V/o  of  the  bond  managers  in  A.G. 
j:ker's  bond  evaluation  index. 
With  that  kind  of  record  it's  no  won- 
ir  that  PIMCO's  assets  under  manage- 
I  nt  have  grown  at  a  torrid  pace — from 
ly  $17  million  in  1975. 
JVhy  does  PIMCO  think  bonds  will 
iiitperform  stocks?  Says  tall,  precise  Bill 
'  pss:  "Most  of  the  bond  managers  in 
I'J:  U.S.  are  very  pessimistic  right  now. 
ey're  anticipating  a  higher  govern- 
nt  deficit,  and  rising  inflation  along 
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PIMCO's  Gross  ( left)  and  Muzzy 


Sticking  their  necks  out  with  bonds. 

with  an  early  economic  recovery.  We 
think  the  economic  recovery  will  be 
slow  and  gradual  and  that  inflation  and 
interest  rates  will  drop,  not  climb." 

In  the  last  six  months  Gross  has 
moved  PIMCO's  assets  from  50%  in 
cash  to  a  fully  invested  bond  position, 
mainly  in  Government  National  Mort- 
gage Association  (Ginnie  Mae)  and  Fed- 
eral Home  Loan  Mortgage  Corp.  (Freddie 
Mac)  mortgage  pass-through  certificates, 
now  yielding  about  13%.  He  is  also 
heavy  in  U.S.  Treasury  notes  and  Triple 
A  corporates  like  Campbell  Soup  9%s  of 
1990,  GMAC  9%s  of  1989  and  AT&T 
10%s  of  1990.  All  of  these  have  maturi- 
ties averaging  about  eight  to  ten  years. 

If  he's  so  bullish,  why  isn't  Gross  in- 
vesting in  longer-term  instruments?  It's 
the  yield  curve.  While  bonds  with  30- 
year  maturities  are  riskier  than  8-year 
bonds  and  normally  pay  higher  returns, 
they  are  yielding  about  the  same  in  to- 
day's market.  In  bond  parlance,  the  yield 
curve  is  flat,  not  upward-sloping  as  is 
normal.  So  Gross  will  remain  relatively 


short  term  until  longer-term  bond  yields 
widen.  Because  PIMCO  manages  mainly 
pension  money,  only  a  fraction  of  its 
assets  is  in  tax-exempt  bonds. 

The  bond  market,  of  course,  is  a  double 
play.  If  interest  rates  decline,  investors 
will  benefit  from  a  bond's  current  yield 
and  its  price  will  appreciate  as  well. 
Gross  predicts  that  interest  rates  will  fall 
by  about  two  percentage  points  (200  ba- 
sis points)  in  the  next  12  months.  If  he's 
right,  an  investor  who  buys,  say,  a  ten- 
year  U.S.  Treasury  note  yielding  1 1.35% 
today  could  expect  a  one-year  total  re- 
turn of  25%  on  that  security — a  13% 
price  appreciation  coupled  with  a  current 
yield  of  11.35%.  Not  bad.  For  an  average 
investor  to  get  the  same  return  in  the 
stock  market,  the  Dow  Jones  industrials 
would  have  to  reach  about  1 150  from  its 
recent  960-965  level. 

To  gauge  the  attractiveness  of  bonds 
versus  stocks,  Gross  also  compares  to- 
day's 1 1.8%  yield  on  a  seven-year  Double 
A  Burroughs  obligation  with  the  DJI's 
6%  yield.  The  six-percentage-point  gap 
between  the  two  is  about  double  the  his- 
torical average.  While  the  stock  market 
has  gained  10%  since  June,  bond  prices 
have  fallen  20%,  and  it's  only  a  matter  of 
time  before  the  yield  gap  between  stocks 
and  bonds  narrows,  says  Gross. 

Gross  sees  inflation  falling  to  9%  or 
lower  from  today's  13% -plus  level.  And 
he  expects  the  Federal  Reserve  to  bring 
money-supply  growth  back  to  5%  from 
its  present  14%.  What's  more,  Gross  be- 
lieves major  corporations  will  cut  their 
capital  spending  through  mid- 1981.  If 
fewer  companies  float  debt,  bond  prices 
will  be  bid  up  and  yields  will  narrow. 

Gross  and  his  ten  portfolio  managers 
and  analysts  have  been  right  more  often 
than  wrong.  What  has  earned  PIMCO  its 
reputation  has  been  the  firm's  accurate 
forecasting  of  interest  rate  trends  and  its 
investing  in  undervalued  special  sectors 
of  the  bond  market.  Unlike  many  bond 
traders,  PIMCO  doesn't  wait  for  a  rally 
actually  to  begin  before  taking  a  position. 

"Many  bond  managers  think  that  be- 
cause the  market's  more  volatile  these 
days,  they  have  to  move  all  their  money 
in  and  out  of  it  more  often,"  says  James 
F.  Muzzy,  41,  PIMCO's  president. 
"There's  danger  in  playing  the  timing 
game  because  once  interest  rates  start 
falling  and  prices  move  up,  it  might  be 
too  late  for  a  timer  to  invest  all  his  cash." 

Rather  than  try  to  time  the  market, 
Gross  and  Muzzy  base  their  investment 
decisions  on  a  12-  to  18-month  interest- 
rate  forecast..  Interestingly,  the  firm 
doesn't  have  a  staff  economist.  Gross 
and  his  portfolio  managers  call  the  shots. 
"Economists  are  wrong  as  often  as 
they're  right, ""says  the  Ohio-born,  Duke 
University  graduate. 

Gross  joined  PIMCO's  parent,  Pacific 
Mutual,  in  1971  as  a  bond  analyst  fresh 
out  of  UCLA's  Graduate  School  of  Man- 
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Order  Taking 
Without  Order  Takers. 
Customer  Service 
Without  Customer  Service 
Representatives. 

Hook  your  phone  lines  into 
one  of  our  T-COMM*  systems, 
and  your  local  managers  can 
report  on  sales  without  talking 
to  an  operator.  Your  field  sales 
force  can  call  in  orders  without 
order  takers.  Your  customers 
can  place  and  find  out  about 
orders,  without  talking  to  a  cus- 
tomer service  representative. 

And,  they  can  do  it  all  without 
sophisticated  and  expensive 
computer  terminals. 

Periphonics  proven  and  tested 
communications  technology, 
combined  with  our  ability  to 
make  computers  talk,  lets  you 
communicate  with  people 
around  the  country,  without 
having  a  staff  of  operators 
"standing  by".  The  caller  can 
use  any  push-button  telephone,  and  our  system  can  be  pro- 
grammed to  handle  just  about  any  series  of  transactions  you 
can  imagine.  We  can  transfer  to  an  agent  for  more  detailed  or 
difficult  calls,  and  even  deliver  a  pre-set  sales  message. 

Periphonics  T-COMM  systems  are  in  use  today  from  Toledo  to 
Tokyo.  They're  taking  auto  parts  orders,  transfering  bank  de- 
posits, and  reporting  on  local  sales  volume.  Periphonics  built-in 
quality  makes  them  dependable.  Periphonics  national  staff  of 
trained  service  engineers  keeps  them  working.  And,  Periphonics 
no-nonsense  approach  to  that  mythical  world  of  "software" 
makes  them  easily  adaptable  to  just  about  any  computer  system 
you  might  have  in-place  today. 

Periphonics  ....  letting  your  imagination  work. 


Periphonics 


PERIPHONICS  CORPORATION  AN  AFFILIATE  OF  ETfcON  ENTERPRISES,  INC. 

International  Operations  Center:  75  Orville  Drive, 

Bohemia,  N.Y.  11716 

(516)  567-1000    Telex  5102287310 

•  Registered  Trademark  of  Periphonics  Corporation 


agcment.  Gross  later  moved  to  PIMC 
as  a  bond  manager  and  was  made  erj 
portfolio  manager  in  1973.  His  bo 
Muzzy,  joined  PIMCO  in  1971  al 
managing  stocks  and  bonds  at  Secur 
Pacific  National  Bank. 

While  Muzzy  has  a  hand  in  invd 
ment  strategy,  he  concentrates  on  m 
keting,  and  servicing  PIMCO's  clients 
PIMCO's  growth  is  any  measu 
Muzzy's  marketing  has  been  spectacul 
but  that  success  wouldn't  have  been  p 
sible  without  a  good  product  to  sell, 
late  1974,  for  instance,  when  interest 
long-term  utility  bonds  was  around  1 3 
the  two  decided  to  move  from  50% 
100%  into  bonds  on  the  belief  that 
bond  market  was  poised  for  a  maior  ra. 
Their  timing  couldn't  have  been  beti 
Interest  rates  fell,  causing  PIMCO's  b< 
holdings  to  appreciate  dramatically. 

PIMCO  outperformed  most  of  its  cu 
petitors  in  both  1975  and  1976  larg 
because  of  the  decision  by  Gross  a 
Muzzy  to  invest  heavily  in  long-te 
utility  bonds.  "When  Consolidated  E 
son  cut  its  dividend  and  OPEC  jacked 
oil  prices,  there  was  a  panic  attiti 
toward  the  utilities,"  recalls  Muzzy.  " 
vestors  were  throwing  them  away,  so 
stepped  in  and  bought  more."  By  lock, 
in  13% -yield  bonds  issued  by  New  ) 
sey's  Public  Service  Electric  &  G 
Philadelphia  Electric  and  Southern  C; 
fornia  Edison,  PIMCO  showed  a  reti 
of  over  17%  in  1975  and  1976. 

When  interest  rates  bottomed  in  19' 
the  pair  used  a  different  strategy.  Wh 
they  expected  interest  rates  to  clifl 
instead  of  moving  into  cash  they  inve 
ed  in  so-called  cushion  bonds — th' 
with  call  provisions,  meaning  they  coi 
be  redeemed  by  the  issuers  before  th 
maturities — like  South  Central  Bell,  In 
ana  Bell  and  Northwestern  Bell.  Becai 
they  had  call  provisions,  these  secunt 
yielded  more  than  short-term  bonds,  I 
were  less  risky  than  long-term  bonds, 
a  result,  PIMCO's  7%  return  in  1977  v 
better  than  it  would  have  been  in  cast 

By  1978  Gross  and  Muzzy  had  beco: 
bearish,  selling  bonds  and  moving  th 
assets  into  cash  and  intermediate-te 
securities,  a  strategy  they  maintair 
throughout  1979.  Like  many  mor 
managers  the  two  were  off  by  nearl' 
year  in  predicting  the  recession.  Th 
cautious  strategy  resulted  in  a  mere  4.1 
return  in  1979,  but  spared  PIMCO 
beating  that  other  bond  managers  too 

Gross  and  Muzzy  aren't  worried  tl 
they  are  running  against  the  herd,  wh 
now  expects  higher  interest  rates  and  Id 
er  bond  prices.  SaysGross:  "If  you'rego: 
to  succeed  in  this  business,  you  have 
develop  an  ability  to  perceive  the  behav 
of  crowds  and  to  avoid  getting  swept  up 
mass  hysteria."  Whether  events  pn 
them  right  or  wrong,  you  can't  accuse  i 
PIMCO  pair  of  being  unwilling  to  st 
their  necks  out.— Nick  (ialluccio 
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The  people  who  wrote  the  book 
on  Workers' Compensation  just  wrote 
the  booklet. 


In  answer  to  the 
kinds  of  questions  you 
ask  most  about  Workers' 
Compensation,  Liberty 
Mutual  Insurance  Company 
has  prepared  a  free  booklet  enti- 
tled "Workers'  Compensation - 
The  System  in  Perspective." 

In  it  you'll  find  information  on 
how  the  present  system  operates, 
and  what  Liberty  is  doing  for  you 
in  claims  control,  research,  reha- 
bilitation and  loss  prevention. 

Since  1936,  Liberty  Mutual  has 
been  the  nation's  largest  writer  of 
Workers'  Compensation  insur- 
ance. As  such,  we  have  devoted 


continuous 
effort  to  improving 
protection  for  workers 
and  lowering  costs  to  employers. 
Send  for  our  free  booklet.  It  could 
change  your  perspective  of  Workers' 
Compensation. 

I-"—  —  —  —  —  ——  —  —  —  —  —  —  —  —  — 

Please  send  me  your  free  booklet  "Workers' 
Compensation -The  System  in  Perspective": 

Name  


Title, 


Company, 
Address_ 


Mail  to: 

Liberty  Mutual 
Box  777 
Boston 
MA  02116 


Feeling  safe. 
Feeling  secure. 
It's  a  mutual  feeling. 

LIBERTY 
MUTUAL 


Fl 


Liberty  Mutual  Insurance  Company.  Liberty  Mutual  Fire  Insurance  Company. 
Liberty  Life  Assurance  Company  ot  Boston  Home  Office  Boston  ©1980 


The  Kennedy  Center  owes  the  government  a 
bundle  and  has  no  visible  means  of  paying. 


How  do  you 
foreclose  on  a 
national  treasure? 


By  Beth  Brophy 


So  okay,  the  roof  leaked.  Archi- 
tects who  didn't  get  the  contract 
sneered  at  its  design.  Its  three  roof- 
top restaurants  specialize  in  gourmet 
prices,  not  gourmet  food.  But  its  main 
job  the  John  F.  Kennedy  Center  for  the 
Performing  Arts,  that  serene  block  of 
white  marble  moored  to  the  banks  of  the 
Potomac  in  northwest  Washington,  has 
managed  to  do  very  well:  For 
nearly  a  decade  its  four  the- 
aters have  brought  good 
plays,  music  and  ballet,  both 
traditional  and  experimental, 
to  what  was  once  the  most 
culturally  barren  great  capital 
of  the  world. 

The  public  has  responded. 
The  crowds  who  cram  its  the- 
aters and  the3  million  tourists 
who  traipse  through  each  year 
just  to  see  the  building  and  the 
bronze  bust  of  the  slain  Presi- 
dent attest  that  the  Kennedy 
Center  is  indeed  a  national 
treasure. 

Regrettably,  it  also  hap- 
pens to  be  a  little  bit  broke:  It 
owes  the  government  $18 
million  in  overdue  interest 
on  a  $20.4  million  debt  that 
it  is  making  zero  provision  to 
repay.  Says  Senator  Pete  Do- 
menici  (R-N.M.),  the  Sen- 
ate's self-appointed  fiscal  watchdog  for 
the  Center,  "This  magnificent  structure 
couldn't  have  a  weaker  financial  base." 

How  can  an  operation  that  plays  to 
packed  houses  almost  every  day  have  a 
money  problem?  Box  office  receipts  from 
1.8  million  ticket  buyers  in  the  last  fiscal 
year  were  $13.9  million  and  total  income 
$18.1  million,  from  theater  rentals,  con- 
cessions, royalties  and  other  revenues. 
But  the  Center  spent  $20.3  million,  mak- 
ing up  the  $2.2  million  loss  by  private 
grants  and  contributions.  The  Center 
ended  up  last  year  in  the  black  by  an 


eyelash — $8,639 — that  could  not  possi- 
bly make  a  dent  in  its  debt. 

The  problem  was  born  back  in  the 
1960s  when  Congress  voted  the  arts  cen- 
ter a  $23  million  gift  to  be  matched  by 
private  funds,  plus  an  additional  $20.4 
million  loan  to  be  paid  off  in  the  years 
2017  to  2019  by  revenues  from  the  park- 
ing garage.  The  building's  cost,  it  will 
surprise  no  one  to  learn,  ran  well  over 
estimate.  "The  General  Services  Admin- 


Kennedy  Center  interior,  Washington 
Can  3  million  tourists  be  wrong? 


istration  [the  government's  own  contrac- 
tors] miscalculated  the  amount  of  steel 
tonnage  by  49%,"  grumps  Kennedy  Cen- 
ter Chairman  and  CEO  Roger  Stevens. 
"That's  like  starting  out  for  Pittsburgh 
and  ending  up  in  New  York." 

To  complete  the  structure,  the  Center 
borrowed  $3.5  million  from  Airport 
Parking  Co.  of  America-Washington, 
which  simultaneously  won  the  parking 
concession.  The  Center  pledged  the  use 
of  its  parking  revenues  to  obtain  the 
loan — the  same  revenues  that  Congress 
had  thought  were  to  be  used  to  pay  off 


the  $20.4  million  government  loan.  Frc 
1972  to  1978  the  parking  garage  took 
$8.7  million.  The  concessionaire 
ceived  $7.2  million,  the  Center  $1.5  rr 
lion,  which  was  plowed  back  into  the 
rical  productions. 

The  congressional  watchdog  agen 
the  Government  Accounting  Office,  s; 
the  Center  can't  keep  spending  mor 
for  shows  and  still  pay  back  the  de 
That  doesn't  particularly  panic  Chi 
man  Stevens.  Box  office  sellouts  li 
42nd  Street  and  Oklahoma,  says  Steve 
underwrite  less  commercially  popu 
shows  like  the  Sacko  Schinacho  Dar 
Co.  and  the  Theatre  of  Latin  Amen 
The  Center  gets  private  gifts,  but  mor 
raised  for  the  Center's  performing  a 
and  public  service  activities  cannot 
diverted  to  pay  bond  interest;  nor  d 
private  funds  be  raised  to  pay  the  debt 

Ever  since  Jacqueline  Kennedy 
years  ago  anointed  Roger  Stevens,  ml 
70,  chairman  of  what  was  then  called  I 
National  Cultural  Center,  the  headstn 
director  and  producer  has  run  the  shi 
his  way.  Stevens  doesn't  have  the  hu 
ble,  kowtowing  manner  that  congre 
men  (with  no  small  egos  either)  expi 
from  those  seeking  financial  relief. 

"Stevens  is  a  singularly  poor  lobby) 
arrogant  and  obnoxious,"  says  a  Sen. 

aide  privately.  Says  Steve: 
"As  often  as  I  explain  the  s 
uation  to  Congress  th 
don't  understand.  We're 
government  institution, 
memorial  to  a  slain  Pre 
dent.  I  don't  think  an  int 
governmental  agency  shot 
be  paying  compound  inter 
to  the  government."  His  oi 
slight  bow  toward  Washii 
ton's  rulers  is  to  keep  a  pre 
dential  box  available  for  I 
White  House  and  hand  c 
free  tickets  to  congressme 
Why  did  Stevens  agree 
the  building  loan  in  the  ft 
place?  "At  the  time  inter 
rates  were  3%  and  it  did 
seem  an  important  item," 
says.  "I  don't  think  I'm  t 
only  person  in  the  world  w 
missed  the  fact  that  inter' 
rates  would  go  up." 

 Stevens     simply  wai 

Congress  to  forgive  the  entire  debt  or 
least  waive  all  past  and  future  intere 
"That's  the  clean  way  to  do  it,  and  co 
pared  to  the  notion  of  looking  to  t 
Center  to  produce  $2  million  a  year 
the  Treasury,  it  appeals  to  reason. 

"If  Congress  would  refinance  the  $ 
million  remaining  on  the  parking 
debt,  then  the  Center  would  have  abc 
$500,000  a  year  to  pay  off  the  bond  pr 
cipal,"  he  adds.  That  may  happen  soc 
Congress  has  also  been  called  upon 
revise  the  cost-sharing  formula  betwe 
the  Kennedy  Center  and  the  Natioi 
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SONY  BETA  CASSETTES. 
PICTURE-PERFECT  PICTURES. 


The  Mona  Lisa,  by  Sony  Beta 
cassettes  Note  how  this  master 
tape  captures  all  the  delicate  shad- 
ings and  subtle  color 

The  fact  is,  the  sharper  your 
eyes,  the  more  you'll  appreciate  the 
Picture-Perfect  Pictures  on  Sony 
Beta  cassettes  So  perfect  we  call 
them  'original  copies" 

Sony  knows  more  about  Beta 
video  tape  than  anyone  After  all,  we 
invented  the  Beta  machine  and  the 
cassettes  that  go  with  it 

The  way  we  make  Sony  Beta 


cassettes  is  unique.  No  one  else 
polishes  their  tape  to  a  perfect 
mirror-finish  the  way  Sony  does. 
No  one  uses  the  Sony  formula  for 
the  perfect  binding  that  holds  the 
magnetic  particles. 

Sony  has  special  touches  from 
start  to  finish  that  no  other  tape 
manufacturer  uses  (Remember,  it 
was  Sony  who  pioneered  the  home 
video  recorder  system!) 

When  you're  not  home,  but 
want  to  record  that  game  of  the  year, 
that  State  Of  The  Union  address, 


that  once-in-a-lifetime  event -you 
need  a  tape  that  will  record  every- 
thing perfectly. 

And  when  you  look  at  it  later 
it  will  be  even  more  exciting,  with 
Picture-Perfect  Pictures  on  Sony 
Beta  cassettes  -  of  course. 

SONY 


i  A  r>vi$Kin  of  Sony  Corp  oi  America  Sony  is  a  trademark  of  Sony  Corpoi 


A  COMFORTABLE  BUS  THAT'S 
A  FUEL-SAVING  PEOPLE-MOVER. 
AN  IDEA  WHOSE  TIME  HAS  COME. 


During  the  80's,  America 
will  need  60,000  new  transit 
buses  to  replace  aging  fleets 
and  expand  mass  transit  sys- 
tems. The  Grumman  Flxible 
870 8  will  help  to  meet  this  nee 


ith  thousands  of  new  comfort- 
ble,  lightweight  buses  rolling 
ff  our  production  line  every 
ear. 

GHTWEIGHT,  DURABLE 

.UMINUM  TRUCK  BODIES. 

MOTHER  IDEA  WHOSE  TIME  HAS  COME. 

Grumman  has  built  more 
lan  120,000 
luminum  truck 
odies  since 
le  first  model  am 
I 1931.  Tough 
rumman  aluminum 
ucks  carry  greater  payloads 
hile  consuming  less  fuel. 
Jid  every  Grumman  truck  is 


engineered  and  tested  to  comply 
with  all  applicable  Federal 
Motor  Vehicle  Safety  Standards. 
Some  30 -year- old  Grumman 
aluminum  truck  bodies  are 
still  in  service  today —having 
been  remounted  on  as  many  as 
six  chassis.  Not  surprising  when 
you  consider  that  the  aluminum 
resists  corrosion  and  doesn't 
rust  or  rot. 

"NO  CAS" 
ELECTRIC  TRUCKS. 

ANOTHER  IDEA  WHOSE  TIME  HAS  COME. 

Grumman  expertise  in 
building  fuel-saving  aluminum 
truck  bodies  is  being  applied  to 
the  development  of  "workhorse" 
delivery  vehicles  for  the 
petroleum-short  decades  ahead. 

A  prototype  Grumman 


electric  truck  for  ^ 
the  stop-and-go 
delivery  service 
market  is  being  tested  at  our 
Sturgis,  Michigan,  plant. 

For  more  about  Grumman's 
involvement  in  the  business  of 
energy-efficient  transportation 
equipment,  write: 
Grumman  Corporation, 
Dept.  GCP, 

Bethpage,  New  York  11714. 


50  years 


EE 


Park  Service,  as  the  Park  Service  now 
pays  a  large  portion  of  the  Center's  build- 
ing and  maintenance  costs. 

Senator  Domenici  says  it's  bad  form  to 
let  anyone  flaunt  a  government  loan  so 
blatantly.  Admits  a  Senate  staffer,  "Cer- 
tainly it's  bad  precedent  to  wipe  out  a 
debt  to  the  government.  Here  we  are 
giving  out  millions  [in  loan  guarantees) 
to  people  like  Chrysler  and  we  indicate 
we're  willing  to  let  them  off  the  hook." 
But  the  same  staffer  concedes  the  debt  is 


more  a  source  of  wry  amusement  than 
concern.  "The  point  is,  their  financial 
problem  is  not  that  serious  unless  you 
consider  a  debt  to  the  government  seri- 
ous,".he  adds.  "The  Center  is  not,  after 
all,  in  debt  to  its  stagehands." 

The  odds  are  that  the  curtain  will  con- 
tinue to  go  up,  thanks  largely  to  govern- 
ment largess.  Indeed,  Stevens  thinks  the 
Center  should  be  getting  a  larger  slice  of 
the  arts  pie,  not  trying  to  pay  back  old 
debts.  When  the  big  theater  was  planned 


almost  two  decades  ago  the  governme| 
wasn't  pumping  $154  million  dollars  a| 
nually,  via  the  Endowment  for  the  An 
to  artists  and  project  directors  who  hj 
learned  to  write  grant  proposals.  Steve] 
figures  that  with  that  kind  of  cash  goij 
out,  he  deserves  more. 

The  Treasury  isn't  straining  itself 
discourage  Stevens'  laid-back  attituc 
"What  would  you  have  us  do?"  as 
Treasury    spokesman    Joseph  Laitil 
"Foreclose  on  them?"  ■ 


Why  is  Bristol-Myers  consistently  more  profitable  than  most  of  it 
competitors?  It  has  good  reflexes  and  gets  its  products  out  there. 


When 
opportunity 
knocks 


By  Thomas  Jaffe 


We  may  never  be  as  strong  a  consumer- 
goods  company  as  Procter  &  Gamble  or 
as  powerful  in  ethical  drugs  as  Merck," 
says  Richard  Gelb,  chairman  of  $3.1  billion  (esti- 
mated 1980  sales)  Bristol-Myers,  "but  as  long  as 
we  can  put  two  second-bests  together,  somehow 
we'll  come  out  better." 

Improbable  as  that  may  sound,  Gelb's  maverick 
"runners-up  make  more  money"  strategy  has 
been  paying  off  handsomely  lately.  Over  the  last 
five  years  Bristol's  14%  earnings-per-share 
growth  topped  Procter,  American  Home  Prod- 
ucts, Lilly  and  Merck  and  was  only  a  shade  behind 
Johnson  &  Johnson.  In  1980  net  income  will  be 
around  $265  million,  up  14%  over  1979.  Bristol 
also  ranks  near  the  top  in  profitability,  with  a 
22.3%  five-year  return  on  equity  and  a  20.2% 
return  on  total  capital  over  the  period,  it  ranks 
second  only  to  AHP  among  the  eight  major  pro- 
prietary drug  companies.  Rank  Bristol  against  the 
ethical  drug  companies  and  it  sits  right  behind 
Lilly.  Put  it  among  toiletries  and  cosmetics  com- 
panies and  it's  number  three,  behind  Avon  and 
International  Flavors  £<  Fragrances. 

Gelb,  a  six-foot-four,  well-tailored  graduate  of 
Yale  and  Harvard,  came  to  Bristol-Myers  in  1959 
when  it  acquired  Clairol,  his  family's  company. 
As  Bristol's  chief  executive  since  1972  he's 
achieved  this  record  with  a  four-point  strategy. 
First,  Bristol  religiously  defends  its  strongest  con- 
sumer franchises.  The  one  thing  Gelb  will  not 
tolerate,  for  example,  is  anyone  trying  to  weaken 
Clairol's  65%  lock  on  the  $600  million  U.S.  hair- 
coloring  market.  Second,  Bristol  keeps  nosing 


Richard  Gelb  of  Bristol-Myers 

Dent  wait  to  land  the  haymaker;  wear  them  down  with  short  jabs. 
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THE  WEAPONS  BEHIND 
AMERICA'S  DEFENSE  SYSTEM 

GET  WHERE  THEY'RE 
GOING  BEHIND  A  LOCOMOTIVE. 


Much  of  the  freight  transported  by 
the  Department  of  Defense  couldn't  be 
moved  in  any  other  way 

Take  the  M-60  tank,  for  example,  a 
behemoth  that  weighs  in  at  a  tidy  sixty 
tons.  With  6400  railroad-owned  flatcars 
augmented  by  another  1000  owned  by 
the  Department  of  Defense,  getting 
such  heavy  eguipment  where  it's 
needed  is  easy  Even  if  it  were  feasible 
for  trucks  to  do  the  job,  the  result  would 


be  great  highway  damage  and  an  ex- 
penditure of  more  than  three  times  as 
much  fuel. 

So,  when  it  comes  to  meeting  Amer- 
ica's military  transportation  needs,  the 
railroads  are  irreplaceable.  They've 
proved  themselves  so  both  in  peace- 
time and  in  war  for  more  than  one  hun- 
dred years  And  today  they're  in  a  better 
position  than  ever  to  meet  a  national 
emergency,  should  one  ever  occur . 


This  message  is  from  the  American 
Railroad  Foundation,  an  organization 
of  companies  supplying  and  servicing 
the  railroad  industry.  An  industry  that's 
carrying  the  lion's  share  of  the  load. 

AMERICAN  RAILROAD 
FOUNDATION 

1920  L  St ,  N  W.Washington,  D C  20036 


The  history  of  insurance 

a  history  of 


1864  The  Travelers  becomes  the  first  company 
in  America  to  insure  against  accidents. 

1884  The  first  company  to  offer  a  retirement 
income  contract. 

1892  The  first  company  to  offer  a  double 
indemnity  policy. 

1897  The  first  company  to  sell  car  insurance. 

1902  The  Travelers  creates  an  engineering 
department  to  help  prevent  costly  accidents. 
One  of  the  first  real  efforts  to  contain  com- 
mercial insurance  costs. 

1903  The  Travelers  opens  the  first  school  to 
train  agents. 

1904  The  Travelers  introduces  the  first  life  in- 
surance policy  with  a  waiver  of  premium  in 
the  event  of  total  and  permanent  disability. 

1913  The  Travelers  starts  offering  group  life 
insurance.  15  years  later,  there  were  still  only 
six  companies  offering  it  in  the  United  States. 

1913  The  Travelers  becomes  the  first  company 
to  offer  cash  settlement  life  insurance. 

1919  The  first  company  to  offer  aircraft  liabil- 
ity insurance. 

1922  The  first  company  to  market  a  salary 
allotment  plan. 

1928  First  company  to  offer  lab  services  as  part 
of  engineering. 

1936  Pioneers  retrospective  rating,  m  which, 
for  a  large  insurer,  the  final  premium  is  fig- 
ured only  after  losses  are  known. 

1958  Starts  offering  life  insurance  to  women  at 
lower  rates  than  to  men. 


lid. 


a  Ford  or  a  Chrysler  or  a  Chevrolet  there  was  a  company 
that  insured  automobiles,  rhe Travelers. 


rovidiiii*  com 


1965  Pioneers  the  concept  of  provid 
mercial  package  policies  for  most  types  of 
businesses. 

1968  First  company  to  have  its  employees  st 
mg  Hot  Line  claims  phones. 

1969  Pioneers  standard,  discount,  and  sur- 
charge method  of  pricing. 

1969  I  he  first  company  to  insure  against  ac 
dents  during  space  travel. 

1970  The  first  company  to  go  national  will 
dental  plan  that  covers  checkups  as  an  autc 
matic  part  of  ever)1  policy. 


I  America  reads  more  like 
e  Travelers, 


'ore  it  was  certain  that  a  man  could  walk  on  the  mixin  and  conic  back,  The Travelers 
became  the  first  company  to  issue  an  accident  policy  for  space  travel. 

70  First  company  to  set  up,  as  a  part  of 
-very  policy,  predetermination  of  benefit  pro- 
cures for  dental  insurance,  so  people  can 
enow  exactly  what  they  are  covered  for. 

71  The  first  insurance  company  to  set  up  an 
)ffice  of  consumer  information  to  answer 
People's  questions  about  their  policies  or  any 
nsurance  subject. 

79  First  company  to  install  a  national  com- 
prehensive distributive  processing  system. 
Dne  of  the  most  efficient  ways  there  is  to  pay 
worker's  compensation  claims. 


Does  it  matter  which  insurance  com- 
pany you  choose? 

It  mattered  to  The  Travelers  life 
insurance  policyholders  in  1904. 

That's  when  we  were  the  first  com- 
pany to  offer  a  waiver  of  premium  in  case  of 
permanent  disability. 

It  matters  also  to  the  companies  in  the 
1980s  that  will  be  getting  their  worker  s  com- 
pensation checks  out  from  The  Travelers  more 
efficiently. 

Because  last  year  The  Travelers  became 
8  the  first  company  to  install  a  national  compre- 
hensive distributive  processing  system. 

It  always  matters  to  the  policyholder 
1  who's  with  a  company  that  has  a  record  of 
I  breaking  new  ground. 

Whether  your  insurance  needs  are 
personal  or  commercial,  call  an  independent 
Travelers  agent  or  broker.  You  can  find  one  in 
the  Yellow  Pages. 

Considering  where  we've  been  and 
where  we  are,  why  would  you  call  anyone  else? 


THE  TRAVELERS 


I  he  Travelers  Corporation  and  its  Affiliated  Companies,  Hartford,  Connecticut  06115 


around  for  chinks  in  its  competitors'  ar- 
mor. One  recent  example  is  its  cough- 
and-cold  remedy  Comtrex,  aimed  direct- 
ly at  two  strong  but  stagnating  products — 
Richardson-Mcrrcll's  Nyquil  and 
SmithKline's  Contac.  Third,  Gelb  tries  to 
be  first  getting  into  fields  where  there  is 
little  competition.  In  the  mid-Seventies, 
he  committed  Bristol  to  researdi  in  anti- 
cancer drugs.  As  a  result  the  company 
now  has  a  leadership  position  in  this 
fledgling  market.  Finally,  Gelb  attacks 
simultaneously  on  enough  fronts  that  if 
any  single  product  doesn't  work  out  over 
time  he  can  cut  his  losses  quickly. 

You  might  say  Gelb  prefers  to  wear  the 
competition  down  with  a  series  of  short 
jabs  instead  of  waiting  for  a  chance  to 
land  the  big  haymaker.  Take  a  look,  for 
example,  at  the  record  of  Bristol's  con- 
sumer-products group,  which  has  some 
$2  billion  in  sales  from  over-the-counter 
drugs  like  Excedrin  and  Bufferin,  toilet- 
ries and  beauty  aids  like  Ban  deodorant 
and  Nice  'n  Easy  hair  coloring,  household 
goods  like  W  index  and  Drano,  and  nutri- 
tionals  like  Enfamil,  the  baby  formula.  In 
1976,  Gelb  proudly  announced  that  of 
the  33  health  and  beauty  products  intro- 
duced during  the  previous  five  years  with 
food-store  sales  of  $5  million  or  more, 
Bristol-Myers  had  8.  The  next  best  show- 
ing: 3.  Where  are  they  now?  Final  Net 
has  a  20% -plus  share  of  the  $250-mil- 
lion-a-year  hair-fixative  market.  The 
other  seven  either  vanished  or  are  just 
hanging  on.  It's  a  highly  competitive 
world  Bristol-Myers  lives  in. 

"The  successful  consumer  marketer  is 
the  guy  who  sees  an  opportunity,  sees  a 
way  of  exploiting  it,  and  then  moves  as 
quickly  as  he  can,"  says  Dick  Gelb,  sit- 
ting beneath  the  head  of  a  huge  marlin  he 
landed  off  Bimini. 

Naturally,  therefore,  Bristol  came  up 
with  another  eight  such  products  be- 
tween 1976  and  1980.  Here  they  are: 
Tickle,  a  faddish  roll-on  deodorant  with  a 
big  round  applicator;  Vanish  toilet  bowl 
freshener;  Body  On  Tap,  a  beer  sham- 
poo; Condition  shampoo  and  Condition 
II  hair  conditioner;  Clairesse,  premium- 
priced  hair-coloring  to  defend  the  Clairol 
line;  Clairmist,  a  knockoff  of  Bristol's 
own  Final  Net;  and  Comtrex,  which  has 
reached  more  than  $40  million  in  annual 
sales  in  just  three  years. 

Says  a  former  Bristol  executive,  "My 
bet  is  Comtrex  will  be  the  strong  survi- 
vor. But  to  hold  that  one  franchise  out  of 
them  all,  it  will  have  been  worth  it." 

Bristol  has  the  size  and  diversity  of 
earnings  to  mount  at  least  two  or  three 
significant  product  introductions  a  year. 
Gelb  then  backs  that  up  with  a  powerful 
advertising  budget.  In  1979  Bristol  spent 
$210  million  on  ads,  the  12th-largest 
budget  in  the  U.S. 

The  chief  reason  Bristol  has  such  a 
broad  base  of  earnings  is  the  dramatic 
growth  in  recent  years  of  its  pharmaceu- 


ticals and  medical  products  group.  Since 
1975,  sales  will  have  almost  doubled,  to 
an  estimated  $1  billion;  operating  profits 
will  have  jumped  80%,  to  about  $180 
million  (37%  of  the  company  total). 
Since  late  1974,  Bristol  has  introduced  in 
the  U.S.  1 1  new  drugs,  like  Platinol, 
Amikin  and  Cefadyl,  which  will  generate 
over  $200  milJion  in  sales  this  year.  Over 
the  next  four  years  up  to  15  more  may  be 
introduced.  They  are  small  drugs  for  the 
most  part.  In  anticancer  alone,  Bristol- 
Myers  now  has  8  drugs  on  the  world 
market  with  combined  sales  of  just  $100 
million.  Bristol's  biggest  seller  is  the  $60 
million  antibiotic,  Amikin.  There  are  no 
blockbusters  at  this  company  like 
Merck's  $200  million  (sales)  Clinoril,  for 
example;  nor  are  there  any  dramatic 
breakthroughs  being  touted  as  Squibb 
has  been  doing  with  Capoten.  Bristol's 
$115  million  research  budget  can't 
match  SmithKline's  $130  million  or  Lil- 


"J  could  say  that  every  night  I 
dream  we  have  a  Tagamet,  as 
SmithKline  does.  Blockbust- 
ers are  great,  but  there  are 
other  ways  of  moving  ahead 
in  the  ethical  drug  business." 


ly's  $200  million  or  Merck's  $225  mil- 
lion, let  alone  Hoechst's  $300  million  or 
Hoffmann-LaRoche's  $350  million. 

But  this  doesn't  seem  to  bother  Dick 
Gelb  one  bit.  "I  could  say  that  every 
night  I  dream  we  have  a  Tagamet,  as 
SmithKline  does,"  he  allows.  "Block- 
busters are  great,  but  there  are  other 
ways  of  moving  ahead  in  the  ethical  drug 
business.  We're  not  putting  all  our  eggs 
into  the  basket  of  one  miracle  drug  for 
the  future.  If  I've  got  $1  billion  worth  of 
pharmaceutical  sales,  I'd  be  a  lot  happier 
with  ten  $100  millions  than  with  two 
$500  millions." 

"There's  nothing  in  the  Bristol  pipe- 
line that  is  state-of-the-art  chemistry," 
says  Paine  Webber  Mitchell  Hutchins 
drug  analyst  David  MacCallum.  "And 
frankly,  that's  to  be  expected  from  an 
organization  that  is  so  oriented  to  the 
production  of  profits.  Their  anticancer 
drive  is  like  a  limited  strike  mission.  The 
research  is  first-class,  mind  you,  as  are 
the  drugs.  But  the  technology  is  changing 
daily.  Who's  to  say  what  it  will  be  ten 
years  from  now  or  who  the  leader  will 
be?  So  Bristol  hits  fast,  gets  a  lot  of 
products  out  there,  makes  its  money 
now,  and  if  the  profitability  starts  to 
erode,  who's  complaining?  They've  got 
plenty  of  other  drugs  to  pick  up  the  slack 
and  keep  moving  ahead." 

Says  Morgan  Stanley's  James  Tullis: 
"Bristol's  major  strength  is  precisely  that 
it  doesn't  pour  $250  million  into  the  re- 
search pipeline,  sit  back  and  pray  that 
one  of  these  days  somebody  will  come  up 


with  a  cure  for  cancer.  It's  similar  to  t! 
way  they  run  their  consumer-produc; 
business.  It's  just  not  the  image  ethic, 
drug  companies  normally  have.  But  ho 
can  you  criticize  them?  It  works." 

To  Dick  Gelb,  Bristol-Myers  is  "a  mi 
chine  that  runs  on  eight  cylinders."  Ei 
ery  now  and  then  one  cylinder  gives  oul 
but  the  engine  keeps  running  reasonabl 
well.  In  the  mid-Seventies,  for  exampl< 
Bristol  controlled  25%  of  the  now  $80 
million  over-the-counter  analgesics  ma: 
ket  with  Excedrin  and  Bufferin.  The 
Johnson  &  Johnson  knocked  it  out  of  firs 
place  with  nonaspirin  Tylenol.  Bnstc 
fought  back  with  its  own  Tylenol  knoci 
off,  Datril,  offering  it  at  half  J&J's  pric< 
Datril,  however,  flopped  miserably  be 
cause  BM  didn't  count  on  the  strength  c 
Tylenol's  brand  name.  "I  guess  the  on 
thing  about  Datril  that  was  successful, 
laughs  Gelb,  "is  that  it  cut  the  price  c 
Tylenol.  We  did  the  consumer  a  big  h 
vor."  But  Gelb  hasn't  thrown  in  the  towe 
on  analgesics  yet.  Bristol  recently  begaj 
to  roll  out  new  Excedrin  Extra  Strength. 

Another  big  cylinder  in  trouble  is  $58 
million  Clairol,  supplying  25%  of  profit 
only  two  years  ago.  Plagued  by  a  cance 
scare  about  hair-coloring  ingredients  i; 
the  late  Seventies  and  slowed  down  h 
decidedly  flat  personal  appliance  sales,  i 
now  accounts  for  just  21%  of  profits. 

Overseas  operations  could  also  stand 
bit  more  fine-tuning.  Two  years  ago,  th 
international  division  had  $640  millioi 
in  sales  and  a  12%  pretax  margin.  Nex 
year,  it  will  hit  $1  billion  with  margin 
up  to  14%.  Yet  Gelb  admits  Bnstc 
moved  too  slowly  to  build  its  marketin, 
organization  overseas.  As  a  result,  inter 
national  only  accounts  for  one-third  a 
sales  and  profits,  vs.  J&J's  52%  of  profit 
on  44%  of  volume.  Since  pharmaceutii 
cals  represents  two-thirds  of  oversea 
revenues,  Gelb  has  been  building  a  bigge 
salesforce  to  handle  all  those  new  drug 
in  the  early  Eighties. 

Nor  has  Bristol  been  able  to  translati 
consumer-products  magic  overseas  aj 
well  as  some  competitors.  Much  smalle 
$1.2  billion  Richardson-Merrell— wit! 
65%  of  sales  and  80%  of  profits  in  con 
sumer  goods — does  more  than  half  it: 
volume  abroad. 

The  point  is,  Bristol-Myers,  good  as  i 
is,  still  has  plenty  of  catching  up  to  doi 
But  it'also  has  plenty  of  cash  to  catch  u{j 
with.  Bristol  carries  little  long-term  deb 
and  will  end  the  year  with  around  S40C 
million  in  cash  and  equivalents.  It  couk 
afford  to  make  a  sizable  acquisition.  Bui 
so  far,  that  hasn't  been  Gelb's  style.  In 
1979,  he  spent  only  $28  million,  buying 
Sea  Breeze  (skin-care  products!  am 
Xomed  (microsurgical  implants). 

For  the  present,  56-year-old  Dick  Gelb 
keeps  working  toward  the  day  when  ali 
eight  cylinders  are  going  full  tilt.  It  coukj 
happen  at  Bristol-Myers.  And,  if  i1 
does — look  out.  ■ 
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_  The .  . 
software  solution. 

Burroughs  software  can  give  you  immediate  productivity 
and  save  you  time,  money  and  effort  in  the  bargain. 


At  Burroughs,  when  we  offer  a  computer,  we  don't 
stop  there.  As  a  recognized  software  leader,  we  also 
have  what  you  need  to  make  it  productive 
immediately. 

Operating  software,  of  course.  Burroughs  operating 
system  software  has  established  an  outstanding 
reputation  for  innovation  and  ease  of  use. 

Programming  aids.  Burroughs  has  developed  an 
extensive  range  of  advanced  programming  tools 
which  considerably  reduce  the  time  and  burden  of 
in-house  programming. 

And  Burroughs  ready-to-use  application  programs 
are  designed  to  handle  the  specific  accounting, 
administration  and  management  reporting  needs  of 
individual  types  of  business. 

Burroughs  application  programs  are  available  for 
most  major  lines  of  business.  Thoroughly  proven  in 
extensive  use,  these  application  packages  offer 
powerful  benefits  in  terms  of  economy  and 
productivity,  particularly  for  companies  which  do  not 
have  their  own  programming  staff. 


And  one  of  the  major  benefits  of  Burroughs 
software  is  the  ongoing  support  that  comes  with  it. 
Customer  training,  software  enhancements,  and 
worldwide  customer  support  centers  are  all 
part  of  the  extensive  day-by-day  service  available  to 
Burroughs  users. 

And  remember,  every  Burroughs  product  and 
system  is  designed  to  fulfill  the  need  that  counts  most 
in  your  business  —  increased  productivity.  Burroughs 
has  understood  this  for  over  90  years. 

That's  why  we  provide  total  capability  in 
information  management.  Computers,  word 
processing  systems,  facsimile  communications, 
system  software,  application  programs,  customer 
training,  maintenance,  plus  business  forms  and 
supplies.  We  call  it  Total  System  Support.  And  it's 
there  to  help  you  improve  your  productivity. 

For  additional  information,  call  your  local 
Burroughs  office  or  write  Burroughs  Corporation, 
Department  FRB-5,  Burroughs  Place,  Detroit, 
Michigan  48232. 
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js  Bearden. 


These  are  some  visual  tunes — sprightly  and  gay, 
slow  and  haunting— composed  and  played  in  shapes 
and  colors  by  one  of  America's  most  distinguished  living 
artists,  Romare  Bearden.  They  are  part  of  his  past  10 
years'  work,  gathered  from  private  collections  and 
leading  museums,  for  "Romare  Bearden:  1970-1980" 
opening  on  October  12th  at  the  Mint  Museum  in  the 
artist's  native  Charlotte,  North  Carolina. 

Like  the  jazz  musicians  of  the  '30s  who  were  his 
mentors,  Bearden  composes  by  improvisation,  making  it 
up  as  he  goes  along.  It  is  a  method  which  guarantees 
originality  and  requires  virtuosity.  Today,  at  the  height  of 
his  powers,  Bearden  plays  Bearden — dazzlingly  and 
delightfully.  And  the  result,  as  you  can  see,  is  a  harmony 
of  things  remembered  and  things  never  seen,  of 
Bearden's  personal  idiom  and  the  universal  language  that 
we  all  speak. 

That's  one  reason  we  sponsored  this  exhibition  and 
why  we  hope  you'll  see  it  at  one  of  the  times  and  places 
listed  below.  In  our  business,  as  in  yours,  we  need  to  be 
reminded  that  we  work  with  the  same  materials  that 
everyone  else  does— and  that  we  can  only  use  them 
better  through  individual  imagination,  individual 
creativity,  individual  innovativeness.  Sponsorship  of  art 
that  reminds  us  of  these  things  is  not  patronage.  It's  a 
business  and  human  necessity. 

If  your  company  would  like  to  know  more  about 
corporate  sponsorship  of  art,  write  George  Weissman, 
Chairman  of  the  Board,  Philip  Morris  Incorporated, 
100  Park  Avenue,  New  York,  N.Y  10017. 

Philip  Morris  Incorporated 

It  takes  art  to  make  a  company  great. 

Makers  of  Marlboro,  Benson  &  Hedges  100's,  Merit,  Parliament  Lights,  Virginia  Slims  and  Cambridge; 
■SsCOgv   Miller  High  Life  Beer,  Lite  Beer  and  Lowenbrau  Special  and  Dark  Special  Beer; 
l^jP*  7  UP  and  Diet  7  UP 

"Romare  Bearden:  1970-1980"  appears  at  the  Mint  Museum,  Charlotte,  NC  October  12, 1980  to 
January  4, 1981;  Mississippi  Museum  of  Art,  Jackson,  MS  January  30  to  March  29, 1981;  The 
Baltimore  Museum  of  Art,  Baltimore,  MD  April  28  to  June  14,  1981;  Virginia  Museum  of 
Fine  Arts,  Richmond,  VA  June  30  to  August  9,  1981.  This  exhibition  is  sponsored  by 
Philip  Morris  Incorporated  and  the  National  Endowment  for  the  Arts. 


(top  left)  SUNSET  LIMITED.  1978  Private  Collection  (bottom  left)  MAUDELL  SLEET'S  MAGIC  GARDEN. 

1978  Pnvate  Collection  (top  center)  MORNING  OE  THE  ROOSTER.  1980  Collection  Mr  James  F  Keenan 
(top  right)  FAREWELL  EUGENE.  1978  Collection  Mr  &  Mrs  Eugene  Gorman  (bottom  nght)  OUT  CtlORUS. 

1979  Collection  Dr  Akosua  Barthwell 


Prime  Computer,  Inc. 
and  Puerto  Rico* 
A  partnership  that  works. 


"Our  start-up  in  Puerto  Rico  beat  all  forecasts. 
And  we  were  profitable  very  quickly." 

Kenneth  G.  Fisher  President  and  CEO,  Prime  Computer  Inc. 


"Our  experience  in  Puerto 
Rico  has  been  very  favorable.  So 
much  so  that  we  can  do  much 
more  there  than  we  originally 
planned,  including  very  technical 
things.  And  that's  really  a  function 
of  the  quality  of  our  Puerto  Rican 
employees.  They  are  determined  to 
be  our  very  best  producer.  In  fact, 
they'd  bet  on  it. 

"Everything's  been  positive  in 
the  sense  of  the  people.  They're 
intelligent,  hard-working,  indus- 
trious, punctual.  They  have  a  great 
deal  of  pride  in  what  they're  doing. 
There's  no  quality  fall-off  in  Puerto 
Rico.  So  our  Puerto  Rico  plant  is 
one  of  the  lowest-cost,  most  efficient 
operations  in  our  whole  company. 

"In  just  one  year,  we've  made  a 
commitment  to  triple  the  work 
force.  We  have  a  number  of  new 

Approved  by  the  Electoral  Review  Board. 


and  demanding  projects  for  Puerto 
Rico.  They'll  take  them  in  stride. 
So  the  issue  really  is  getting  the 
extra  floor  space.  And  the  Puerto 
Rican  government  will  help  us  get 
that  — fast.  They  are  willing,  really 
willing  and  anxious  to  pitch  in. 

"Sure  you  get  the  tax  break. 
But  the  thing  a  CEO  really  wants  to 
know  is  did  he  get  the  deal  he  went 
for.  In  Puerto  Rico,  we  got  the  deal 
we  went  for— and  then  some. 
Because  we  got  productive  people'.' 


Compare  your  effective  tax  rate 
with  this  hypothetical  profit  model. 

Sales  $5,000,000 

Production  Worker  Payroll  500  000 

Profit  Before  Tax  500.000 
Eligible  Incentives 
A.  5%  Production  Worker 

Payroll  Deduction  $  25.000 
B  Income  Tax  and  Property 
Tax  Exemption  at  Partial  Rates 

Pre-Tax  Income  $  500,000 
Production  Worker 

Payroll  Deducnon  25.000 

Adjusted  Taxable  Income  $  475.000 
ANNUAL  INCOME  TAX 
CALCULATION  BY  PERIOD* 

Years  US 
90% 

10% 
$47,500 
$12,475 
2.50% 


Primes  Puerto  Rico  plant  handles  every  phase  of 
memory  board  production. 


16-20 

55% 

45% 
213,750 
76.163 
15.23% 

"Duration  (if  t.ix  exemption  depend.*,  upon  geographical  :one  in  which  the  firm  has 
been  established  In  addition,  note  that  the  U  S  Internal  Revenue  Code  Section 
u16  lets  you  bring  current  profits  home  without  US  taxes 

O  1980  Puerto  Rico  Economic  Development  Administration 


%  Tax  Exempt 

%  Taxable  Income 
Taxable  Income 
Calculated  Tax 
Effective  Tax  Rate 


6-10 

75% 

25% 
118.750 

36.438 
7.29% 


11-15 

65% 

35% 
166.250 

56,075 
11.22% 


Puerto  Rico,  U.S. A. 

The  ideal  second  home  for  American  business. 

For  more  information:  write  us  on  your  company  letterhead. 
Puerto  Rico  Industrial  Development,  Dept.  FB- 16  1290  Avenue  of  the  Americas,  New  York,  N.Y.  10102 .  Or  call  us  toll-free:  (800)  223-0699,  ext.  223. 


'eports  of  the  breeder  reactor's  death  were 
reatly  exaggerated.  Since  President  Carter 
anceled  it,  Clinch  River  has  grown  to  a  bil- 
on-dollar  industry. 

!  Stalemate  along 
Clinch  River 


By  Carol  E.  Curtis 

INCE  THE  NUCLEAR  ACCIDENT  at 

lb  Three  Mile  Island,  attention  has 
mW  focused  on  the  freeze  in  building 
nventional  nuclear  power  plants.  But 
>ng  the  banks  of  Tennessee's  Clinch 
per,  stakes  have  been  quietly  mount- 
•  g  in  another  critical  nuclear  standoff: 
!e  Clinch  River  breeder  reactor, 
lit  is  there  the  Department  of  Energy, 
1 3  utilities  and  149  private  companies 
E  pushing  ahead  with  the  breeder,  an 
jvanccd  type  of  nuclear  power  plant 
at  breeds  more  fuel  than  it  consumes. 
(Pushing  ahead?  In  April  1977  Presi- 
Int  Carter  called  for  cancellation  of  the 
inch  River  breeder,  on  the  grounds 
at  the  process  yields  plutonium,  an  es- 
ntial  ingredient  in  the  manufacture  of 
iclear  weapons.  He  feared  that  an  ac- 
/e  U.S.  breeder  program  would  set  an 


example  that  would  make  it  easier  for 
countries  without  nuclear  weapons  to 
develop  them. 

Carter  made  it  impossible  for  the  Nu- 
clear Regulatory  Commission  to  issue 
the  license  needed  to  begin  construction 
on  Clinch  River.  But  in  the  last  3  Vi  years 
Congress  continued  to  fund  the  breeder 
as  if  the  White  House  directive  had  never 
appeared.  Congress  has  appropriated 
$600  million  since  1977  so  that  work  on 
the  project  could  continue.  Almost  two- 
thirds  of  the  $932  million  spent  on  the 
project  to  date  has  been  approved  since 
President  Carter  declared  the  project  ter- 
minated. "The  nonproliferation  argu- 
ment did  not  sell  with  Congress,"  says  a 
congressional  source  who  is  also  a  nucle- 
ar expert.  "They  felt  the  breeder  was  an 
unlikely  export  item." 

For  all  the  money  spent,  the  site  for 
this  first  large-scale  U.S.  breeder  demon- 


stration— 1,364  acres  in  Oak  Ridge, 
Term. — remains  empty.  By  law,  no  con- 
struction can  begin  until  the  Nuclear 
Regulatory  Commission  gives  the  green 
light.  But  the  manufacture  of  major  com- 
ponents, design  work  and  related  re- 
search and  development  continue  apace. 

The  breeder  has  become  a  major  piece 
of  business.  Over  4,000  people  are  work- 
ing full  time  on  the  project  in  24  states. 
To  manufacture  the  hardware,  149  com- 
panies have  a  piece  of  the  action.  To  get 
around  the  lack  of  a  license  or  construc- 
tion permit  hardware  that  cannot  be  de- 
livered by  train  or  truck  is  barged  into 
warehouses  in  Memphis. 

"I  don't  see  anyone  sitting  around 
waiting,"  says  William  ].  Purcell,  the 
project  manager  for  Westinghouse,  the 
project's  primary  contractor.  Westing- 
house  has  a  bigger  stake  in  Clinch  Riv- 
er's completion  than  any  other  company, 
with  over  660  full-time  employees  work- 
ing on  the  project.  Westinghouse  has  so 
far  spent  $2.4  million  of  its  own  money 
on  the  Clinch  River  breeder,  and  $305 
million  in  government  funds. 

Burns  &  Roe,  the  architectural  and  en- 
gineering firm  for  Clinch  River,  is  in  the 
same  position.  When  Burns  &  Roe  won 
the  $55  million  government  award  in 
1972,  a  spokesman  said  the  company 
committed  over  400  of  "the  best  people 
in  the  company"  to  the  project.  Since 
then,  says  Ernest  B.  Tremmel,  special 
assistant  to  Burns  &  Roe's  president, 
"The  work  has  never  stopped." 

As  private  industry's  stake  has  grown, 
so  has  the  commitment  by  utilities.  The 
electricity  generated  by  the  375- 
megawatt  reactor  would  be  fed  into  the 
grid  of  the  Tennessee  Valley  Authority, 
providing  the  first  real  test  of  commer- 
cial power  from  a  U.S.  breeder.  Clinch 
River's  appeal  for  utilities  is  so  great  that 
753  utilities  have  agreed  to  pay  $257 
million  of  the  breeder's  cost  for  the  learn- 
ing experience.  It  is  the  largest  industry 
commitment  ever  made  to  a  single  re- 
search and  development  project. 

With  numbers  that  size,  utilities  are 
understandably  getting  impatient  about 
ending  the  standoff.  At  the  time  Presi- 
dent Carter  decided  against  granting 
Clinch  River  a  license,  utilities  were 
talking  of  a  completion  date  of  1985. 
Since  then,  the  date  has  been  pushed 
back  to  1988  to  allow  for  the  longer  con- 
struction time.  "When  you  lose  control 
over  planning,  it's  hard  to  continue  the 
momentum,"  says  William  F.  Rolf,  chief 
utility  spokesman  for  the  project. 

For  every  year  Clinch  River  is  set  back, 
the  project's  total  cost,  now  put  at  $2.88 
billion,  goes  up  by  at  least  10%,  or  $288 
million.  That  puts  the  cost  of  the  3!/2- 
year  stalemate  over  $600  million — a  hef- 
ty price  tag  for  procrastination. 

But  the  utilities  and  companies  are  by 
no  means  ready  to  give  up.  They  reason 
that  with  continued  strong  support  in 


'liam  Rolf,  the  utilities'  chief  spokesman  for  Clinch  River,  and  a  model  of  the  project 
<ledge  of  $237  million/or  the  promise  of  a  limitless  source  of fuel. 
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III. 


To  find  the  spectrum,  you 
need  the  prism. 

A  universal  bank,  such  as  Deutsche 
Bank,  acts  as  a  prism.  It  takes  in  the 
widely  varied  problems  of  a  multitude  of 
clients  and  carefully  breaks  each  one 
into  its  various  components  in  order  to 
find  the  most  efficient  solution. 

Deutsche  Bank  offers  the  full  range  of 
services  in  all  their  diverse  facets,  be  it  in 
the  field  of  foreign  exchange,  merger 
and  acquisition,  trade  financing,  port- 
folio management  or  in  any  other  finan- 
cial area. 

Come  to  Deutsche  Bank  when  you 
want  the  full  spectrum  of  banking 
services  focused  onyour  problem  or  call: 
New  York  (212)  940-8000 
Toronto  (416)865-0630 


Deutsche  Bank 


A  century  of  universal  banking 

Central  Office:  Frankfurt  am  Mam/ Dusseldorf  Branches:  Antwerp.  Asuncion,  Brussels, 
Buenos  Aires,  Hong  Kong,  London.  Madrid,  Milan.  New  York,  Pans.  Sao  Paulo.  Tokyo. 
Representative  Offices:  Beirut,  Bogota,  Cairo.  Caracas.  Istanbul.  Johannesburg.  Lagos. 
Mexico.  Moscow,  Nairobi,  Osaka,  Rio  de  Janeiro,  San  Jose,  Santiago.  Sydney.  Tehran, 
Tokyo.  Toronto;  Subsidiaries:  Hong  Kong.  London.  Luxembourg.  Singapore. 


Congress,  political  change  is  likely 
force  a  shift  in  the  breeder's  favor. 

Proponents  also  believe  that  sin 
Carter's  decision,  circumstances  ha 
weakened,  or  nullified,  the  Administ 
tion's  three  major  arguments  against  t 
breeder:  nonproliferation,  technical  c 
solescence  and  cost. 

Of  the  three  arguments,  the  most  cri 
cal  is  nonproliferation.  The  Administ 
tion  hoped  that  by  ending  Clinch  Rivei 
would  demonstrate  to  other  countr: 
that  the  U.S.  was  reconsidering  its  coi 
mitment  to  the  "plutonium  econom 
created  by  a  breeder  industry.  By  setti 
an  example,  it  reasoned,  other  natio 
would  follow  suit,  reducing  the  risk 
spreading  nuclear  weapons. 

That  has  not  happened.  The  66  cou 
tries  that  participated  in  the  Internatic 
al  Fuel  Cycle  Evaluation  (INFCE)  pi 
gram  have  since  indicated  their  intc 
tion  to  proceed  with  breeder  progran 
regardless  of  U.S.  policy. 

Some  former  Administration  officii 
concede  it  was  a  mistake  to  link  an 
Clinch  River  arguments  to  nonprolifei 
tion.  "The  rhetoric  .  .  .  hurts  us,"  sa 
lohn  Deutch,  former  undersecretary 
the  DOE  and  now  a  professor  at  Ml 
"Clinch  River  was  not  a  place  where 
was  necessary  to  use  that  argument." 

ore  recently,  the  Administrati' 
has  also  argued  that  the  Clin 
River  breeder  has  become  tec 
nically  outdated.  "The  design  is  bad,  t 
technology  is  obsolete,"  says  Thomas 
Cochran,  senior  staff  scientist  with  t 
Natural  Resources  Defense  Council  anc 
member  of  the  team  Carter  appointed 
study  the  breeder  in  1977.  Cochran  ai 
other  environmentalists  say  that  the  t 
sic  "loop"  design  is  inferior  to  a  "po< 
shaped  design,"  and  that  breeder  buildt 
have  failed  to  make  basic  changes. 

Congress  has  refused  to  buy  such 
tacks  on  the  technology.  "It  is  not  01 
dated  and  is  still  adequate  for  the  jot 
says  one  Senate  energy  committee  sta 
er  who  is  a  physicist. 

The  Clinch  River  contractors  also  s 
they  are  upgrading  the  design  to  ma 
sure  the  technology  is  current.  "I  doi 
see  anything  coming  down  the  pike  th 
will  make  this  obsolete,"  says  Dav 
Shoaf,  director  of  Advanced  Energy  Go 
ernment  Programs  for  Westinghou; 
Adds  Tremmel,  "We've  got  things 
there  that  Super-Phenix  [the  Frem 
breeder]  would  like  to  have." 

More  to  the  point,  perhaps,  is  an  arg 
ment  that  has  come  to  the  fore  duni 
this  year's  recession:  that  completion 
Clinch  River  would  carry  an  unaccep 
ably  high  cost.  A  presidential  aide  nc 
cites  "economic  risks"  as  the  greate 
single  reason  for  slowing  the  need  f 
breeder  technology.  Says  he:  "Tl 
chances  of  selling  the  breeder  becon 
more  distant  as  the  economics  of  nucle 
power  slow  down."  A  congression 
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>lf  (left)  and  William  Purcell,  Clinch  River  project  manager  for  Westinghouse,  with  fuel  cylinders 
•spite  a  Carter  veto,  the  work  goes  on. 


urce  dismisses  that  argument:  "The 
iministration  just  doesn't  want  to 
end  that  kind  of  money." 
But  ending  the  breeder  would  also  car- 
a  heavy  cost.  With  close  to  $1  billion 
ready  spent,  the  General  Accounting 
ffice  estimates  that  it  would  cost  as 
uch  as  $350  million  more  to  terminate 
ie  Clinch  River  project.  This  means 
at  even  if  it  is  halted  now,  nearly  half 
e  cost  of  completing  it  would  be  spent 
yway. 

As  the  debate  drags  on,  the  stakes 
f  up.  For  it  is  not  only  U.S.  allies 
bo  are  pushing  ahead  with  breeders 


as  a  replacement  for  costly  OPEC  oil. 
This  year  the  Russians  began  operating 
a  600-Mw  breeder,  the  fourth  to  start 
up  in  the  U.S.S.R.  The  French  are  scal- 
ing up  from  the  250-Mw  Phenix  to  the 
1,200-Mw  Super-Phenix,  scheduled  to 
be  completed  in  1983.  Other  countries 
with  advancing  breeder  programs  in- 
clude the  United  Kingdom,  West  Ger- 
many and  Japan. 

At  the  World  Energy  Conference  in 
Munich  last  month,  participants  agreed 
that  the  U.S.  is  out  of  step  with  the  rest 
of  the  world  in  development  of  nuclear 
energy.  Delegates  from  France,  the  U.K. 


and  other  countries  attacked  the  Carter 
Administration  for  holding  back 
progress  in  nuclear  power. 

Companies  and  utilities  working  on 
Clinch  River  point  out  that  the  conven- 
tional reactor  industry  has  been  virtually 
shut  down  since  the  Three  Mile  Island 
accident  last  year.  In  the  circumstances, 
they  say,  Clinch  River  is  a  base  to  keep 
American  industry  in  the  nuclear  busi- 
ness. Says  Tremmel  of  Bums  &  Roe: 
"Events  show  we  will  have  to  go  [to  the 
breeder].  Cancel  it,  and  you  squander  10 
to  20  years  of  development.  How  do  you 
put  a  dollar  value  on  that?"  ■ 


Never  underestimate  the  opposition 


If  the  U.S.  falls  behind  other  nations  in  building  breeder 
reactors,  you  can  thank  the  professional  antinukers. 

The  decision  to  license  the  breeder  reactor  would  have 
been  made  long  before  President  Carter's  1977  call  for 
j  cancellation  if  the  Natural  Resources  Defense  Council,  a 
Washington-based  pressure  group,  had  not  forced  the  old 
Atomic  Energy  Commission  (now  the  Nuclear  Regulatory 
I  Commission)  to  engage  in  years  of  legal  and  technical 
debate,  beginning  in  1971. 

That  was  the  year  the  NRDC  initiated  a  lawsuit  on  behalf 
of  the  Scientists  Institute  for  Public  Information  against  the 
AEC.  The  suit  charged  that  the  AEC  was  trying  to  get  the 
breeder  started  without  providing  an  environmental  impact 
statement  for  the  overall  system.  The  NRDC  won  the  suit 
on  appeal,  and  after  two  years,  the  Energy  Research  and 
Development  Administration  (now  part  of  the  Department 
of  Energy)  completed  the  environmental  impact  statement, 
and  licensing  hearings  began. 

During  the  license  application  process  in  1975-77,  the 
Nuclear  Regulatory  Commission  heard  anti-Clinch  River 
arguments  from  the  NRDC  pressure  group,  which  set  forth 
its  views  in  15  bound  volumes  and  directed  10,000  ques- 


tions to  the  NRC  and  the  license  applicants.  The  Carter 
Administration,  backed  by  the  traditional  arms  control 
community,  brought  the  process  to  a  halt  in  1977  when  it 
withdrew  ERDA's  license  application. 

Some  of  the  men  who  led  NRDC's  fight  have  since 
become  the  most  powerful  environmentalists  in  Washing- 
ton. Gus  Speth,  cofounder  of  the  NRDC,  was  appointed  by 
President  Carter  as  a  member  of  the  Council  on  Environ- 
mental Quality  in  1977.  In  1979,  he  became  chairman. 
Another  NRDC  ex-member,  Anthony  Roisman,  now  heads 
the  Justice  Department's  strike  force  against  alleged  chemi- 
cal polluters. 

The  current  antibreeder  crusader  at  NRDC  is  Thomas 
Cochran,  who  joined  the  group  in  1973  and  was  later 
appointed  by  President  Carter  to  his  breeder  study  team.  "If 
the  NRDC  lawsuit  never  came  up,  the  Clinch  River  breeder 
would  be  well  under  construction,"  Cochran  says.  "I  have 
absolutely  no  qualms  about  trying  to  kill  this  project,  given 
the  proliferation  concerns.  I  don't  read  the  comics  section 
on  Sunday — I  read  Breeder Briefs."  Meanwhile,  the  U.S.'  oil- 
import  bill  mounts  and  American  technology  continues  to 
lose  ground— Jonathan  Greenberg 
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Never  mind  feeling  smug  about 
the  liberalized  depreciation  allowances 
Congress  is  working  on.  They're  not  all 
that  liberal;  in  fact, 
they're  just  about  half  a  loaf 

Too  much 

ain't 
enough 


Taxflation 

In  times  of  double-digit  inflation,  taxes  on  corporate  profits  rise  to  punitive  levels. 
That's  the  conclusion  reached  in  a  1979  study  by  economists  Martin  Feldstein  and 
Lawrence  Summers.  Total  "real"  (inflation  adjusted)  corporate  income  in  1977,  for 
example,  was  $139  billion,  while  taxes  on  that  income — paid  by  corporations,  bond- 
holders and  other  creditors,  and  stockholders — was  $92  billion,  for  a  total  effective  tax 
rate  of  66%.  Because  of  inflation,  the  rate  is  up  sharply  from  the  mid-Sixties  despite  tax 
reductions,  accelerated  depreciation  and  the  investment  tax  credit. 

Percent 


100% 


on  capital  income 


40 
"30 
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Source:  National  Bureau  of  Economic  Research 


By  William  Baldwin 

The  good  news  is  that  the  tax  cij 
when  it  comes,  will  have  a  b 
chunk  set  aside  for  capital  form 
tion.  The  Senate  Finance  Committee  b 
endorsed  by  Ronald  Reagan,  the  "  1 0-5-^ 
depreciation  bill  that  has  a  majority 
House  and  Senate  members  as  cospo 
sors,  and  President  Carter's  new  revits 
ization  plan — each  promises  tax  redu 
tions  via  depreciation  and  investme 
tax  credits  that  would  reach  $18  billu 
to  $20  billion  by  1983. 

The  bad  news  is  that  none  of  the 
bills  would  do  what  should  be  doi: 
which  is  to  take  the  inflation  penalty  o 
of  the  tax  code's  treatment  of  inve; 
ment  income.  At  best,  says  Harva 
economist  Alan  J.  Auerbach,  they  wou 
shrink  the  inflation  penalty  to  appro: 
mately  what  it  would  be  if  inflation  we 
brought  down  to  6%  from  its  presc 
12%  rate. 

U.S.  corporate  profits  were  subject 
to  an  excess  tax  of  $32  billion  in  197 
according  to  an  analysis  by  Martin  Fel 
stein  and  Lawrence  Summers,  econ 
mists  at  the  National  Bureau  of  Econoi 
ic  Research.  That  excess  represents  t 
difference  between  what  corporator 
their  creditors  and  their  stockholde 
paid  out  in  income  taxes  on  gross  rctur 
from  capital,  and  what  they  would  ha 
paid  if  tax  laws  were  indexed  to  discou 
inflation's  effects.  If  the  figures  were  u 
dated,  estimates  Summers,  the  exce 
tax  last  year  would  have  come  in  at  cla 
to  $50  billion. 

Congress  isn't  about  to  enact  a  tax  c 
that  big.  Already,  the  deficit  for  fisc 
1981  (remember?  that  was  to  be  the  yc 
of  the  balanced  budget)  is  going  to  be  $. 
billion,  according  to  the  Carter  plan,  i 
eluding  $6  billion  in  initial-year  effects 
the  tax  cut.  Private  analysts,  such 
those  at  Data  Resources  Inc.  (DRI),  figu 
the  deficit  will  run  to  almost  half  again 
much.  So  business  will  feel  fortunate 
get  a  part-way  solution  to  taxflation. 
inflation  keeps  up  in  the  1980s,  sor 
future  Congress  will  have  to  add  anoth 
layer  of  complexity  to  the  tax  code  wi 
yet  another  depreciation  reform  I  the 
have  already  been  three  in  the  past  thr 
decades).  "When  the  tax  code  chanjj 
every  couple  of  years,  it  adds  a  great  de 
of  uncertainty  to  business  decisions 
says  Auerbach. 

The  tax  code  penalizes  investors  by  : 
failure  to  recognize  that  a  large  part  of 
investment  return  merely  makes  up  I 
the  dollar's  loss  of  purchasing  power.  T 
taxable  return  on  an  investment  will,  1 
instance,  be  artificially  boosted  if  depi 
ciation  deductions  are  based  on  ongir 
outlays  rather  than  today's  cost  of  reph 
ing  plant  and  equipment.  It  can, 
course,  be  argued  that  the  existing  pro' 
sions  for  accelerated  depreciation  are  i 
tended  to  make  up  for  the  historical-cc 
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[ENGELHARD] 

FINE  SILVER  BARS 


Available  in  \-oz.,  \0-oz.,  \00-oz.,and  l-K/7o  sizes  —  Only  through  independent  dealers 


Now  you  can  buy  quality 
silver  bars  manufactured  by 
Engelhard.  Every  Engelhard  silver 
bar  is  .999+  fine  silver  and  is 
embossed  with  its  individual 
serial  number  and  carries 
the  {engelhard)  mark 


You  can  buy  Engelhard's 
fine  silver  bullion  from 
independent  dealers,  but  you 
should  know  the  dealer  from 
whom  you  buy.  Call  Engelhard 
directly  at  (800)  526-7680  (in  New 
lersey,  (800)  272-1041)  for 


additional  information.  Now  you 
too,  can  own  Engelhard  silver 
bullion. 


ENGELHARD   INDUSTRIES  DIVISION 

ENGELHARD  MINERALS  ft  CHEMICALS  CORPORATION 
70    WOOD    AVENUE    SOUTH.    ISELIN.    N    J.  08S30 

An  equal  opportunity  employer 


What's  wrong  with  heavy  taxes 
on  investment?  Quite  apart 
from  the  issue  of  fairness, 
there  is  an  unfortunate  side  ef- 
fect: a  cycle  of  inflation  and 
sluggish  productivity.  Thanks 
in  part  to  low  rates  of  savings 
and  investment,  the  growth  of 
productivity  in  the  V.S.  slowed 
to  an  average  of  only  1.2%  a 
year  in  the  1970s,  down  from 
2.5%  in  the  1960s. 


problem.  But  they  were  first  put  in  the 
tax  code  in  1954,  when  inflation  was 
near  zero.  President  Eisenhower's  budget 
message  that  year  mentioned  that  wear 
and  tear  on  new  property  often  exceeds 
straight-line  depreciation  in  a  facility's 
early  years. 

Another  factor  contributing  to  high 
apparent  returns  is  inventory  account- 
ing. If  a  widget  is  made  in  January  for 
$100,  and  sold  in  December  after  a  year 
of  10%  inflation  for  $1 10,  there  is  no  true 
economic  gain,  but  the  IRS  nevertheless 
taxes  the  $10  as  a  profit.  Shifting  to  last- 
in-first-out  accounting,  which  many  cor- 
porations have  done  in  recent  years  to 
keep  from  paying  taxes  on  what  are  pure 
inventory  profits,  mitigates  the  problem 
but  doesn't  eliminate  it.  Corporations 
will  pay  income  tax  on  about  $38  billion 
of  phantom  inventory  profits  this  year, 
says  a  DRI  estimate. 

What's  wrong  with  heavy  taxes  on  in- 
vestment? Quite  apart  from  the  issue  of 
fairness,  there  is  an  unfortunate  econom- 
ic side  effect:  a  cycle  of  inflation  and 
sluggish  productivity.  Thanks,  in  part,  to 
low  rates  of  savings  and  investment,  the 
growth  of  productivity  in  the  U.S.  has 
slowed  to  an  average  of  only  1.2%  a  year 
in  the  1970s,  down  from  2.5%  in  the 
1960s.  Workers,  meanwhile,  demand 
raises  that  can't  be  paid  out  of  increased 
production.  "If  output  growth  slows 
down,  and  if  the  rate  of  increase  of 
claims  on  output  is  based  on  past  rates  of 
growth,"  notes  a  DRI  study,  "then  infla- 
tion must  result." 

One  consequence  of  inflation,  in 
turn,  is  that  investment — after 
taxes — becomes  less  profitable 
(see  chart,  p.  110).  Low  rates  of  invest- 
ment then  complete  the  vicious  cycle. 
"We  would  be  investing  a  lot  more  than 
we  are  right  now  if  we  had  a  more  genial 
tax  environment,"  says  Norman  B.  Ture, 
a  private  economist  in  Washington.  An- 
other consequence  is  that  business  man- 
agers are  more  interested  in  quick  re- 
turns than  in  long-term  ventures. 

Inflation,  of  course,  hits  the  wage- 
earner  too,  via  the  familiar  "bracket 
creep"  phenomenon.  With  a  progressive 
rate  scale,  inflation  causes  tax  payments 
to  rise  faster  than  wages.  It's  familiar 
because  almost  every  taxpayer  is  affected 
by  it.  But  the  effect  of  inflation  on  capital 
income,  while  less  well  understood,  is  far 
more  severe. 

Consider,  for  example,  a  married  tax- 
payer with  a  $40,000  salary  and  deduc- 
tions that  put  the  top  slice  of  his  income 
in  the  32%  bracket.  Inflation  is  10%,  so 
suppose  he  gets  a  raise  to  $44,000.  His 
"real"  income  isn't  any  higher,  but  his 
top  bracket  is  now  37%.  But  that's  noth- 
ing compared  with  what  happens  to  an 
investor.  Explains  Summers:  "Suppose 
the  same  individual  holds  a  certificate  of 
deposit  which  was  paying  3%  in  the 
absence  of  inflation,  for  a  real  return  of 


3%.  After  taxes,  it's  a  return  of  ab 
2%.  Now  inflation  goes  to  10%.  If  I 
lucky,  the  interest  rate  on  the  CD  goe 
13%,  so  that  the  real  return,  before  taj 
is  still  3%.  But  the  whole  13%  is  ta> 
After  both  inflation  and  taxes,  his  ret 
is  negative.  The  effective  tax  rate  on 
real  return  has  gone  to  about  160c 
Small  wonder  that  investors  are  m 
interested  in  uneconomic  tax  shell 
than  in  iob-creating  enterprises,  and  t 
other  Americans  would  rather  consu 
than  invest. 

The  link  between  investment  . 
economic  health  has  becom 
popular  theme  in  Washingl 
Testimony  to  that  is  a  Democratic  Pr 
dent,  in  an  election  year,  backing  a 
reduction  with  a  corporate  slant  M 
than  half  of  the  cuts  that  Jimmy  Ca: 
proposed  in  August  would  go  to  busir 
initially,  and  by  1985  businesses  wa 
be  getting  two-thirds  of  $55  billion 
cuts,  including  $22  billion  via  faster 
preciation.  "We  have  neglected  the  is 
of  capital  formation  for  too  long,"  s 
Representative  James  R.  Jones  (D-Oki 
a  prime  mover  behind  the  10-5-3  prop 
al  that  would  allow  buildings  to  be  v* 
ten  off  in  ten  years  and  equipment 
three  or  five. 

The  10-5-3  plan,  more  complex  tl 
Carter's  because  of  a  five-year  phas* 
aimed  at  keeping  the  initial  cost  do' 
would  ultimately  offer  more-generoust 
preciation  deductions  and  investm 
tax  credits,  at  a  cost  that  would  rise 
$48  billion  in  fiscal  1985.  The  Sen 
Finance  Committee  bill  is  weightec 
individual  rate  reductions,  but  $20 
lion  of  its  $76  billion  cost  in  1985  wa 
be  for  depreciation  and  investment 
credit  revisions. 

"The  likely  scenario  is  that  we  1 
have  a  tax  package  no  matter  who  w 
the  election  and  that  depreciation  wiL 
a  part  of  it,"  says  William  C.  Penick,  v 
follows  tax  legislation  for  Arthur  Anc 
sen  &  Co.  The  benefits  of  more  reali: 
depreciation  schedules  will  also  be 
indirectly  by  individuals,  who  will  hai 
greater  incentive  to  forego  current  c 
sumption  in  favor  of  saving.  Says  eco 
mist  Ture:  "The  cheaper  the  cost 
buying  future  income,  the  more  of  it  I 
want  to  have.  If  we  do  something  like 
5-3  or  the  Senate  Finance  version, 
will  be  reducing  the  cost  of  acquir 
future  income." 

But  saving  for  the  future  will  still  be 
expensive  proposition  in  a  world  of  v 
digit  inflation.  In  1974,  when  inflat 
raged  at  the  now  seemingly  tame  leve 
12.2%,  the  effective  tax  rate  on  col 
rate  profits  came  close  to  100%,  accc 
ing  to  the  Feldstein-Summers  calci 
tions.  When  the  tax  bill  is  finally 
acted,  the  antibusiness  crowd  will  att. 
its  depreciation  rules  as  a  giveaway.  I 
problem  is  that  it  won't  be  giving  av 
enough.  ■ 
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WHEN  A  RUNNING  SHOE  COMPANY  SPRINTED  AHEAD, 
FIRST  OF  BOSTON'S  FINANCING  KEPT  PACE. 


New  Balance  Athletic  Shoes  were  good.  Then  they  made 
them  even  better.  With  their  improved  running  shoe  New 
Balance  moved  ahead.  The  time  was  perfect  for  expansion. 
But  when  they  decided  to  enter  the  European  market, 
they  needed  an  international  bank.  That's  when  they 
teamed  up  with  First  of  Boston. 

To  assist  New  Balance's  overall  growth  we 
arranged  seasonal  credit.  We  also  provided  addi- 
tional support  with  term  financing  for  the  pur- 
chase of  equipment.  Then,  working  through 
our  London  office,  we  got  their  new  Tralee, 
reland  manufacturing  facility  off  and  run- 
ning. New  Balance's  forward  progress 
accelerated  worldwide. 

The  day  came  when  even  more 
leveraging  of  the  company's  financial 
base  was  in  order.  So  rapid  was  New 
Balance's  growth,  seasonal  financ- 
ing was  no  longer  appropriate.  First 
of  Boston  recommended  accounts 
receivable  financing.  Receivables 
were  now  put  to  work  around  the 
calendar.  New  Balance  was  given 
an  alternative  to  raising  addi- 
tional equity  funds.  And  a  sec- 
ond wind. 

New  Balance  is  now  a  win- 
hen  First  of  Boston  helped  them 
pin  by  offering  the  correct 
ancing  at  the  right  time.  That's 
at  we  did  for  them.  Now,  what 
we  do  for  you? 


FIRSTof 
BOSTON  ^ 

THE  FIRST  NATIONAL  BANK  OF  BOSTON 


WE'VE  DONE  IT.  WE  CAN  DO  IT  FOR  YOU, 


Another  Tenneco  Venture: 


TENNECO 


Sabine  Pass  Block  13. 

We  put  $93.9  million  on  Number  13 . . . 
and  it's  a  winner  for  us  and  the  nation. 


Late  in  1978  Tenneco  made  the  highest 
winning  bid  in  its  history — $93.9  million — for 
the  rights  to  drill  on  Sabine  Pass  Block  No.  13, 
a  federal  tract  in  the  Gulf  of  Mexico.  We  later 
sold  a  40  percent  interest  in  the  block  to  reduce 
our  risk. 

In  1979  we  moved  a  mobile  rig  onto  the 
site  and  drilled  a  wildcat  well  to  a  depth  of  more 
than  two  miles.  This  exploratory  well  discov- 
ered oil  and  natural  gas  at  several  depths.  So 
it's  a  winner  for  us  and  the  nation  in  our  search 
for  energy  that  can  reduce  our  dependence  on 
foreign  oil. 

Development  drilling  is  under  way  from  a 
permanent  platform  and  we  will  soon  lay  an 
undersea  pipeline  to  shore.  Before  this  work  is 
finished,  many  more  millions  will  be  invested. 
We  expect  Block  13  to  begin  producing  sub- 
stantial quantities  of  oil  and  natural  gas  in  1982 
and  to  continue  producing  energy  through  the 
1990's. 

Sabine  Pass  13  is  typical  of  Tenneco's 
commitment  to  developing  new  domestic 
energy  supplies,  which  has  been  our  dominant 
corporate  strategy  since  the  oil  embargo  of 
1973.  Since  then,  our  annual  investment  in 
energy  projects,  mainly  in  the  United  States, 
has  increased  fivefold.  This  year  we  will  spend 
over  one  billion  dollars  for  energy  develop- 
ment, or  more  than  double  the  profits  of  the 
entire  corporation  last  year. 

And  it's  paying  off.  We're  drilling  more 


wells — and  more  successful  wells — than 
ever  before.  Since  1973  we've  succeeded 
in  increasing  oil  and  natural  gas  production 
even  though  national  production  has  declined 
Tenneco  has  been  particularly  active  in  the 
Gulf  of  Mexico,  where  we  are  the  second  lead- 
ing producer  of  natural  gas.  In  fact,  the  Com- 
pany now  holds  drilling  rights  on  1 18  federal 
tracts  in  the  Gulf. 

We  are  also  drilling  in  the  Baltimore 
Canyon  off  New  Jersey,  where  we've  dis- 
covered oil  and  natural  gas,  and  hold  interests 
in  15  tracts  in  the  Georges  Bank  area  off 
New  England  and  three  in  the  Beaufort 
Sea  off  Alaska. 

Onshore,  we  hold  over  six  million  acres 
of  mineral  leases  and  fee  lands  in  promising 
areas  of  the  United  States. 

Tenneco  is  also  active  in  developing  non- 
conventional  energy  sources  such  as  natural 
gas  from  coal  and  oil  from  shale. 

Although  energy  contributes  more  than 
two-thirds  of  Tenneco's  income,  we  continue 
to  provide  other  basic  needs,  like  food,  farm 
and  construction  equipment,  chemicals, 
ships,  automotive  components,  packaging, 
and  insurance. 

That's  Tenneco  today:  growing  in  energy 
. . .  and  more. 

For  more  information  about  Tenneco,  write  to 

Dept.  F-4  ,  Tenneco  Inc.,  P.O.  Box  251 1,  Houston,  TX  77001. 


TENNECO  OIL  O  TENNESSEE  GAS  TRANSMISSION  O  Jl  CASE  O  TENNECO  AUTOMOTIVE  O 
TENNECO  CHEMICALS  O  NEWPORT  NEWS  SHIPBUILDING  O  PACKAGING  CORP  OF  AMERICA  C33  TENNECO  WEST 


Are  some  segments  of  the  bullish  stock  market 
beginning  to  lose  touch  with  reality? 


What  price 
glamour? 


The  Streetwalker 


The  stock  is  up  50%  in  the  last  two 
months  and  over  the  last  12 
months  has  more  than  doubled. 
Not  an  unusual  story  in  this  market,  but 
in  this  case  seemingly  justified.  Earnings 
rose  35%  in  the  second  quarter  of  this 
year  and  over  the  last  five  years  have 
been  growing  at  an  average  of  23%  a 
year.  The  return  on  equity  is  better  than 
18%.  It  all  sounds  very  high  tech,  to  use 
Wall  Street's  latest  buzzword — data  re- 
tention systems,  maybe,  or  multiplexers. 

Nope.  Not  high  tech.  The  product  line 
could  not  be  more  prosaic.  Hard  hats  and 
safety  goggles,  protective  masks,  decon- 
tamination kits  and  methane  detectors. 
The  stock  is  Mine  Safety  Appliances  Co., 
which  for  years  has  been  bumping  along 
in  the  relatively  unplumbed  reaches  of 
the  over-the-counter  market  at  a  modest 
5-to-8-times  earnings. 

Now,  suddenly,  the  stock  is  at  15 
times  earnings.  What's  going  on  here? 
Why  has  The  Street  in  the  last  couple  of 
months  pushed  Mine  Safety  from  47 
right  back  up  to  75 — close  to  the  price  at 
which  it  was  split  2-for-l  in  April  1977 
and  2-for-l  again  in  May  of  this  year? 

"The  stock  has  been  discovered," 
chuckles  Ralph  L.  Wanger  Jr.,  president 
of  the  Chicago-based  Acorn  Fund. 
Wanger  can  afford  to  chuckle.  Acorn 
owns  64,000  shares  of  Mine  Safety  and 
has  been  in  the  stock  since  1972.  Acorn's 
average  cost:  about  $1 1  a  share. 

All  told,  institutional  investors  have 
tucked  away  about  18.6%  of  outstand- 
ing. Management  and  other  insiders  con- 
trol about  46%  of  the  company.  On  pa- 
per, that  leaves  a  comparatively  small 
float  of  no  more  than  1 .3  million  shares 
available  for  public  trading.  The  actual 
float  is  probably  a  lot  smaller. 

That  makes  for  volatility.  As  Paul 
Lacy,  a  trader  for  Drexel  Burnham  Lam- 
bert, notes,  "The  slightest  aggressive 
buying  moves  the  stock  in  spurts.  It 


could  run  five  points  in  one  day."  Be- 
tween early  July  and  mid-September,  for 
example,  Mine  Safety  picked  up  almost 
30  points  on  total  volume  of  less  than 
40,000  shares — a  tenth  of  what  a  truly 
liquid  stock  like  IBM  does  in  a  single  day. 
The  tight  supply  helps  to  explain  why  it 
costs  such  a  handsome  premium  to  dis- 
cover Mine  Safety. 

What's  to  discover?  Jim  Benson,  of 
Burns  Pauli,  explains:  "A  play  toward  the 
coal  mining  industry." 

Coal  was  king  when  MSA  opened  for 
business  in  Pittsburgh  a  little  over  60 
year  ago,  but  the  company's  product 
line — thanks  largely  to  the  advent  of  the 
Occupational  Safety  &  Health  Act — is 
now  in  brisk  demand  in  almost  every 
major  industry. 

MSA's  single-minded,  conservative 
management  has  missed  few  bets  in  cap- 
italizing on  that  Congress-sent  bonanza. 
Over  the  last  five  years,  the  company  has 
never  paid  out  more  than  9%  of  earnings 
in  dividends.  The  heavy  cash  plowback, 
reinforced  by  a  discreet  amount  of  lever- 
age (debt  amounts  to  18.6%  of  total  cap- 
ital), has  made  Mine  Safety  an  extremely 
efficient  producer.  The  plowback  has 
also  helped  the  company  penetrate  the 
high-potential  foreign  markets  that  ac- 
counted for  42%  of  the  $270  million 
MSA  grossed  last  year. 

None  of  that  money  was  harvested  in  a 
vacuum.  MSA  has  competition  to  fight 
right  across  the  board,  some  of  it  the 
divisions  of  bigger  companies.  Mine 
Safety  does  have  an  edge,  though,  in  the 
shape  of  a  broad  product  line  that  em- 
braces some  4,500  different  items.  Ac- 
cording to  Ralph  Wanger,  none  of  the 
competition  musters  quite  the  same 
kind  of  depth  as  MSA.  "As  the  biggest 
distributor  of  safety  equipment,"  says 
Wanger,  "it  gets  more  of  the  order." 

The  marketing  edge — coupled  with 
the  dynamics  of  OSHA — shows  in  the 
beguiling  statistics  that  are  at  the  root  of 
The  Street's  reassessment  of  Mine  Safety 
as  something  more  than  just  one  more 


clunky  shaper  of  metal  and  plastics, 
ten  to  Walter  Morris,  an  analyst  for  I 
ert  Baird  &  Co.  of  Milwaukee,  Wis.: 
this  kind  of  market  with  this  kin< 
record  I  could  see  15  times  earning 
better."  He  adds  that  this  should 
"somewhere  in  the  $80-  to  $100-r£ 
over  the  next  12  months." 

Assessments  like  that  seem  ov 
bullish  to  Ralph  Wanger,  who  has  b 
following  Mine  Safety  ever  since 
mid-Fifties  when  he  was  "in  the  A 
Chemical  Corps  and  used  to  buy 
masks"  from  the  company.  Wanger '< 
vestment  philosophy  is  undiluted 
Graham — all  basic  values  and  low  mi 
pies.  "At  these  levels,  I  think  the  stoc 
high,"  he  says. 

The  big  question  is  how  much  o: 
impact,  if  any,  the  recession  has  hac 
MSA's  profits  in  the  current  half.  C 
steel,  automobiles  and  construction- 
major  customers— have  been  havir 
rough  time  of  it.  And  Mine  Safety's  p 
its  tend  to  be  difficult  to  project  in 
event,  because  of  the  unpredictabilit 
currency  exchange  gains  or  losses, 
eign  business  generated  41%  of  ope 
ing  profit  last  year  when  the  comp 
earned  $4.47  a  share. 

Those  uncertainties  probably  acco 
for  the  wide  spread  in  The  Street's  e; 
ings  estimates  for  this  year.  Jack  Ka 
for  example,  an  analyst  with  Wheat  F 
Securities  in  Richmond,  Va.,  thi 
MSA  will  do  no  better  than  $4.5C 
$4.75  a  share.  Walter  Morris,  on  the  c 
er  hand,  is  looking  for  "well  over  $ 
share  this  year,  and  over  $6  a  share  r 
year." 

Maybe.  The  more  conservative 
proach  is  to  view  the  recession  as  a 
of  how  deep  MSA's  growth  credent 
run.  "If  they  don't  have  any  impac 
the  second  half  of  this  year  from 
recession,"  notes  Jack  Kawa,  "I'd 
they're  a  real  surefire  no-miss  compar 

A  look  at  the  past  never  hurts  an 
sessment.  For  a  brief  period  in  the  fl; 
ing  nonsense  of  the  late  Fifties,  MSA. 
regarded  as  a  "surefire,  no-miss"  bet. 
Deakins,  a  trader  with  A.E.  Master 
Co.  in  Pittsburgh,  recalls  that  MS/1 
one  point  whooshed  from  $50  to  $3C 
share  on  word  that  a  subsidiary  "' 
making  exotic  fuel  out  there  and  t 
were  using  it  as  a  propellant  for  rocket 

That  was  during  the  Great  Bo 
Craze.  It  took  a  while  for  stunned  ci 
shooters  to  realize  that  the  propell 
behind  MSA  was  mainly  speculative 
air.  But  by  then,  recalls  Deakins,  " 
stock  was  so  thin  that  it  fell  all  the  \ 
back  down  to  the  30  level  again." 
which  we  will  only  add  this  simple  bi 
arithmetic:  At  15  times  earnings,  M 
Safety  has  an  earnings  yield  a  bit  c 
6%,  a  cash  yield  of  less  than  1%.  H 
much  higher  can  it  continue  to  go  £ 
time  when  federally  guaranteed  bo 
yield  12%  in  hard  cash?— Richard  Pham 
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'The  President  was  unable  to  make  it  here  today,  but  he  sent  his 
GE  Silver  Signature  recorder  to  speak  for  him." 


GE  Introduces 
The  Silver  Signature 
Collection 

Three  classy  new  GE  cassette  recorders,  de- 
signed to  look  just  as  terrific  on  the  outside  as  they 
work  on  the  inside. 

There's  our  new  Ultra-slim  Recorder  in  either 
the  horizontal  or  vertical  format.  Both  are  as  slim 
and  elegant  as  your  stock  portfolio,  so  they'll  take 
up  no  more  room  at  all  in  the  glove  compartment  of 
your  Asti  Spumante. 

Both  have  buiit-in  condenser  mikes  and  auto- 
matic level  controls,  to  capture  every  whisper  of  the 
Countess's  breathless  proposal.  And  digital  tape 
counters  to  make  it  easy  to  find  your  brilliant  dis- 
proof of  Kislov's  Second  Theorem. 

And  if  you  need  something  even  smaller,  there's 
our  new  two-speed  Micro  Recorder.  It  travels  in 
your  pocket,  so  it's  always  ready  to  let  you  practice 
your  Sanskrit  or  dictate  an  errant  brother-in-law 


out  of  your  will.  And  it  runs  on  AC  or  batteries  (re- 
charge pack  optional). 

The  GE  Silver  Signature  Collection.  Whichever 
model  you  choose  you'll  be  getting  top-notch  per- 
formance in  a  package  so  small  and  classy-looking, 
you're  liable  to  be  called  in  for  a  tax  audit. 

For  additional  information,  write  General  Electric  Co.,  E.P.  Bldg.  5,  Rm.  139, 
Syracuse,  NY  13221. 


Models  shown  left  to  right:  Ultra-slim  3-5360,  Micro  3-5340,  Ultra-slim  3-5361 


We  bring  good  things  to  life. 
GENERAL  #)  ELECTRIC 


Imagine  an  engine 
as  powerful  as  eight  cylinders 
but  as  thrifty  as  six* 


We  did 

lien  we  helped  the  auto  makers 

achieve  it 


:  Garrett  engineer  proudly 
d  the  hood,  and  pointed  to 
I  sngine.  It  was  a  six-cylinder. 
!  exactly  the  kind  of  fire- 

I  ks  that  inspires  legends, 

i  ?pt  that  this  one  was  fitted 

I I  a  Garrett  turbocharger 

|  performance  rides  again, 
because  General  Motors, 
pi,  Saab,  Mercedes  Benz, 
|;?eot,  Renault,  International- 
tester,  and  Datsun  turned 
tmost  remarkable  source, 
i  Garrett  Corporation. 
Ve  earned  our  wings  in  aero- 
i  e,  then  built  ourselves  into 
Industrial  giant  with  a  technol- 
base  just  shy  of  awesome, 
what's  most  important  is 
'  we  apply  that  technology. 
ht  Garrett,  we've  always 
•;ved  that  application  is 
|us.  So,  long  ago,  we  orga- 
:  i  ourselves  on  one  principle: 
aaximize  the  creative 
lis  of  our  engineers.  We  put 
1  in  teams. They  never 
t  alone  on  one  isolated  part 


of  a  problem  like  the  three 
blind  men  trying  to  describe 
what  an  elephant  looks  like. 
They're  responsible  for  entire 
projects,  not  just  slight  modi- 
fications. Time  and  again,  the 
result  has  been  some  of  the 
most  impressive  solutions  to 
the  problems  of  today.  It's 
catapulted  us  into  a  position  of 
leadership  in  the  development 
of  energy  efficient  engines  and 
systems.  In  all  sorts  of  areas. 

For  industries  requiring 
on-site  generation  of  electricity, 
Garrett  is  replacing-traditional 
diesel  power  with  a  new  gener- 
ation of  fuel- efficient  small  gas 
turbines  that  are  lighter, 
smaller,  and  last  longer  than 
diesels  of  comparable  size. 
And  to  our  way  of  thinking, 
longer  lasting  is  more  efficient. 

We've  also  found  a  way 
to  make  our  advanced  gas 
turbines  work  even  harder. 
Through  cogeneration  systems, 
our  gas  turbines  drive  gener- 
ators to  produce  electricity, 
while  simultaneously  using  the 


turbine  exhaust  to  produce 
steam,  hot  water,  or  hot  air. 

You'll  find  us  in  everything 
from  automobiles  to  agricul- 
ture, office  buildings  to 
refineries.  Everywhere  doing 
much  the  same  thing:  making 
engines  and  systems  work 
harder.  But  the  real  frontier 
for  us  is  you. 

If  you're  not  sure  how  we 
can  help  you,  we  suggest 
you  first  take  a  look  at  your 
energy  bills,  or  your  EPA 
requirements,  or  whatever  else 
you're  working  against. Then 
write  us  for  more  information. 
Just  take  the  time  you'd  nor- 
mally spend  at  the  gas  pump 
and  send  a  letter  off  to 
our  President,  Jack  Teske. 
You  can  reach  him  at  The 
Garrett  Corporation, 
Dept.  1,  P.O.  Box  92248, 
Los  Angeles,  California  90009. 


carreti  The  Garrett  Corporation 

V.   -^k.    J  One  of  The  Signal  Companies 


Garrett 

The  aerospace  company  with  its  feet  on  the  ground. 


Integrating  forward  and  backward,  turning  black  money  into  greet 
organized  crime  subverts  the  American  free  enterprise  system  am 
muscles  in  on  an  increasing  share  of  it. 


By  James  Cook 

Like  any  other  business  organiza- 
tion that  is  generating  more  cash 
flow  than  can  be  spent  or  reinvest- 
ed in  its  basic  business,  organized  crime 
has  been  diversifying.  Some  of  the  mon- 
ey is  going  back  into  criminal  activities 
but  an  increasing  amount  is  being  put 
into  legitimate  business.  The  money 
flows  where  the  investment  is  easiest, 
where  the  growth  is,  where  everyone 
else's  money  is  going.  Last  year  it  was 
dinner  theaters.  This  year  it's  theme 
amusement  parks. 

So  the  money  moves  restlessly,  as  it 
does  in  legitimate  business,  integrating 
forward  and  backward — into  bars,  into 
food  service,  into  vending  machines, 
into  linen  supply.  It  flows  from  casinos 
into  travel  agencies,  tour  management 
and  transportation.  It  flows  from  prosti- 
tution into  pornography — into  massage 
parlors,  adult  bookshops  and  X-rated 
movies.  From  narcotics  into  banks,  sav- 
ings and  loans,  brokerage  houses.  From 
loansharking  into  almost  any  failed  busi- 
ness under  the  sun.  It  flows  into  things 
the  mob  is  good  at — like  cigarette  boot- 
legging; into  things  that  it's  not — like 
securities  management. 

Organized  crime  often  seems  like  a 
cult  of  violence.  But  it  isn't.  Its  practi- 
tioners aren't  there  because  they  like  to 
ride  around  in  cars  and  practice  their 
marksmanship  or  beat  up  on  people  half 
their  size.  They're  in  it  to  make  money, 
just  as  any  legitimate  businessman  is, 
only  they  don't  have  to  worry  about 
whether  their  operation  is  legal  or  not. 
Violence  or  the  threat  of  violence  may  be 
the  principal  difference  between  legiti- 
mate and  illegitimate  business,  but  it's 
only  a  means  to  an  end,  a  management 
tool,  like  inventory  controls,  discounted 
cash  flow  calculations  or  advertising. 
The  name  of  the  game  is  money. 

"Leonardo's  is  losing  money,  because 
nobody  cares  about  management.  You 
want  to  get  sick?  Just  take  a  look  at  those 


The 
Invisible 
Enterprise 


Part  2 

Money  makes 
the  mob  go  round 

payroll  sheets  from  last  year." 

That's  not  just  any  businessman  talk- 
ing. That's  John  Balistrieri,  son  of  Mil- 
waukee's Mafia  leader,  in  a  conversation 
picked  up  by  the  FBI,  worrying  about  one 
of  the  family  businesses. 

In  moving  into  legitimate  business,  or- 
ganized crime  has  certain  advantages 
over  the  competition.  The  legitimate 
businessman  normally  can't  try  for  mo- 
nopoly, much  less  achieve  it.  But  orga- 
nized crime  can  and  does.  Mob  monopo- 
lists deny  that  customers  ought  to  have 
the  right  to  change  suppliers,  to  bargain 
on  prices,  to  choose  their  own  product. 

Let  a  new  garbage  collector,  vend- 
ing-machine salesman  or  linen 
supplier  try  to  move  in  on  estab- 
lished territory,  and  the  outfit  will  mus- 
cle him  out  or  sometimes,  if  there's  any- 
thing questionable  about  him,  report 
him  to  the  cops.  That's  what  police  pro- 
tection is  for.  In  Milwaukee,  the  Balis- 
trieris  are  already  the  biggest  factor  in  the 
vending-machine  business,  but  they've 
apparently  decided  to  go  for  a  total  mo- 
nopoly. In  the  last  few  years,  according  to 
FBI  affidavits  filed  in  court,  they've  taken 
over  Pitch's  D-Lish-Us  Distributors, 
Midwest  Vendors  and  most  of  Leo  Din- 
on's  Dino  Distributors.  Last  fall  they  took 


over  W-Z  Novelty,  and  now  they're  e 
ing  Falls  Food  &  Vending. 

"The  strategy  of  organized  crim> 
says  expert  Philip  Manuel,  "is  to  atten 
to  establish  a  coercive  monopoly,  and 
implement  that  strategy  through  v 
other  strategic  crimes:  corruption  of  pi 
lie  and  private  officials,  and  terronsn 
in  order  to  enforce  discipline." 

That  was  probably  Capone's  great  cc 
tribution  to  the  development  of  or) 
nized  crime — the  creation  of  such  a  co 
cive  monopoly  in  liquor  distribution 
monopoly  achieved  not  with  price  ci 
and  rebates  but  with  fear.  Capone  di\ 
ed  Chicago's  liquor  market  into  mayb 
half-dozen  territories,  each  ruled  b) 
single  gang,  worked  out  profit-shar 
arrangements  with  them  and  set  pri 
at  the  level  the  traffic  would  bear.  1 
gang  wars,  then  as  now,  in  liquor  as- 
narcotics,  developed  as  one  gang  mo> 
in  on  another's  territory.  Spike  O'DJ 
nell  once  moved  in  on  Capone's  territi 
with  beer  selling  for  $10  less  a  barrel,  1 
instead  of  meeting  his  prices,  Capd 
responded  with  gunfire,  took  back 
market  and  raised  prices  again. 

The  game  continues.  In  the  garmi) 
industry  in  New  York,  where  the  rr 
handles  much  of  the  trucking,  manuf 
turers  and  truckers  are  what  people 
the  business  call  "married":  "When  \ 
pick  a  trucker  you're  married  to  him  e 
after.  You  probably  pay  a  third  more  tr 
you  would  otherwise.  You  use  the  ( 
you  got  or  you  do  without." 

The  same  holds  true  for  the  priv 
cartage  business.  A  few  years  ago,  wr 
one  New  York  businessman  canceled 
contract  and  started  hauling  his  wa 
away  himself,  he  found  his  garbage 
turned  the  next  morning  with  a  n 
saying  his  business  would  be  blown  u 
he  didn't  renew.  By  a  process  nobody 
law  enforcement  seems  really  to  unc 
stand,  the  city's  600  privately  owned  £ 
bage  disposal  companies  have  seemin 
carved  up  the  market  between  them, 
had  it  carved  up  for  them.  You  get 
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ute  in  an  area,  and  it's  just  understood 
|at  nobody  else  moves  in  on  you.  A 
cade  ago,  for  example,  when  a  giant 
w  housing  development  called  Co-op 
ty  opened  up  in  the  Bronx,  two  Ma- 
»si,  Joseph  Gambino  and  Carlo  Conti, 
jmehow  got  control  of  the  collection 
)ps  but  couldn't  get  a  carting  license 
>m  the  city.  So  they  moved  in  on  an- 
rier  private  garbage  company,  Termi- 
1  Sanitation,  threatening  to  kill  the 
rners  if  they  refused  to  collect  the  Co- 
City  garbage  and  kick  back  a  third  of 
:  proceeds.  Gambino  and  Conti  were 
nvicted  of  extortion  in  1977. 
\s  it  is  in  legitimate  business,  some- 
les  the   monopoly   is   imposed  by 

4  


cartelization  as  it  seems  to  have  been  in 
garbage  in  New  York.  Sometimes  it's 
imposed  through  predatory  competition. 
That's  how  a  good  half  of  the  beach-front 
hotels  in  Miami  came  under  the  control 
of  organized  crime.  Typically,  the 
Lansky  type  of  investment  group  would 
move  in  and  try  to  buy  up  all  the  hotels 
in  the  area.  If  the  legitimate  hotel  owners 
wouldn't  sell  out,  the  newcomers  would 
cut  their  rates  so  low  the  legitimate  oper- 
ators were  forced  out  of  business. 

The  same  thing  happened  in  Detroit 
in  the  steel-hauling  business  where 
two  trucking  companies — one  run 
by  Detroit  Mafia  boss  Vincent  Meli — took 
over  most  of  the  steel-hauling  business  on 


the  Detroit  docks.  Meli  got  a  cost  advan- 
tage over  his  competition,  partly  by  forc- 
ing his  employees  to  pay  their  own  pen- 
sion, health  and  welfare  costsandpartly  by 
ignoring  Detroit's  weight  limits  on  haul- 
ing steel.  With  a  cost  advantage  like  that 
behind  him,  Meli  cut  his  rates  so  low  his 
competitors  were  driven  out  of  business. 
Once  that  happened,  the  rates  went  up 
again.  Meli  was  convicted  and  is  appealing 
the  verdict. 

The  impulse  to  monopoly  is  so  strong 
that  the  [ustice  Department  has  actually 
been  able  to  move  against  organized 
crime  on  antitrust  grounds.  In  New  York, 
for  instance,  until  seven  or  eight  years 
ago,  Ross  Trucking  had  a  monopoly  on 


The  gang  that  couldn't 
loot  straight 

The  men  who  dreamed  up  what 
became  the  Westchester  Premier 
Theater  thought  it  couldn't  miss. 
The  three  promoters— Eliot 
Weisman,  Gregory  DePalma  and 
Richard  Fusco — would  give 
suburbanites  the  chance  to  catch 
acts  like  Frank  Sinatra's  without 
having  to  drive  into  New  York 
City.  Then  the  three  could  sit  back 
and  watch  the  money  roll  in— 
and,  not  incidentally,  skim  a 
healthy  share  of  it  off  the  top. 
But  first  they'd  have  to  raise  some 
money  to  get  started — about 
$2.25  million,  they  figured.  So  they 
made  a  public  offering  of  stock. 
That's  when  their  troubles  began. 


wchester  Premier  Theater  near  Tarrytown,  N.  Y. 
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the  trucking  business  of  Standard  Fruit  & 
Steamship,  the  Castle  &  Cooke  subsid- 
iary that  handles  close  to  half  the  ba- 
nanas coming  into  New  York.  Ross  was 
run  by  a  member  of  the  Genovese  crime 
family.  As  a  condition  of  sale,  Standard 
required  jobbers  and  supermarkets  to 
hire  Ross  to  cart  their  bananas  to  mar- 
ket. The  Justice  Department  ended  that. 

Says  the  New  York  Police  Depart- 
ment's Daniel  Courtenay,  head  of  the 
organized  crime  unit,  "Any  business  that 
makes  money  is  worthy  of  organized 
crime  involvement." 

In  moving  into  legitimate  business,  or- 
ganized crime  has  the  special  advantage 
any  large  diverse  business  has  when  it 
enters  a  new  area:  capital.  It  can  afford  to 
sustain  losses  to  establish  itself  in  the 
market — as  in  the  Miami  Beach  hotels — 
and  keep  on  sustaining  them  until  it  has 
driven  its  competitors  out  of  business. 
"Let's  say  we  are  both  in  the  linen-sup- 
ply business,"  says  crime-fighter  Cour- 
tenay, "and  I  decided  it  would  be  appro- 
priate for  me  to  take  over  your  custom- 
ers. I  would  just  notify  them  I  could 
provide  the  same  supplies  for  half  the 


price.  I  could  absorb  that  loss  because  I 
have  other  interests.  You  could  not.  I 
could' wipe  you  out  and  take  your  busi- 
ness over.  Once  that  competition  is 
wiped  out,  the  price  goes  right  back  up." 

Which  is  why  businesses  become 
more  profitable  to  the  mob  than 
they  are  to  legitimate  business- 
men: Monopoly  profits  are  higher  prof- 
its. You  might,  if  you  wanted  to  be 
ironic,  call  it  supersynergy:  2  +  2  =  10. 

"They  are  not  really  good  business- 
men, not  in  the  sense  that  legitimate 
businessmen  are,"  says  Robert  Nichol- 
son, director  of  the  Department  of  La- 
bor's organized  crime  program.  "They 
have  something  else,  and  that's  some- 
thing they  call  The  Edge.  This  is  why 
they're  successful  in  legitimate  busi- 
ness— because  they  always  come  in  with 
an  edge,  and  they  never  go  in  without  it. 
They  get  it  in  many  different  ways.  The 
edge  is  usually  an  economic  edge  and 
that  can  come  from  their  control  over 
labor  unions,  it  can  come  from  their  con- 
trol of  a  supply  of  a  certain  material 
that's  needed  in  the  business.  It  can 
come  from  their  control  of  transporta- 
tion, which  may  be  necessary  as  a  part  of 
the  business.  They  can  even  operate  at  a 
loss — that's  an  edge — because  they  have 
other  monies  coming  in  from  their  ille- 


gitimate businesses.  They  can  use  tl 
money  to  buy  people,  and  that  giv 
them  an  edge  everywhere." 

In  these  cases,  but  not  for  legitima 
reasons,  the  Mafia  is  the  low-cost  pr 
ducer.  Take  Merkel  Meat,  Nicholsc 
says,  recalling  a  case  he  tracked  as 
investigator  for  the  District  Attorney 
office  in  Manhattan.  Nat  Lokietz  afl 
Samuel  Goldman  bought  up  a  compan 
called  Merkel  Meat  and  began  to  mil' 
into  the  consumer  market  meat  that  r»j 
mally  went  to  zoos  and  pet  food  man 
facturers — products  derived  priman 
from  sick  animals,  diseased  dairy  cow 
for  example.  "They  were  able  to  bu 
meat  for  10  cents  a  pound  where  cos 
petitors  were  paying  40  cents,"  Niche 
son  says,  "and  they  used  that  30-cei 
edge  to  walk  off  with  the  market.  In  tl  f  c 
one  year  they  were  in  business  they  cc  p 
railed  the  entire  New  York  City  scho 
system,  hospital  system,  correction  sy  " 
tern,  the  Army,  the  Navy,  paroehi  M 
schools,  private  hospitals.  They  were  u 
ing  their  price  advantage  to  pay  off  tl 
buyers  for  these  concerns,  to  pay  off  tl  W) 
unions,  the  Department  of  Agncultu  f»! 
inspectors.  So  they  had  the  edge.  The 
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I'ROSrECTl'S 

300.000  Shares 

WESTCHESTER  PREMIER  THEATRE,  INC. 

Common  Stock 
(Par  Value  $.01  Per  Share) 

THESE  SECURITIES  INVOLVE  A  HIGH  DECREE  OF  RISK 
S*r  "Risk  Factors" 

Theic  shares  are  being  offered  b>  Uic  Underwriter,  as  agent  for  ihc  ("a 
275.000  iharcs-or-nooc"  hasis.  All  of  the  proceeds  vm!i  be  deposited  in  a  sc 

maintained  bv  ihc  Underwriter  (or  (he  bencfil  of  snbsenhs-rs  at  Franklin  Natioi 
Ne»  Vort  Vv>  York.  In  the  s-senl  ih.it  suhscriplmris  tor  at  least  275.000  sru 
U  ilms  a'icr  the  effective  dale  set  forth  belo».  none  of  the  shares  ollctcj  h 
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Tills.!   SECURITIES  HAVE  NOT  BEEN  APPROVED  OR  DISAPPROVED  BY  THE 
slit  Kit  ll  v  AM)  EXCHANGE  COMMISSION  NOR  HAS  THE  COMMISSION 
P  tsst  I)  UPON  THE  ACCURACY  OR  ADEQUACY  OF  THIS  PROSPECTUS. 
ANY  REPRESENTATION  TO  THE  CONTR  ARY  IS  A  CRIMINAL  OFFENSE 


Prke  to 
Pnhtlt 

«  ash  I  udrrtTrliingi 
niwouirti 

;  ■    r  .in  y  i : ) 

Per  Share   

$7.50 

$6875 

Toul.  (4)  Minimum  

S2.062.500  $174,375 
$2,250,000  $187,500 

$1,888,125 

be  p-tid  '"  Carta 


old  &  Co.. 


0)  For  information  with  respect  to  compen^ 

{2)  Doc*  not  include  additional  filing,  printing,  legal,  accounting  and  miscellaneous  expenses  o( 

approximately  $55,040  (S.18  per  share  maximum)  which  the  Compans  must  pay  in  connection  with 
tl)»  offering 

(3)  Doc*  not  include  substantial  additional  compensation  to  be  received  by  the  Underwriter  (see 
"UdderwriUag"  for  a  description  of  Warrants  and  other  emoluments  lo  be  granted  to  the  Underwriter) 

(4)  Ihc  minimum  is  based  on  the  assumption  that  Oft!)  275.000  share*  will  be  sold  and  the 
maximum  on  assumption  that  nil  300,000  shares  will  be  sold  (see  '■Underwriting"). 

This  offering  involves: 

(a)  Special  risks  concerning  the  Company.  For  information  see  "Risk  Factors"  page  3. 

(b)  Immediate  substantial  dilution  of  the  book  value  of  the  stock  from  tbe  public  offering 
price.  See  "Dilution"  page  6. 

These  securities  are  offered  bv  the  Underwriter,  subject  to  acceptance  by  it,  to  the  approval 
of  counsel,  to  its  right  to  reject  any  order  in  whole  or  in  part  and  to  certain  other  conditions. 
It  IS  expected  that  delivery  of  the  Shares  will  be  made  on  ot  about  June  12,  1973. 


Cannon,  J^trofj  &  do.,  ~9nc. 
The  date  <>l  this  Prospectus  is  May  25.  1973. 


When  it  became  apparent  that  the  275,000  share 
minimum  for  the  issue  would  not  be  met,  the 
partners  sold  stock  through  various  secret  deals— 
for  example,  offering  to  buy  the  stock  back  after  the 
issue  was  sold.  A  construction  company  agreed  to 
buy  10,000  shares— the  cost  to  be  refunded  later— 
in  return  for  the  theater's  construction  contract. 
According  to  testimony  in  1978  and  1979,  when 
Weisman  et  al.  were  tried  on  charges  of  fraud,  the 
promoters  bribed  two  executives  of  Warner 
Communications  to  arrange  the  company's 

?urchase  of  $150,000  worth  of  stock,  plus  another 
100,000  in  the  aftermarket  and  $50,000  in  cash. 
To  finance  all  these  deals,  the  partners  had  to 
borrow  money  from  loan  sharks,  including 
Mafioso  Carlo  Gambino.  When  the  theater  opened  in 
1975,  the  skimming  began.  But  now  Weisman, 
DePalma  and  Fusco  were  skimming  not  only  to 
enrich  themselves  but  also  to  meet  all  those  secret 
obligations  incurred  in  the  stock  offering.  Their  box 
office  revenues  couldn't  stand  it.  To  raise  more 
money,  they  sold  stock  to  West  Coast  mobster 
Thomas  Marson  and  borrowed  from  Salvatore 
Cannatella's  brokerage  house  in  Buffalo.  Even  that 
wasn't  enough.  In  December  1 976,  the  theater  went 
into  reorganization  under  Chapter  1 1. 


Prospectus  for  the  public  offering  in  19' 
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milt  themselves  a  big  meat  business. 
Everyone  else  in  the  business  had  to  con- 
end  with  the  buyers  who  drove  hard 
bargains." 

[n  cigarettes,  steel  hauling  and  phono- 
graph records,  the  edge  has  been  cost. 
In  these  businesses  the  criminal's 
:ost  is  low  because  he  deals  in  stolen 
;oods  or  coercive  labor  practices.  In  pizza, 
jiis  cost  may  be  low  because  he  pays 
tarvation  wages  to  illegal  immigrants. 

But  the  most  important,  the  most  per- 
vasive edge  that  organized  crime  has 
>ver  legitimate  business  is  its  tax  posi- 
,ion:  It  doesn't  pay  any  taxes  on  its  ille- 
gitimate income — not  income  taxes  or 
ales  taxes  or  any  other  taxes.  So  it  has 
heap,  untaxed  capital.  And  this  is  one  of 
,he  principal  reasons  organized  crime 
t;oes  into  legitimate  business  in  the  first 
ulace:  as  a  means  of  legitimizing  the 
money  it  makes  elsewhere,  providing 
lot  a  tax  shelter  but  tax  exposure,  tax 
justification. 

|  Ever  since  Capone  went  to  jail  for  1 1 
(  ears  back  in  1931,  the  mob  has  been 
Lnly  too  aware  that  what  Capone  was 
hailed  for  was  not  murder,  bookmaking, 
prostitution,  rumrunning  or  any  of  the 
|ther  crimes  he  may  have  committed, 
ut  income-tax  evasion.  Capone  had 
Jiled  up  vast  sums  of  money  and  had 
jeen  unable  to  find  ways  of  justifying  it 
|o  the  tax  collector.  After  all,  you  go  out 
,nd  buy  a  couple  of  Rolls-Royces  and  a 
1350,000  estate  at  Palm  Springs  or  Palm 
}>land,  and  it's  a  little  hard  to  claim  you 
l  nanced  it  on  the  $15,000  you've  been 
sporting  to  the  IRS  from  your  plumbing 
'usiness.  "They  can't  say  it's  from  loan- 
harking  or  prostitution,"  says  one  mob- 
/atcher,  "so  they  pass  it  through  an  un- 
irofi table  business  or  a  marginally  profit- 
ble  business,  a  restaurant,  a  bar — adult 
iookstores  were  a  favorite  for  a  while." 
j  So  organized  crime  moves  into  legiti- 
mate business  without  even  the  basic 
ecessity  of  having  to  make  money — 
'hich  may  be  the  biggest  edge  of  all. 
There's  a  firm  out  in  Cicero,"  says  Wil- 
am  K.  Lambie,  associate  director  of  the 
i'hicago  Crime  Commission,  "a  little 
forefront    household    chemical  oper- 
J:ion.  I  don't  think  they  ever  sell  any- 
ling,  but  it's  a  meeting  place.  Run  by  a 
unky  of  Angelo  La  Pietra.  You  run  your 
loney  through  it,  pay  yourself  a  salary 
jid  salaries  to  your  loanshark  collectors 
!)  they've  got  something  to  report  on 
heir  income  tax.  So  what  if  IRS  comes 
i?  If  you  can  show  that  all  the  taxes  are 
jeing  paid  on  a  very  small,  do-nothing 
-asiness,  if  everybody's  getting  his  W-2 
irms,  the  IRS  is  essentially  satisfied." 
To  legitimize  its  illegal  money,  the 
mb  looks  for  businesses  that  do  not 
ave  any  traces.  Cash  businesses,  wher- 
/er  possible.  Bars  and  restaurants,  vend- 
!ig-machine  companies,  laundries,  dry- 


What  €tre  you  going  to  do 
when  you  can't  charge  anymore 
for  your  products  ? 


If  you  pass  on  too  many  cost  in- 
creases, it  won't  take  too  long  be- 
fore your  customers  will  pass  up 
what  you're  trying  to  sell. 

If  you  don't  pass  on  cost  in- 
creases, you  start  losing  money. 

It's  a  tough  problem.  But  fortu- 
nately, there's  a  good  way  to  solve 
it.  With  a  Bodme  assembly  ma- 
chine. 

ABodine  machine  is  designed  to 
increase  your  productivity  by  au- 
tomating the  one  place  where  you 
can  probably  save  the  most-your 
small  parts  assembly  operation. 
The  fact  is,  a  Bodine  machine  just 
may  be  able  to  cut  the  cost  of  small 


parts  assembly  by  95%  or  more. 

At  the  same  time,  it  can  cut  war- 
ranty and  liability  costs.  Because  a 
Bodine  machine  can  provide  100% 
inspection  and  verification  of  all 
parts. 

The  result  is  a  higher  quality 
product  at  lower  cost.  If  that 
sounds  like  the  kind  of  thing  you'd 
like  to  hear,  call  Frank  Riley,  our 
Vice  President.  He'll  tell  you  even 
more.  The  Bodine  Corporation,  317 
Mountain  Grove  St., 
Bridgeport, 
CT  06605. 
(203)  334-3107. 
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cleaning  establishments.  They  also  offer 
the  usual  opportunities  for  skimming. 
But  what  matters  is  that,  because  such 
businesses  deal  mainly  in  cash,  they  are 
difficult  to  track.  It's  impossible  for  any- 
one— management,  labor  or  tax  collec- 
tor— to  be  certain  of  how  much  business 
such  an  operation  is  actually  doing. 

And  so  organized  crime  begs,  borrows, 
buys  or  muscles  its  way  into  a  legitimate 
business  and  washes  the  money  it  makes 
elsewhere.  Say  a  business  does  $30,000  a 
year.  The  owner  will  gradually  feed  an- 
other $20,000  or  more  into  the  receipts 
of  the  business.  If  he  loses  money,  who 
cares?  Which  explains  why  some  of 
those  restaurants  that  never  have  any 
customers  stay  open  for  lunch.  They're 
generating  tax  exposure.  Sometimes  the 
owner  will  even  claim  business  he 
doesn't  actually  have.  The  IRS  staked  out 
a  car-wash  operation  a  few  years  ago  and 
discovered  that  during  one  blizzard  the 
owner  claimed  to  have  washed  120  cars. 

Legalized  gambling  casinos  offer 
similar  opportunities  to  launder 
money.  Very  large  sums  of  money 
can  be  washed  through  them,  both  by 
customers  and  by  management,  without 
anyone  being  the  wiser.  One  crime  fam- 
ily laundered  vast  sums  of  illicit  narcot- 
ics money  in  Las  Vegas,  claiming  to  have 
won  big  at  the  tables.  Such  winnings  are 


taxable  at  the  normal  rate  for  the  win- 
ner's tax  bracket,  and  by  paying  20  cents 
or  35  cents  on  the  dollar  in  taxes  he  frees 
up  the  remainder  to  spend  however  he 
chooses  without  fear  of  the  IRS.  (More 
deviously,  the  family  could  have  claimed 
a  capital  gain  on  some  mythical  foreign 
stock  or  real  estate  transaction  and  paid 
the  appropriate  capital  gains  tax.) 

If  you  can't  establish  the  tax  credibility 
of  your  ill-gotten  gains,  what  do  you  do 
with  them?  There's  only  so  much  you 
can  stash  under  the  bed  or  in  the  trunk  of 
your  car,  and  the  U.S.  banks  have  no 
respect  for  the  privacy  of  their  custom- 
ers' bank  accounts.  They're  likely  to 
open  them  up  to  almost  any  government 
agency  that  asks.  Even  moving  money 
has  to  be  done  with  care,  because  these 
days  the  banks  are  required  to  report  all 
cash  transactions  in  excess  of  $10,000  to 
the  Treasury.  The  problem  can  be  solved 
by  drawing  cashier's  checks  for  less  than 
$10,000,  but  this  is  inconvenient  and, 
when  very  large  sums  are  involved,  im- 
practical. 

With  the  U.S.  banks  getting  uncom- 
fortable to  deal  with,  what  did  organized 
crime  do?  It  simply  turned  to  foreign 
banks,  moving  the  money  overseas  to 
tax  havens  like  Switzerland,  the  Baha- 
mas, Panama  and  the  eastern  Caribbean 
islands  where  privacy  is  respected.  U.S. 
customs  is  fairly  watchful  about  money 
coming  into  the  U.S.  but  fairly  lax  about 
money  leaving,  so  most  organized  crime 


families  maintain  regular  courier  sya 
terns  for  moving  money  abroad  b 
hand— professional  couriers,  indepenl . 
dent  businessmen  looking  for  a  fast  bucl  litl 
who  move  cash  out  of  the  country  ij 
hand  luggage  or  special  money  belts 
Switzerland,  it  is  true,  has  suspended  it|iii 
secrecy  laws  in  regard  to  money  derive 
from  criminal  sources,  but  it's  easy 
circumvent  that  by  laundering  the  mon 
ey  first  somewhere  else — in  the  Bahalu: 
mas  or  in  Panama,  say — where  the  gov  nat 
ernment  is  less  scrupulous.  One  interna 
tional  wheeler-dealer  always  used  ti 
move  money  in  three  steps,  from  Pana 
ma  to  Switzerland,  for  example,  by  wa 
of  Liechtenstein. 

Investments  made  in  the  Nether 
lands  Antilles,  Cayman  Islands  an 
Panama  have  special   advantages  km 
U.S.  investments  made  by  corporation 
from  these  countries  generally  are  no  ml 
subject   to   U.S.   taxation   on  capita 
gains.  So  offshore  corporations  afford 
double  advantage:  They  can  launder  th 
money,  reinvest  it  in  legitimate  busi 
nesses  in  the  U.S.  and  provide  a  ta.  i 
shelter  on  the  proceeds.  According  to 
Ford    Foundation    study    on  offshor 
banking  published  last  year,  St.  Kitt 
casino  interests  at  one  time  proposed 
free  banking  zone  in  St.  Kitts — a  legall 


I 


f 


While  Weisman  and  company 
were  trying  to  force  legitimate 
creditors  to  settle  for  10  cents  or 
1 5  cents  on  the  dollar,  they 
continued  their  skim,  only  now 
Marson  and  Cannatella  were  in  on 
it,  too.  Marson  even  got  hitman  _ 
James  Fratianno  to  look  after  his 
investment.  According  to 
witnesses  at  the  fraud  trial,  Frank 
Sinatra's  lawyer,  his  bodyguard 
and  even  Sinatra  himself  profited 
from  the  skimmers'  largesse. 
In  the  end,  the  legitimate 
stockholders  lost  $2  million: 
creditors,  over  $9  million.  The 
trial  in  federal  court  in  New  York 
lasted  six  months.  DePalma,  Fuse*  - 
and  Cannatella  pleaded  guilty; 
Weisman  and  Marson  were 
convicted  by  juries.  All  drew  jail 
sentences. 
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This  picture,  taken  backstage  at  the  Westchester  Premier  Theater,  was  introduced  in  the 
fraud  trial  From  left;  DePalma,  Sinatra,  Marson,  Fnsco  (seated)  Gambino,  Fratianno  
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utonomous  area  with  no  supervision 
y  customs,  banking,  immigration  or 
olice  officials.  The  idea,  they  told  St. 
itts  authorities,  was  to  launder  hun- 
reds  of  millions  of  dollars  annually. 
Moving  money  offshore  protects  it 
om  the  IRS  and  permits  it  to  be  invest- 
i  freely  elsewhere  in  the  world,  but  the 
(iroblem  is  how  to  bring  it  back  to  the 
I  .S.  in  a  form  in  which  it  can  be  spent 
i|  ith  impunity.  The  easiest  way  to  repa- 
jiate  money  is  through  a  loanback. 
Ynagine  a  Las  Vegas  casino  operator  who 
as    deposited    millions    of  illegally 
«dmmed  profits  in  a  Swiss  bank  and 
f  ho  decides  he  wants  to  invest  $6  mil- 
Ion  in  a  U.S.  shopping  center.  He  puts  up 
b00,000  of  his  own  money,  borrows 
m.5  million  from  some  Teamster  pen- 
es on  fund  and  another  $3  million — his 
vn  money,  in  effect — from  the  Swiss 
[ink  that  has  his  numbered  account.  In 
lis  way,  he  can  not  only  repatriate  his 
i'erseas  deposit  but  also  deduct  the  in- 
vest he  pays  from  his  U.S.  taxes.  And  if 
c's  picked  the  right  business,  he  can  use 
at  to  wash  additional  funds. 
ma  ake  the  same  procedure  and  multi- 
I     ply  it  tenfold,  and  you'll  see  why  a 
L    lot  of  mob  money  may  have  come 
ck  in  the  form  of  those  massive  loans 
e  Swiss  banks  made  to  finance  the 
keover  boom  of  the  Sixties.  Which 
keovers?  Name  your  own  candidates, 
i  that  subject,  everyone  remains  coy. 
Given  circumstances  like  these,  it's  no 
onder  the  mob  has  moved  into  banking 
th  in  the  U.S.  and  abroad.  The  bookies 
10  used  to  put  their  checks  through 
e  New  York  bank  without  ever  being 
f  quired  to  endorse  them  acquired  a 
:  nk  of  their  own,  in  Florida,  when  the 
|;w  York  bank  closed  down.  And  in 
0I$58  the  Teamsters  bankrolled  Lou  Poll- 
a  onetime  broadcasting  executive, 
mro  the  acquisition  of  the  Miami  Na- 
jnal  Bank.  "Poller  was  one  of  Lansky's 
Itfen,"  Vinnie  Teresa,  a  onetime  mobster 
I  isw  in  the  government's  witness  protec- 
tMfn  program  recalled  in  his  book,  My  Life 
khe  Mafia  "He  washed  the  mob's  mon- 
i|  through  the  bank.  It  came  out  in  the 
ra  of  real  estate,  apartment  buildings 
ji  business  ownership,  like  motels  or 
li  i. tels  or  mobile-home  companies.  The 
iSfb/ernment  could  trace  all  day  and  never 
nd  anything  illegal." 
i  n  the  Sixties,  Miami  lawyer  Alvin 
il  llilnik  set  up  the  Bank  of  World  Com- 
1  rce  in  the  Bahamas.   Mob  money 
Wed  into  its  secret  numbered  accounts 
f  the  hundreds  of  millions — Lansky 
■iney,  most  of  it — and  then  out  again 
o  Tibor  Rosenbaum's  International 
.'dit  Bank  of  Switzerland  before  re- 
ining to  the  U.S.  for  reinvestment. 
'Iiat  was  it  Bertolt  Brecht,  author  of 
hepenny  Opera ,  said?  "What  is  robbing 
if  fank  compared  to  owning  a  bank!" 
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Why  it  makes  sense  to 
spend  $250,000  on  a  machine 
to  make  a  25$  part 


The  only  way  to  justify  spending  a 
quarter  of  a  million  dollars  on  a 
Bodine  assembly  machine  is  to 
look  at  what  it  can  save  you  in 
return. 

For  starters,  a  Bodine  machine 
can  save  you  up  to  95%  of  all  your 
small  parts  assembly  costs,  includ- 
ing the  cost  of  direct  labor. 

A  Bodine  machine  can  also  save 
you  indirect  costs.  Like  the  cost  of 
hiring,  training  and  supervising 
new  people.  Stocking  costs.  And 
inventory  costs. 

In  addition,  a  Bodine  machine 
can  give  you  the  flexibility  to  make 
and/or  change  small  parts  in  a  big 
hurry.  So  you  can  react  to  market 


shifts  almost  as  fast  as  they  occur. 

A  Bodine  machine  can  even  give 
you  100%  inspection  and  verifica- 
tion of  all  parts  and  their  position. 
And  when  you  think  about  the  high 
cost  of  callbacks— not  to  mention 
the  legal  nightmare  of  liability- that 
may  represent  the  greatest  sav- 
ings potential  of  all. 

For  a  few  more  sound  reasons 
why  a  Bodine  machine  makes 
sense,  call  our  Vice  President, 
Frank  Riley  at  (203)  334-3107.  Or 
write  to  him  at  The  Bodine  Cor- 
poration, 317  Mountain  Grove  St., 
Bridgeport 
CT  06605. 
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IDEAS  AT  WORK  FOR  YOU 


A  plane  that 
makes  peace 

with  its 
neighbors. 


The  jetliner  streaks  down  the  runway 
and  soars  skyward.  Below,  babies 
nap  on,  outdoor  conversations 
continue,  undisturbed  by  the  muffled 
hush  of  the  jet's  engines. 

This  is  the  new  DC-9  Super  80. 
On  takeoff  and  landing,  its  engines 
are  only  half  as  loud  as  those  on  com- 
parable aircraft.  The  high-noise  area 
around  the  airport  for  a  Super  80  is 
shrunk  to  one-fifth  the  size  of  that  pro- 
duced by  other  narrow-body  jetliners. 

The  Super  80  brings  welcome  peace 
to  airport  neighborhoods;  and  to 
airlines,  the  lowest  fuel  cost  per  seat 
mile  of  any  jetliner,  up  to  its  maximum 
range.  Watch  for  the  new  Super  80, 
entering  service  later  this  year. 


Find  out  what's  bugging  you— fast. 

In  the  hospital  medical  lab,  where 
minutes  count  in  detecting  and 


identifying  disease,  doctors  have 
a  powerful  new  ally.  Our  Vitek 
Automicrobic®  System  pinpoints 
infectious  microbes  50  to  80  percent 
faster  than  conventional  testing.  The 
system  also  suggests  the  most 
effective  antibiotic. 

Quick,  accurate  diagnosis  for  you 
at  a  lower  cost  to  the  hospital.  That's 
something  we  can  all  feel  good  about. 


Carve  metal  with  a  computer. 

Countless  products  of  America's 
manufacturers  take  form  from  shape- 
less slabs  of  metal.  Our  Actrion"  in 
guides  the  cutting  bits  of  a  machine  tool 
with  accuracy,  reliability,  and  economy 
of  operation  that's  unmatched  by  any 
other  machine  control. 

If  you're  shaping  new  products  for 
market,  ask  us  to  help. 
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A  plane  that  hides  just  yards  from 
the  action. 

The  AV-8B  is  built  to  deliver  quick, 
effective  close-air  support  to  Marines 
on  the  ground.  It  can  wait  in  a  clearing- 
it  needs  no  runway— literally  yards 
behind  the  lines.  When  the  call  comes, 
it  rises  straight  up  to  streak  off  and 
strike  with  up  to  9,000  pounds  of 
munitions.  Then  returns  to  its  hiding 
place  to  await  another  call. 

The  AV-8B.  Be  glad  it's  on  our  side. 

At  McDonnell  Douglas,  ours  is  a  world  of 
ideas.  In  flight,  health  care,  manufacturing, 
energy,  data  processing,  communications, 
and  a  dozen  other  fields.  If  you  would  like  to 
learn  more  about  our  ideas  at  work  for  you. 
send  for  our  free  folder.  "What  We  Do"  Write 
McDonnell  Douglas.  Box  14526.  St.  Louis, 
MO  63178. 
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A  JOB' LET'S  SWAP  RESUMES  SEND  YOURS.  WE'LL  SEND  OURS  AN  EQUAL  OPPORTUNITY  EMPLOYER  WRITE  BOX  14526.  ST  LOUIS  MO  63178 


Perhaps  the  oldest  trick  in  organized 
lme's  bag  is  bankruptcy,  and  this  game 
>es  merrily  on.  Time  and  again,  mob- 
srs  have  moved  into  a  company — be- 
use  a  proprietor  has  lost  out  to  a  loan 
ark,  because  the  opportunity  is  there — 
id  set  about  systematically  to  loot  it, 
awing  off  its  cash  and  liquidating  its 
sets,  leaving  it  an  empty  shell  besieged 
its  creditors,  ready  for  dissolution. 
The  classic  bustout  scam,  as  such 
luds  are  known,  is  the  Sterling-Harris 
ird  case  in  Chicago.  Sterling-Harris  was 
ie  of  the  biggest  Ford  dealerships  in 
licago,  with  two  or  three  big  show- 
oms  and  a  tremendous  inventory  of 
rts.  Some  of  the  owners  had  gotten 
volved  with  loan  sharks,  and  as  a  result 
nobster  named  "Milwaukee  Phil"  Al- 
risio  got  control  of  the  company.  Ster- 
ig-Harris  could  probably  have  contin- 
d  in  business,  but  the  mobsters 
:ren't  interested  in  that.  They  gradual- 
built  up  inventories,  at  the  same  time 
tgan  slowing  down  the  rate  of  payment 
debts  and  other  obligations.  Then  one 
:y  they  didn't  open:  300  or  400  cars  had 
appeared,  all  of  them  bought  on  cred- 
the  cash  had  long  since  vanished,  and 
len  the  creditors  started  bankruptcy 
)ceedings  there  was  only  $5,000  left. 

Phere  are  as  many  variations  as 
there  are  criminals.  In  Brooklyn  a 
year  or  so  ago,  Stephen  Ondush 
fid  Fred  Weiss  bought  a  long-successful 
lortswear  store  called  Style  Mart.  It  had 
I1  first-rate  credit  rating  from  Dun  &. 
llidstreet,  whose  credit  reference  books 
[  me  out  every  six  months.  Style  Mart's 
|  >prietors  had  engineered  their  scam  to 
:1  within  D&B's  reporting  periods. 
They  began  to  load  up  on  merchandise, 
vays  to  the  $3,000  maximum  obtain- 
ile  under  the  store's  D&B  credit  limit, 
key  paid  for  practically  nothing  but 
l;y  leased  another  store,  a  warehouse 
d  an  office  and  began  moving  the  mer- 
i  indise  at  less  than  cost.  After  seven 
I  >nths,   Style   Mart  disappeared:  Its 
i  ire,  offices  and  warehouse  were  aban- 
icd,  leaving  its  440  wholesale  suppli- 
— including  Calvin  Klein,  Olivetti, 
nsonite— holding  a  $750,000  bag.  In  a 
v  days,  Ondush  and  Weiss  were  back 
business  elsewhere  under  a  different 
me.  They  pleaded  guilty  in  March  and 
awaiting  sentencing. 
The    most    spectacular  bankruptcy 
Lid  in  recent  years  was  the  Westchest- 
Premier  Theater  case,  and  that  wasn't 
)posed  to  go  bankrupt.  The  three  part- 
's who  came  up  with  the  idea — a  New 
rk  securities  salesman,  Eliot  Weis- 
n,  and  two  minor  hoods  with  connec- 
ns  with  the  mob,  Gregory  DePalma 
1  Richard  Fusco — just  wanted  to  make 
)t  of  money.  The  idea  was  to  build  a 
ish  3,500-seat   theater  near  Tarry- 
vn,  N.Y.,  bring  in  entertainers  like 
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The  30  seconds  it  lakes  to  read 
this  ad  voutd  save  yoa  hundreds 
of  thousands  of  dollars  every  year. 


Does  your  company  make  or  as- 
semble small  parts? 

If  you  answered  yes,  the 
chances  are  you  can  save  up  to 
95%  of  your  high  volume  small 
parts  assembly  costs  with  a  Bodine 
assembly  machine. 

A  Bodine  machine  can  put  to- 
gether a  wide  variety  of  small  parts 
easily,  economically  and  effi- 
ciently. It  will  pay  for  itself  by  sav- 
ing you  the  cost  of  labor.  Plus  the 
cost  of  hiring,  training  and  super- 
vising that  labor. 

What's  more,  a  Bodine  machine 


will  give  you  100%  inspection  and 
verification  of  all  parts  and  their 
position.  So  you  can  be  sure  of  a 
higher  quality  product,  and  lower 
warranty  costs,  as  well. 

If  you'd  like  to  see  what  a  Bodine 
machine  can  do  for  your  company, 
contact  our  company.  Call  or  write 
to  Frank  Riley,  Vice  President,  The 
Bodine  Corporation,  317  Mountain 
Grove  St.,  Bridgeport, 
CT  06605. 
(203)  334-3107 
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Frank  Sinatra  to  pack  in  the  suburbanites 
and  skim  off  the  money,  tax-free,  like 
the  froth  on  a  glass  of  champagne. 

But  what  started  out  as  a  relatively 
straightforward  skimming  oper- 
ation wound  up  as  both  security 
and  bankruptcy  fraud,  the  trial  record 
made  clear,  sucking  into  its  maw  some 
of  the  biggest  figures  in  organized  crime, 
business  and  entertainment.  To  finance 
the  theater,  the  three  partners  tried  to 
sell  $2.25  million  worth  of  stock  to  the 
public.  But  the  timing  was  bad  and  the 
public  wasn't  buying.  So  to  meet  the 
275,000-share  minimum  set  for  the  is- 
sue, the  three  partners  decided  to  fob  off 
more  than  $200,000  worth  of  stock 
through  various  secret  deals — offering  to 
buy  stock  back  after  the  issue  was  sold 
and  financing  some  of  the  shortfall  with 
10%-a-week  loan-shark  money  from 
Carlo  Gambino. 

George  A.  Fuller  Co.,  the  trial  record 
showed,  agreed  to  buy  10,000  shares — 
the  cost  to  be  refunded  later — in  return 
for  the  construction  contract  for  the 
theater.  Warner  Communications 
picked  up  $250,000  worth  of  stock,  in- 
cluding $100,000  worth  in  the  aftermar- 
ket,  and  kicked  in  $50,000  cash  to  get 
the  theater  going.  But  to  swing  the 
Warner  sale,  or  so  the  U.S.  Attorney 
who  prosecuted  the  case  maintained, 
the  partners  had  to  pay  off  the  two 
Warner  executives  who  finagled  the  pur- 
chase.  Trial   testimony  indicated  the 


two  men  got  $70,000  in  cash  and  the 
promise  of  $100,000  to  $150,000  more 
once  the  theater  got  going.  (One  of 
them,  Jay  Emmett,  went  on  to  Warner's 
office  of  the  president  and  was  indicted 
last  month  for  racketeering  and  "violat- 
ing his  fiduciary  duties  to  Warner.") 

The  plot  thickened.  To  meet  all  these 
obligations,  the  three  partners  skimmed 
like  there  was  no  tomorrow — close  to 
$800,000  in  just  ten  months,  according 
to  one  calculation.  They  scalped  tickets 
to  customers  and  sold  tickets  to  seats  not 
accounted  for  on  the  books.  They  even 
covered  actual  ticket  sales  with  phony 
complimentary  tickets.  They  skimmed 
from  the  bar,  they  skimmed  from  the 
restaurant.  They  skimmed  from  the  can- 
dy concession,  from  the  sale  of  souvenir 
items,  program  books  and  T-shirts.  In 
order  to  get  Sinatra  to  perform,  they  even 
skimmed  $5,000  with  the  idea  of  paying 
it  to  the  Knights  of  Malta,  a  Catholic 
organization  Sinatra  wanted  to  join. 

The  theater  was  a  success.  It  was 
also  going  bankrupt.  Weisman  and 
company  were  now  skimming  not 
only  for  themselves  but  to  meet  the  loan 
from  Gambino,  and  the  theater  was  be- 
ginning to  run  out  of  money.  So  they  sold 
$1.4  million  in  stock  to  Tommy  Marson, 
a  West  Coast  mobster,  and  then  bor- 
rowed $1  million  more  from  a  Buffalo 
brokerage  house  controlled  by  another 


mobster,  Salvatore  Cannatella.  But  thj 
company  kept  sinking.  In  Decembe 
1976  it  went  into  reorganization. 

While  Weisman  and  company  wer 
trying  to  force  the  theater's  legitimat 
creditors  to  settle  for  10  cents  and  1 
cents  on  the  dollar,  they  continued  t 
skim  as  before,  only  now  both  Marso 
and  Cannatella  were  on  the  scene  an 
skimming  as  well.  Marson  even  dij 
patched  West  Coast  hit  man  James  Fr« 
tianno,  self-confessed  participant  in  1 
murders,  to  protect  his  investment. 

By  the  time  the  FBI  picked  up  th 
scheme  from  wiretaps  where  it  was  loot 
ing  for  something  else,  the  skimmei 
had  passed  on  the  proceeds.  According  t 
a  U.S.  attorney's  brief,  the  trial  testimc 
ny  revealed  "that  Jilly  Rizzo,  Sinatra 
bodyguard  and  friend,  received  a  portio 
of  the  skimmed  proceeds  .  .  .  and  then 
was  tape-recorded  evidence  whic 
showed  that  Mickey  Rudin,  Sinatra 
manager  and  lawyer,  also  receive 
$5,000.  ...  In  addition,  one  of  the  at 
complice  witnesses  stated  that  Sinat! 
had  received  $50,000  in  cash  under  th 
table."  The  theater's  legitimate  stocl 
holders,  however,  lost  nearly  $2  millio 
and  the  creditors  over  $9  million. 

Where  next?  That's  anybody's  gues 
but  crime  has  the  money  and  the  muse 
and  it's  not  inhibited  the  way  legitimai 
business  is  by  scruple  and  by  law.  Org. 
nized  crime  can  only  expand  its  infh 
ence  and  its  affluence.  That's  the  ui 
pleasant  truth.  ■ 


Hitting  them  where  it  hurts 


When  Chester,  Fenna.  numbers  oper- 
ator Frank  Miller  was  convicted  last 
year,  he  went  to  jail  (Forbes,  Sept.  29). 
But  that  wasn't  all.  The  government 
also  confiscated  all  but  7  of  his  77 
apartment  buildings,  bars  and  other 
properties.  A  throwback  to  the  days  of 
King  John  of  England,  whose  wanton 
disregard  of  property  rights  brought 
the  Magna  Carta?  No,  just  an  example 
of  RICO  in  action. 

RICO  stands  for  the  Racketeer  In- 
fluenced and  Corrupt  Organizations 
statute,  a  federal  law  enacted  in  1970 
that  gave  the  government  a  powerful 
new  weapon  in  its  fight  against  organized  crime's  takeover 
of  legitimate  businesses.  Under  RICO  a  possible  penalty  for 
acquiring  a  business  with  illegally  gotten  money — even  if  the 
business  is  operated  legitimately — is  to  have  that  business  or 
your  interest  in  it  expropriated.  (Technically,  it's  called 
"criminal  forfeiture.")  Confiscation  is  also  permitted  in 
cases  of  acquisition  or  control  of  a  business  by  illegal 
means — extortion,  for  example,  as  in  the  Terminal  Sanita- 
tion case  (see  stoiy).  If  a  legitimate  enterprise  is  shown  to 
have  been  used  to  commit  illegal  acts — bribing  the  police 
with  company  money,  for  example,  or  using  a  bar  to  front  for 


Frank  Miller's  Paradise  Lounge 


a  numbers  operation — it  too  may  mee 
a  similar  fate  under  the  law. 

The  idea,  as  the  Justice  Departmen 
put  it  in  a  training  memo  to  its  law 
yers  and  agents,  is  "to  hit  organize! 
crime  in  the  pocketbook."  Befon 
RICO,  Frank  Miller  could  have  beei 
prosecuted  only  for  illegal  gambling 
and  the  worst  that  could  have  hap 
pened  to  him  would  have  been  a  fim 
or  a  year  or  two  in  jail — not  much  of  i 
deterrent  when  you  consider  he  mad 
roughly  $10  million  a  year  from  hi 
numbers  racket. 

In  fact,  however,  catching  th' 
criminals  is  as  big  a  problem  as  ever,  and  it  isn't  easy  t» 
make  a  RICO  case.  The  prosecutor  must  prove  a  "pattern  o 
racketeering  activity,"  which  means  at  least  two  relate< 
violations  of  RICO,  preferably  more.  And  to  prove  that 
business  was  in  fact  acquired  with  ill-gotten  gains  and  thu 
should  be  forfeited  to  the  government,  it  is  necessary  ii 
addition  to  trace  those  funds  through  various  fronts,  mone- 
laundries  and  offshore  banks — not  a  simple  task,  given  th 
mob's  expertise  in  such  intricate  maneuvers.  Partly  as 
result,  property  has  actually  been  taken  away  in  relativel 
few  of  the  federal  RICO  trials  to  date— Jane  Carmiclxiel 
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Executive  Vice  President 


Today  and  for  the  foreseeable  future, 
productivity  management  will  be  the  predominant 
theme  for  the  banking  industry— achieving  more 
from  the  resources  at  our  disposal. 

Toward  that  growth-geared  objective, 
Manufacturers  Hanover  already  has  high-technology 
services  in  place  to  help  banks  across  the  country 
manage  day-to-day  operations  in  a  more  efficient, 
more  economical  manner. 

MANUFACTURERS  HANOVER  TRUST  COMPANY 


From  Boston  to  Austin, 
Manufacturers  Hanover 
is  known  as  America's 
premier  '  banker's  bank." 


Increasing  productivity!  It's  as  legitimate  a  goal  for 
bankers  as  it  is  for  industry. 

At  Manufacturers  Hanover,  we  are  helping  banks 
grow  in  the  80  s  via  the  route  of  operational  efficiency. 
No  need  for  you  to  develop  costly  electronic  systems 
of  your  own  when  you  can  share  ours. 


We've  built  our  standing  as  the  *1  correspondent 
in  the  *1  money  center  by  being  responsive  to  timely  I  i 
needs.  Just  ask  any  of  the  more  than  2.700  banks 
we  serve  across  the  U.S.— from  metropolises  to 
the  wide  open  spaces— or  any  of  the  1 .700+  banks 
we  serve  outside  the  U.S.  I 

Now  as  before,  we  are  investing  vast  resources  in 
computer  technology  to  make  MHT  one  of  the 
pacesetters  in  automated  banking  systems.  Still, 
what  good  is  the  ability  to  provide  accurate  "real  time1 
information  without  a  readily  accessible  format? 
At  MHT,  we've  developed  that,  too. 

With  IMPAC.SM  our  securities  movement  and  control 
system,  you  can  establish  a  direct  link  between  a  dial-  : 
up  terminal  in  your  offices  and  MHT  in  New  York — and  i 


receive  reports  of  all  transactions  every  business  day, 
so  you  know  which  funds  will  be  available  when.  Also, 
you  can  issue  instructions  to  MHT  via  your  terminal. 

For  unparalleled  accuracy  in  stock  transfers,  MHT's 
TRANSIFACsm  is  the  only  system  that  enters  data 
twice  and  compares  the  two  entries  by  computer. 

Always  the  innovator  in  cash  letter  services,  we 
have  now  automated  our  end-point  reporting  system 
to  inform  you  instantly  of  cash-to-assets  conversion. 

The  distance  between  MHT  and  its  correspondents 
no  longer  matters  in  an  age  when  computers  talk 
to  computers,  exchanging  up-to-the-minute  data. 

Still,  correspondent  relationships  are  built  and 
nurtured  by  caring  individuals.  Personal  contact  and 
team  support  are  the  way  of  business  for  MHT's 


calling  officers  who  are  intimately  knowledgeable 
about  banks  and  businesses  in  their  assigned  regions. 

The  briefcase  is  the  branch"  is  an  old  saying  of 
our  calling  officers.  Out  of  it  can  come  a  whole  range 
of  services.  The  most  complete  package  of  employee 
benefits  for  correspondents.  Leasing  and  equipment 
financing  from  one  of  the  world's  largest  bank-related 
companies.  Factoring  and  loans  secured  by  accounts 
receivable.  International  services  from  Eurocurrency 
transactions  to  export/import  letters  of  credit 

To  our  renown  as  a  full-service  correspondent  bank, 
we've  added  something  else  that's  right  for  the  times. 

Manufacturers  Hanover,  the  productivity  engineers. 

MANUFACTURERS  HANOVER 


Tell  us  which  Manufacturers  Hanover 
correspondent  services  you  want  to  know  more  about. 


Securities 

□  IMPAC SM  Securities  System 

□  Depository  Processing  (DTC) 

□  Safekeeping 

□  Security  Drafts 

□  Coupon  Collection 

□  Securities  Lending 

Cash  Letter  Services 

□  Availability  Schedule 

□  Automated  End-Point 
Reporting  System 

□  Early  Bird  Relay  (to  beat  the 
10  A.M.  New  York  Clearing 
House  deadline) 

Employee  Benefits  Programs 

□  Dental  Assistance  Plan 

□  Group  Life  Insurance  Plan 

□  Group  Major  Medical  Plan 

□  Long-Term  Income 
Protection  Plan 

□  Retirement  Program 

Corporate  Trust 

□  Debt  Service  Trustee 

□  Debt  Service  Registrar  and 
Paying  Agent 

□  Equity  Service  Transfer  Agent 

□  Equity  Service  Registrar 

□  Equity  Service  Dividend 
Reinvestment  Agent 

□  Municipal  Paying  Agent  Services 

□  Issuing  Agent  Services 
(Certificates  of  Deposit  and 
Commercial  Paper) 

□  Escrow  Services 

Portfolio  and  Investment 
Banking 

□  Bankers  Acceptances 

□  Federal  Funds 


□  Repurchase  Agreements 

□  MHC  Commercial  Paper 

□  Other  Commercial  Paper 

□  Certificates  of  Deposit 

□  Municipal  Securities 

□  U.S.  Government  Securities  and 
Federal  Agency  Issues 

□  Investment  Counseling  Program 
for  Correspondents 

Personal  Trust 

□  Trust  New  Business  School 

□  Professional  Investment 
Research/Computer  Aided 
(PIR/C) 

□  Personal  Trust  Service 

□  Personal  Financial  Planning 
Program 

□  Fixed  Income  Research  Strategy 
Trends  (FIRST) 

International  Services 

EXPORT/IMPORT  SERVICES 
AND  FINANCING 

□  Reimbursement  Letters  of 
Credit 

□  Export/Import  Letters 
of  Credit 

□  Standby  Letters  of  Credit 

MONEY  TRANSFER  SERVICES 

□  Foreign  Remittance 

□  International  Money  Orders 

□  Foreign  Currency  Banknotes 
Bought  and  Sold 

OTHER  INTERNATIONAL  SERVICES 

□  Eurodollar/Eurocurrency 
Transactions 

□  International  Bank  Statement 
Spreads 

□  Foreign  Credit  Information 

□  Foreign  Exchange  Trading 


□  Foreign  Exchange  Advisory 
Service 

Credit  Services 

□  Participations/Overlines 

□  Real  Estate  Participations 

□  Loans  to  Bank  Holding 
Companies 

□  Reserve  Position  Loans 

Manufacturers  Hanover 
Commercial  Corporation 

□  Factoring 

□  Commercial  Financing 

Manufacturers  Hanover 
Leasing  Corporation 

□  Tax  Leases 

□  Equipment  Finance  Structures 
General  Banking 

□  TRANSEND  SM  (a  communications- 
based  cash  management  system) 

□  Due  From  Account 

□  Domestic  Collection 

□  Money  Transfer  &  Wire 

□  Bank  Money  Orders 

□  Register  Checks 

□  MOREC—  Money  Orders 
Reconcilement 

□  Gift  Checks 

□  FINTECH  (a  library  of  35  analysis 
programs  to  assist  in  financial 
planning) 

Other  Services 

□  Business  Credit  Investigations 

□  New  Business  Referrals 

□  Travel  Service/Personal  Service 

□  Sales  and  Product  Knowledge 
Program 

□  Marketing  Consultant 


CORRESPONDENT 
SERVICES   


life 


Review  this  checklist  with  your  Manufacturers  Hanover 
calling  officer  to  make  sure  you  are  getting  maximum 
benefits  from  all  the  correspondent  services  we  offer.  We 
invite  you,  too.  to  compare  the  features  of  our  services 
with  those  you  currently  utilize. 

For  a  copy  of  "Correspondent  Services.'  a  20-page 
brochure  that  describes  all  the  services  itemized  above, 
send  your  business  card  to: 

Donald  E.  Paul.  Vice  President 
National  Division 
Manufacturers  Hanover 
350  Park  Avenue 
New  York.  N.Y.  10022 


Or  call  him  at  (212)350-6604. 


MANUFACTURERS  HANOVER 


As  I  See  It 


Our  weakened 

defenses- 
money  alone  is 
not  the  answer 


)  'ublic  concern  over  the  burden,  and  the  direction,  of  U.S.  defense  spending  is  rising 
ight  along  with  campaign  rhetoric  on  the  issues  involved.  Here,  two  authorities  in 
he  field  argue  that  it's  not  just  a  shortage  of  money  that  is  weakening  U.S.  defenses 
ut  a  lack  of  long-term  planning  and  an  excess  of  politics-as-usual.  Barry  M. 
lechman  is  a  senior  associate  at  the  Carnegie  Endowment  for  International  Peace, 
[e  was  assistant  director  of  the  U.S.  Arms  Control  &  Disarmament  Agency  from 
977  to  1979.  From  1971  to  1976  he  was  head  of  the  defense  analysis  staff  at  the 
rookings  Institution.  Leslie  H.  Gelb  is  also  a  senior  associate  at  the  Carnegie 
ndowment  for  International  Peace.  He  was  a  diplomatic  correspondent  for  the  New 
brk  Times  from  1973  to  1977.  From  1977  to  1979  he  was  director  of  the  State 
•epartment's  Bureau  of  Politico-Military  Affairs. 

There  are  important  reasons  to  strength- 


By  Barry  M.  Blechman 
and  Leslie  H.  Gelb 


[T  IS  LONG  PAST  time  for  the  U.S.  to 
get  serious  about  defense.  Instead, 
in  Washington  and  on  the  campaign 
ail,  we  get  unrealistic  promises  about 
iiassive  increases  in  military  spending, 
rge  doses  of  Avis  versus  Hertz  theol- 
jjy,  and  politics-as-usual. 
Whether  Republican  or  Democrat,  this 
:ar  virtually  all  politicians  are  demand- 
ig  increases  in  American  military  pow- 
!  ,  with  the  most  vehement  being  those 
:  )  for  reelection.  Even  such  stalwart  de- 
i  nse  budget  cutters  as  George  McGov- 
nn  have  found  the  new  religion.  Miss- 
ing, though,  are  solutions  for  two  key 
oblems:  Where  will  money  for  growth 
the  defense  budget  come  from?  How 
1  n  we  best  use  this  money? 
During  that  brief  interlude  last  spring 
I  pen  the  Congress  and  the  Administra- 
tis seemed  determined  to  balance  the 
i  ieral  budget,  arrangements  were  still 
;  ade  to  increase  defense  spending,  large- 
i  as  a  result  of  the  domestic  political 
upact  of  the  Soviet  occupation  of  Af- 
anistan.  But  the  difficulties  encoun- 
ijred  in  squeezing  out  $6  billion  more  for 
:fense  at  even  that  propitious  political 
jjipment,  a  rise  of  less  than  5%,  showed 
i>t  how  powerful  the  social  and  eco- 
mic  constraints  on  defense  growth 
n  be.  Moreover,  the  push  for  fiscal  re- 
msibility,  like  the  pleasant  spring,  was 
m  consumed  by  a  more  difficult  cli- 
ite — the  rage  now,  of  course,  being  for 
:  cuts,  which  will  make  it  even  more 
ficult  to  find  extra  dollars  for  defense. 


P 


en  American  military  forces,  but  a  realis- 
tic assessment  of  the  fiscal  problems  fac- 
ing the  federal  government  leads  inexo- 
rably to  the  conclusions  that  tough 
choices  are  necessary  among  competing 
demands,  and  that  stringent  reforms  are 
desirable  in  the  way  the  Defense  Depart- 
ment goes  about  its  business. 

erhaps  the  first  step  should  be  to 
quit  acting  as  if  the  purpose  of  our 
defense  program  were  to  emulate 
the  Red  Army,  to  play  Avis  to  their 
Hertz.  The  Russians  build  hundreds  of 
statues  of  Lenin  each  year,  which  we 
don't  feel  compelled  to  imitate,  yet  if 
they  throw  billions  of  rubles  away  on 
some  foolish  military  program,  like  an 
air-defense  system  designed  to  counter, 
the  B-70  bomber,  which  we  never  built, 
an  immediate  clamor  arises  for  the  U.S. 
to  follow  suit.  We  and  the  Russians  live 
in  different  geographic  situations;  we 
have  different  histories,  different  friends 
and  enemies,  different  economies  and 
technologies.  As  a  result,  we  need  differ- 
ent types  of  military  forces.  The  Soviets 
have  caught  up  in  many  respects,  but 
most  American  generals  and  admirals 
would  be  horrified  at  the  thought  of  trad- 
ing our  forces  and  geostrategic  position 
for  theirs.  We  must  think  through  our 
own  security  needs,  devise  and  imple- 
ment our  own  strategy,  and  tag  weapons 
programs  with  our  own  priorities. 

Setting  these  priorities  rationally  most 
importantly  means  moving  away  from 
politics-as-usual.  All  too  often,  the  de- 
fense budget  is  loaded  with  items  that 
serve  parochial  economic  interests  far 


more  than  national  security  require- 
ments. Quite  often,  this  has  occurred  at 
the  behest  of  members  of  the  Congress 
with  reputations  as  strong  defense  advo- 
cates and  key  positions  on  crucial  con- 
gressional committees.  For  example,  for 
several  years  in  the  mid-Seventies,  funds 
to  purchase  A-7  aircraft  were  added  to 
the  defense  budget  despite  the  fact  that 
neither  the  Air  Force  nor  the  Adminis- 
tration wanted  them.  The  Texas  con- 
gressional delegation,  including  the 
chairman  of  the  Appropriations  Com- 
mittee, had  their  own  ideas,  swayed  per- 
haps by  the  location  of  the  assembly  line. 
Neither  Southerners  nor  conservatives 
have  a  monopoly  on  this  type  of  shenani- 
gan, however.  Recently,  senators  and 
congressmen  from  the  Philadelphia  area, 
both  Democrats  and  Republicans,  man- 
aged to  arrange  for  two  aircraft  carriers 
to  be  overhauled  at  the  government- 
owned  Philadelphia  Navy  Yard,  instead 
of  Tenneco's  Newport  News,  Va.  ship- 
yard, despite  an  incremental  cost  of  sev- 
eral hundred  million  dollars. 

The  starting  place  for  a  rational  ap- 
proach to  setting  the  defense  budget 
must  be  a  realistic  assessment  of  what 
we  can  afford  to  spend  on  our  armed 
forces.  Congress  seems  likely  to  appro- 
priate about  $160  billion  for  the  Depart- 
ment of  Defense  for  fiscal  year  1981,  an 
increase  of  about  $20  billion  compared  to 
the  1980  budget.  But  most  of  the  incre- 
ment will  go  for  raises,  higher  fuel  costs 
and  the  other  consequences  of  inflation; 
real  growth  in  defense  will  be  only  about 
5%.  The  Carter  defense  program  de- 
scribed last  January,  which  envisioned  a 
smaller  increase  this  year,  proposed  to 
continue  real  growth  in  the  defense  bud- 
get between  fiscal  1981  and  1985,  averag- 
ing about  4.5%.  Overall,  the  initial  Car- 
ter program  foresaw  spending  more  than 
$  1  trillion  on  national  defense  over  these 
five  years. 

Some  experts  and  political  leaders  say 
that  we  must  spend  much  more.  Robert 
Ellsworth,   for   example,  formerly 
Deputy  Secretary  of  Defense  in  the 
Ford  Administration  and  an 
influential  Republican  ex- 
pert on  defense  mat- 
ters, has  proposed  an 
immediate  increase 
of  another  $25  bil- 
lion,   with  annual 
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"Barring  an  external  shock  the  dimensions  of 
a  reverse  Cuban  missile  crisis,  it  is  difficult  to 
envision  any  President  pressing  to  increase 
annual  defense  spending  beyond  about  5% 
above  the  real  rate  of  inflation.  The  fiscal 
constraints  are  simply  too  harsh. " 


real  growth  beyond  that  of  at  least  5%  for 
the  next  five  years.  The  Committee  on 
the  Present  Danger,  a  nonpartisan  group, 
but  one  composed  predominantly  of  for- 
mer officials  from  Democratic  adminis- 
trations, also  has  made  a  defense  propos- 
al, which  would  cost  $260  billion  more 
than  the  Carter  program  over  the  next 
six  years.  Presidential  candidate  Ronald 
Reagan  had  shrewdly  refused  to  put  a 
price  tag  on  the  defense  improvements 
urged  in  the  Republican  Party  platform 
but  his  program  was  conservatively  esti- 
mated to  cost  between  $40  billion  and 
$60  billion  above  the  Carter  program 
each  year.  When  confronted  with  this 
figure  and  the  difficulty  of  both  cutting 
taxes  and  balancing  the  books,  Reagan 
trimmed  his  defense  spending  goals  to  a 
real  5.7%  increase  for  an  unspecified  pe- 
riod of  time,  compared  to  Carter's  aver- 
age of  4.5%  over  the  next  five  years.  But 
this  difference,  compounded  over  the 
years,  would  still  be  considerable.  So  the 
first  questions:  Are  such  large  increases 
possible — politically  and  economically? 
Are  they  desirable? 

Barring  an  external  shock  the  dimen- 
sions of  a  reverse  Cuban  missile  crisis,  it 
is  difficult  to  envision  any  President 
pressing  to  increase  annual  defense 
spending  beyond  about  5%  above  the 
rate  of  inflation.  In  fact,  the  best  guess  of 
Washington  insiders  is  that  any  adminis- 
tration would  have  a  hard  time  main- 
taining a  5%  real  increase  over  several 
years,  unless  aided  by  new  evi- 
dence of  Soviet  assertiveness.  The 
fiscal  constraints  are  simply  too 
harsh.  Pressures  to  balance  the 
budget,  enthusiasm  for  tax 
cuts,  the  political  clout  of 
groups  benefiting  from  do- 
mestic spending  all  work 
against  truly  dramatic 
increases    in  defense 
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spending.  These  are  the  realities. 

The  economic  and  social  conse- 
quences of  adding  sums  like  $50  billion 
to  the  annual  defense  budget  could  be 
truly  staggering.  In  its  midyear  budget 
review,  after  admitting  that  the  fiscal 
1981  budget  rather  than  being  in  balance- 
would  be  in  deficit  to  the  tune  of  $30 
billion,  the  Administration  projected  a 
surplus  of  $26  billion  in  1983.  Leaving 
aside  questions  of  the  realism  of  this 
projection,  implementation  of  the  pro- 
posed defense  increases  mentioned  pre- 
viously would  once  again  bring  back  mul- 
tibilhon-dollar  deficits  and  the  resulting 
inflationary  pressures.  Moreover,  none  of 
these  estimates  yet  takes  account  of 
what  seems  to  be  an  inevitable  (and  de- 
sirable) tax  cut.  No  one  knows  what  size 
cut  will  be  enacted,  but  most  speculation 
centers  on  the  $30  billion-to-$40  billion 
range.  And  while  the  cut  should  indeed 
stimulate  the  economy  and  eventually 
result  in  greater  government  revenues, 
prospective  near-term  effects  are  not 
nearly  so  sanguine. 

There  are  alternatives  to  greater 
deficit  spending.  Theoretically,  if' 
the  Congress  is  truly  concerned 
about  the  Russian  threat,  it  could  vote  to 
raise  taxes  rather  than  to  lower  them, 
even  though  the  economy  would  prob- 
ably suffer.  For  that  matter,  there  could 
be  radical  surgery  in  domestic  programs, 
freeing  up  dollars  either  to  reduce  the 
deficit  or  to  finance  greater  defense 
spending.  There  are  obvious  political  dif- 
ficulties in  cutting  long-standing  social 
programs  that  benefit  powerful  constit- 
uencies, however,  to  say  nothing  of  the 
ethical  issues  involved  in  reducing  trans- 
fer payments  to  the  aged,  indigent  or 
otherwise  disadvantaged  groups. 

There  also  is  a  question  of  whether 
such  a  direct  trade-off  between  defense 
and  domestic  programs  would  be  desir- 
able from  the  perspective  of  maintaining 
adequate  defenses  over  the  long  term. 
Not  only  are  sudden  budget  increases  dif- 
ficult to  expend  efficiently,  but  they  in- 
evitably create  a  backlash  against  de- 
fense spending,  because  of  both  their  di- 
rect impact  on  domestic  programs  and 
their  adverse  effect  on  overall  economic 
performance.  In  January,  when  asked  if 
the  Joint  Chiefs  of  Staff  would  go  along 
with  a  10%  real  increase  in  defense  in- 
stead of  the  5.4%  already  proposed  by 
the  Carter  Administration,  General  Da- 
vid C.  Jones,  chairman  of  the  Joint 


Chiefs,  said  that  the  extra  money  coj 
be  well  spent,  but  he  would  not  wan< 
come  out  in  favor  of  such  an  incre 
unless  he  knew  whether  it  was  to 
sustained  in  future  years  or  would  b 
onetime  hike.  In  short,  what  is  mi 
important  is  to  maintain  a  steady  p$ 
Sudden  spurts,  particularly  at  the 
pense  of  important  constituencies,  i 
counter  to  this  overriding  priority. 

We  believe  modest  annual 
creases  in  the  defense  bud^ 
on  the  order  of  3%  to  5%  in  n 
terms,  are  necessary,  and  such  increa 
will  have  to  be  sustained  indefinin 
But  we  also  believe,  whatever  is  the  m 
appropriate  growth  rate,  constancy 
purpose  and  how  we  spend  the  moj 
are  far  more  important  than  how  mu 
we  spend.  We  will  not  stop  the  Russi; 
by  throwing  money  at  them.  Nor  will 
stop  them  by  fulfilling  the  armed  fore 
wildest  dreams  one  year,  and  cutt 
weapons  programs  to  the  bone  the  ne 
In  the  face  of  harsh  fiscal  realities  £ 
competing  national  priorities,  the  b 
way  to  get  to  a  more  secure  defense  p 
ture  is  to  rationalize  the  defense  budl 
and  the  policies  that  have  led  to 
That  is  simply  common  sense.  And  t]| 
means  finally  getting  serious  abt 
defense. 

In  the  first  instance,  getting  seric) 
involves  tackling  the  two  problems  til 
recently  have  been  most  debilitating 
our   defense   posture — manpower  i 
readiness.  Manpower  expenses,  wh 
will  exceed  $70  billion  in  fiscal  19 
account  for  more  than  50%  of  U.S. 
fense   spending;   they   have  remaii 
above  that  level  for  most  of  the  p 
decade.*  Pensions  for  retired  milit. 
personnel  alone  account  for  nearly  o 
fifth  of  manpower  expenses,  or  10% 
all  defense  expenditures.  Yet,  desfl 
these  extraordinary  sums,  the  milit 
services  are  presently  experiencing  s» 
ous  shortages  in  manpower,  particula 
in  certain  technical  specialties,  and  si 
ous  questions  have  been  raised  about 
quality  of  many  of  the  personnel  that 
services  have  been  able  to  attract. 

In  fiscal  1979  each  of  the  four  milit 
services  fell  below  its  recruitment  targ 
While  the  problem  has  eased  somewi 
in  fiscal  1980,  this  seems  likely  to  to 
temporary  respite,  traceable  to  the 
cen'tly  bleak  employment  picture.  Mc 
over,  the  services  have  had  to  relax  th 
standards  to  even  come  close  to  th 
recruitment  objectives.  As  a  result,  3C 
of  all  new  recruits  in  fiscal  1979  scoret 
the  lowest  acceptable  category  of 
U.S.  population  in  the  military  aptiti 
test  given  by  the  armed  services;  f 
years  earlier,  only  10%  of  new  recru 
scored  below  the  30th  percentile.  1 

'Manpower  costs  include  compensation  for  active 
retired  military  personnel  as  well  as  the  civilian  pa\i 
which  is  buried  in  the  operations  and  maintenance  • 
RDT&E  budgets  I  see  chart,  p  136). 
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'Economic  growth  requires  additional  energy. 
Unfortunately,  the  days  of  cheap  energy  are  gone 
forever.  At  Middle  South,  we  know  that  providing 
additional  electric  energy  while  keeping  costs  as  low  as 
possible  means  building  coal-fueled  and  nuclear  power 
plants.  The  closer  we  get  to  the  year  2000,  the  more 
expensive  and  more  unavailable  natural  gas  and  oil 
will  become  for  making  electricity.  Solar  power  and 
other  exotic  energy  sources  can't  be  counted  on  for 
significant  help  for  many  years  to  come.  Coal  and 
nuclear  power  can  do  the  job  now!' 

Middle  South  is  making 

energy  that 
makes 
sense. 


SOUTlf^B 

UTILITIES 
INC. 

Arkansas  Power  &  Light  Company 
Arkansas-Missouri  Power  Company 
Louisiana  Power  SP  Light  Company 
Mississippi  Power  &  Light  Company 
New  Orleans  Public  Service  Inc. 


Robert  D.  Pugh,  President,  Portland  Gin  Company; 
Chairman,  Portland  Bank,  Portland,  Arkansas.  A  director 
of  Middle  South  Utilities,  Inc. 


situation  is  worse  when  the  Army  is 
examined  separately;  46%  of  its  reeruits 
in  fiscal  1979  scored  in  the  bottom  third 
of  those  tested. 

Even  worse  problems  dog  the  ser- 
vices' efforts  to  retain  personnel, 
particularly  those  with  technical 
skills  in  high  demand  in  the  civilian 
economy.  Pilots,  nuclear  submariners, 
air  controllers,  electronic  technicians, 
aircraft  maintenance  personnel,  all  arc- 
leaving  the  services  in  droves.  There  are 
shortages  virtually  across  the  board  in 
slots  for  senior  enlisted  men  and  non- 
commissioned officers.  Less  than  70%  of 
the  men  who  have  completed  three 
terms  now  remain  in  uniform.  Consider- 
ing that  these  people  typically  are  more 
than  halfway  toward  retirement,  this  re- 
tention rate  is  appallingly  low. 

What  can  be  done?  Among  other 
things,  there  is  growing  agreement  that 
the  present  system  used  to  compensate 
military  personnel  requires  radical 
change.  As  usual,  however,  the  tendency 
is  .to  throw  money  at  the  problem;  sever- 
al legislators  have  proposed  massive  in- 
creases in  military  pay.  But  that  price  tag 
would  be  staggering.  According  to  former 
Secretary  of  Defense  Melvin  Laird,  it 
would  cost  $5  billion  to  again  make  mili- 
tary pay  comparable  to  pay  for  workers 
in  similar  jobs  in  the  civilian  sector.  Pay 
comparability,  of  course,  was  the  as- 
sumption upon  which  the  Gates  Com- 
mission concluded  in  1972  that  the  na- 
tion could  shift  to  an  all-volunteer  mili- 
tary and  still  maintain  a  large  standing 
army.  Other  changes  in  the  compensa- 
tion provided  to  military  personnel  advo- 
cated by  Secretary  Laird  and  others  could 
increase  the  incremental  cost  of  com- 
pensation reforms  to  over  $12  billion. 

More  discriminating  solutions  are  pos- 
sible, however.  Why  all  military  person- 
nel of  the  same  rank  and  seniority  re- 
ceive the  same  pay  has  more  to  do  with 
the  armed  forces'  tradition  that  everyone 
must  be  prepared  to  undertake  every  job 
than  with  the  needs  of  today's  high-tech- 
nology forces.  Pay  increases  could  be  ju- 
diciously targeted,  so  that  the  armed 
forces  could  compete  more  effectively  to 
retain  the  loyalties  of  its  most  skilled 
personnel.  A  variety  of  onetime  bonuses 
could  be  devised  to  ease  the  severe  re- 
cruitment problems  experienced  by  cer- 
tain branches  of  the  armed  services. 

Other  reforms  would  involve  the  re- 
tirement system.  At  present,  military 


personnel  can  retire  after  20  years  of 
service,  regardless  of  their  age,  at  roughly 
half  their  final  salary — a  pension  which 
increases  twice  each  year  in  step  with 
the  Consumer  Price  Index.  No  private 
pension  plan  could  afford  such  generous 
terms,  and  neither  can  the  U.S.  govern- 
ment. Just  shifting  to  once-a-year  instead 
of  twice-a-year  cost-of-living  adjust- 
ments could  save  more  than  $300  mil- 

More  bucks,  less  bang 

The  U.S.  defense  budget  has  grown  by 
181%  over  the  past  16  years.  Even  so  it 
seems  inadequate  to  present  needs. 
Symptomatic  is  the  portion  that  now 
goes  to  retired  personnel — now  9%  of 
the  total,  vs.  just  2%  in  1964. 


Fiscal  '64 

$49  5  billion 

Military 
personnel  - 

$13  0  billion 

Retirement 
pay 

$1.2  billion 

Operations  and 
maintenance - 

$11.7  billion 

Procurement  - 

$15.0  billion 

Research 
development  — 
test  and 
evaluation 

$7  1  billion 

Military 
construction 

$0.9  billion 

Family 
housing 

$0.6  billion 


Fiscal  '80 

$139.3  billion 

Military 
-  personnel 

$30.  K  billion 

Retirement 
pay 

$12  0  billion 

Operations 
-and  maintenance 

$43.4  billion 

Procurement 

billion 


Jrrocu 
$35. 8 


Research 
—  development 
test  and 
evaluation 

$13.5  billion 


I —  Military 
 I  construction 

$2  3  billion 


 Family 

housing 

$1.5  billion 


Source:  Dept  of  Defense  Animal  Report,  Fiscal  I 'Mil 


lion,  but  the  Congress  has  again  this  year 
bowed  to  the  political  clout  of  retirees' 
organizations  and  refused  to  make  the 
change.  The  present  system,  designed  for 
the  tiny  U.S.  Army  and  Navy  of  the 
1930s,  must  be  reformed — there  is  no 
rational  reason  why  it  should  not  be,  so 
long  as  the  legitimate  rights  of  those  who 
have  already  enlisted  under  its  present 
terms  are  protected. 

And  attention  might  also  be  paid  to 
the  way  the  services  utilize  military  per- 
sonnel. It  is  not  clear  that  some  jobs  now 
slotted  for  uniformed  active-duty  person- 


"Just  shifting  to  once-a-year  instead  of  twice- 
a-year  cost-of-living  adjustments  could 
save  more  than  $300  million,  but  the 
Congress  has  again  this  year  bowed  to  the 
political  clout  of  retirees'  organizations 
and  refused  to  make  the  change. " 
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nel  could  not  be  performed  by  reservi 
or  civilians  just  as  well;  civilians 
white-collar  jobs  cost  perhaps  thr 
fourths  as  much  as  their  military  coi 
terparts,    reservists   cost  one-fifth 
much  as  active-duty  people.  Greater  i  j 
of  women,  relaxation  of  age  restrictic  5 
for  certain  occupational  specialties  , 
other  steps  all  would  ease  both  the 
cruitment    and    retention  probler 
These  are  not  new  ideas,  but  milit 
traditions  and  politics  have  proven  m 
powerful  than  the  needs  of  an  efficii 
defense  posture. 

The  readiness  problem  was  empi 
sized  dramatically  last  spring,  when  1 
mission  to  rescue  the  hostages  in  Tehi 
had  to  be  scrubbed  because  of  mecha 
cal  failures  in  three  of  the  eight  heliC' 
ters  involved  in  the  operation.  It  1 
been  witnessed  at  other  troubled  tim 
as  when  the  main  five-inch  gun  on  1 
frigate  Harold  E.  Holt,  the  first  Americ 
ship  on  the  scene  when  the  Mayagi 
was  seized  in  1975,  failed  to  functi 
properly.  More  recently,  there  have  bt 
recurring  reports  of  serious  and  pervas 
equipment  failures  on  board  the  ships 
the  Navy  task  forces  that  have  be 
steaming  in  the  Arabian  Sea  since  1 
Christmas. 

These  problems  seem  to  stem  fron 
combination  of  inadequate  funding,  p 
sonnel  difficulties  and  flaws  in  the  p 
losophies  that  underlie  the  Defense  I 
partment's  decisions  concerning  the 
quisition  of  new  weapons. 

Typically,  the  Administrati 
blames  the  Congress  for  not  su 
ciently  funding  the  accounts  tl 
contribute  to  readiness.  Much,  for  exa 
pie,  has  been  made  of  cuts  in  the  op 
ations  and  maintenance  budget  (O&I 
But  a  closer  look  reveals  that,  in  rece 
years  at  least,  the  blame  for  any  und 
funding  probably  rests  as  much  with  t 
Administration.  While  the  Congress  « 
make  larger  cuts  in  the  mid-Seventies, 
the  years  since  fiscal  1977  the  Congre 
reductions  have  never  exceeded  2.6 
The  problem  actually  has  been  that  t 
annual  increases  in  O&M  funding,  ty 
cally  around  10%,  have  not  been  su 
cient  to  offset  the  ravages  of  inflatic 
particularly  as  this  account  is  used  to  p 
for  the  armed  forces'  gas  and  oil.  A  n 
cause  is  the  fact  that  at  each  level 
budget  review — within  the  military  s 
vices,  in  the  Office  of  the  Secretary 
Defense,  in  the  Office  of  Management 
Budget  and  at  the  White  House — it 
easier  to  postpone  pedestrian  things  li 
aircraft  engine  overhauls  than  to  shel 
politically  sexy  weapons  programs.  Un 
the  severity  of  the  readiness  problt 
became  apparent  earlier  this  year,  all  t 
incentives  in  the  budget  drill  w 
stacked  against  the  large  increases 
O&M  necessary  to  keep  America's  m 
tary  machine  well-oiled. 

The  previously  mentioned  problem 
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Isaac  Asimov,  polymath  and  writer 


I  am  a  prolific  writer  who  deals 
usually  (but  not  always)  with  science 
and  the  future.  My  ordinary  outlets 
have  audiences  who  are  largely  inter- 
ested in  the  same  thing  and  who  know 
me  well— my  style,  my  outlook,  the 
nature  of  the  things  i  say.  And,  in  my 
ordinary  outlets,  I  reach,  at  best,  a  few 
hundred  thousand  people  at  a  time. 

TV  Guide  is,  however,  in  another 
class  altogether.  It  is  as  broad  and  as 
wide  as  television  is,  and  when  I  am 


"I  want  to 
set  new  people 

to  thinking!' 


asked  to  do  a  backgrounder,  it  can  be 
on  anything.  It  can  be  on  the  origin  of 
the  universe  or  the  properties  of  the 
brain— but  it  can  also  be  on  science 
fiction,  on  the  Miss  America  contest, 
or  on  Queen  Elizabeth  I. 

It's  refreshing  to  have  such  a 
variety  open  to  me.  In  fact,  I  enjoy  the 
unexpectedness— the  moment  of 
wonder  when  TV  Guide  calls— the 
"What  now?"  sensation. 

I  am  sure  to  get  some  mail  of 
puzzlement  and  indignation  (in  addition 
to  applause,  of  course)  and  I  value  that, 
too.  I  don't  want  to  spend  my  life 
preaching  to  the  converted.  I  want  to. 
set  new  people  to  thinking,  even  if  I 
don't  convince  them. The  thinking  is 
the  important  thing,  and  that  is  what 
I  feel  it  to  be  my  mission  to  encourage. 


America  reads  TV  Guide. 


TV  Guide*  and  the  TV  Guide  logo  are  registered  trademarks  of  Triangle  Publications,  Inc  - 
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"Given  the  fact  that  both  sides  can  fire 
warheads  from  submarines,  fixed  and  mobile 
land-based  launchers,  long-range  bombers 
and  cruise  missiles,  can  either  the  U.S.  or  the 
US.S.R.  now  realistically  expect  to  get  the 
nuclear  drop  on  the  other?" 


retaining  skilled  technicians  also  affects 
readiness.  It  is  not  unheard  of  for  func- 
tioning pieces  of  equipment  to  be  sent 
off  for  preventive  maintenance  and  to  be 
returned  witn  problems.  One  solution 
would  be  to  emphasize  more  the  use  of 
throwaway  electronics — weapon-system 
components  built  cheaply  enough  and 
designed  with  sufficient  modularity  that 
they  can  be  removed,  discarded  and  re- 
placed easily  when  they  malfunction.  A 
second  solution  involves  less  stress  on 
sophistication  in  the  design  of  our  weap- 
ons (Forbes,  Sept.  15). 

The  McDonnell  Douglas  F-15,  the  Air 
Force's  primary  fighter,  is  by  all  accounts 
a  truly  wondrous  machine — the  most  ca- 
pable interceptor  and  dogfighter  in  the 
air  today.  Yet  the  F-15  is  so  sophisticated 
that  these  aircraft  are  down  for  mainte- 
nance 40%  of  the  time.  Moreover,  great- 
er technical  sophistication  of  course 
raises  the  cost  of  weapons.  Each  F-15 
costs  nearly  $20  million,  which  means 
that  relatively  few  can  be  purchased.  It 
may  be  that  we  would  be  better  off  with 
a  weapons  acquisition  strategy  that 
placed  more  stress  on  buying  larger  num- 


bers of  less  capable  and  less  expensive 
aircraft.  In  combat  tests  at  Nellis  Air 
Force  Base  in  1977,  for  example,  FT  5s 
achieved  a  kill  ratio  of  only  about  2  to  1 
against  Northrop's  F-5E,  a  fighter  built 
for  export  that  costs  less  than  $5  mil- 
lion— one-fourth  the  price  of  an  F-15. 

In  the  early  1970s,  then-Secretary  of 
Defense  James  R.  Schlesinger  proposed 
that  we  acquire  a  mix  of  weapons — some 
with  the  most  advanced  capabilities  for 
contingencies  in  which  a  qualititative 
edge  is  mandatory,  and  others  with  less 
advanced  components  to  maintain  the 
necessary  quantitative  balance.  The  idea 
ran  afoul  of  bureaucratic,  to  say  nothing 
of  national,  politics,-  it  could  usefully  be 
revived. 

But  in  addition  to  making  basic  deci- 
sions about  manpower  and  technology, 
some  decisions  about  reliance  on  nuclear 
weapons  relative  to  conventional  weap- 
ons have  to  be  made  as  well.  On  one 
level,  this  is  a  debate  about  how  best  to 
deter  the  Soviets.  It  is  a  theological  argu- 
ment with  no  real  answers  and  a  lot  of 
emotion.  Are  the  Soviets  looking  for  a 
nuclear  showdown,  seeking  to  do  to  us 


Can  the  burden  be  shifted? 


Huge  as  the  U.S.  defense  budget  may  seem,  its  claim  on  U.S.  resources  has  been 
getting  lighter.  Even  so,  defense  still  imposes  a  far  heavier  burden  on  the  U.S. 
economy  than  on  those  of  its  NATO  partners.  With  the  combined  GNP  of  the 
NATO  allies  now  90%  of  the  U.S.  GNP,  a  shift  in  the  load  is  overdue. 


Military  expenditures  as  percent  of  GNP 


10% 


'Latest  year  available  except  tor  U  S.,  which  is  fiscal  year  1980  tNot  represented  at  present  on  joint  military  councils 

Source:  U.S.  Arms  Control  a)  Disarmament  Agency 


what  we  did  to  them  in  the  Cuban  n 
sile  crisis  of  1962?  Does  this  kind  of  g 
make  any  sense  when  Moscow  is  lo 
ing  down  the  barrel  of  more  than  10,(1 
U.S.  nuclear  warheads?  During  the  lj 
crisis,  the  U.S.'  nuclear  arsenal  outnu 
bered  the  Soviets'  10  to  1,  and 
U.S.S.R.  had  only  200  warheads  in 
Given  the  fact  that  Moscow  will  sc 
also  have  more  than  10,000  warhea 
and  given  the  fact  that  both  sides  can 
these  weapons  from  submarines,  fij 
and  mobile  land-based  launchers,  lo 
range  bombers  and  cruise  missiles,  i 
either  nation  now  realistically  expeci 
get  the  nuclear  drop  on  the  other? 

The  theological  argument,  howe^ 
eventually  comes  down  to  the  concr 
issue  of  priorities  and  dollars.  For  ye; 
administrations  have  been  spend 
about  one-fifth  of  the  defense  budget 
strategic  nuclear  forces  and  the  rest 
conventional  or  regionally  orien 
forces.  With  several  new  strategic  we 
ons  programs  approaching  the  resea 
and  development  takeoff  points  and  w 
the  price  tag  for  all  of  these  syste 
likely  to  total  well  over  $100  billion 
the  next  five  years,  that  percentage  co 
climb  steeply.  That  would  mean  fei 
dollars  for  conventional  forces  at 
very  time  when  it  seems  that  Russi. 
will  judge  our  credibility  essentially 
the  air,  sea  and  land  forces  that  Washi 
ton  can  put  expeditiously  on  the  sceni 
a  crisis. 

The  hardware  issue  at  the  core 
the  debate  about  strategic  nuc 
forces  is  what  to  do  about 
theoretical  vulnerability  of  our  la 
based  missiles  to  a  Soviet  first  stri 
The  current  answer  is  the  MX  mol 
missile  system,  a  large  missile  operat 
on  a  racetrack-like  network  of  roads 
shelters  where  the  missile  can  hide  ; 
thus  be  protected  from  Soviet  atta 
This  system  will  cost  between  $35 
lion  and  $60  billion  over  the  next 
years — if  the  SAET  Treaty  passes. 
SALT  13  agreement  limits  the  numbe 
Soviet  warheads  to  a  level  where  tl 
could  not  expect  to  destroy  enough  I 
mobile  land-based  missiles  in  a  f 
strike  to  make  the  attack  worthwh 
Without  SALT  II,  however,  the  Sovi 
could  increase  their  number  of  warhe 
easily,  and  saturate  the  MX  system.  S 
isfactory  defense  of  these  missiles,  so 
argue,  would  then  require  the  depl 
ment  of  an  antiballistic  missile  syst 
to  shoot  down  the  additional  Soviet  w 
heads.    This   would   entail   not  o 
amending  the  1972  treaty  with  Moscc 
limiting  such  defensive  systems,  but  a 
a  bill  of  another  $30  billion  to  $50  billic 
The  subject  is  of  eye-crossing  cc 
plexity.  But  after  the  election,  the  n 
Administration   and   Congress  can: 
walk  away  from  the  question:  Are 
benefits  of  these  systems  real  enough 
spend  some  $100  billion,  or  are  thl 
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ternative  solutions  to  the  problem  of 
ad-based  missile  vulnerability  that 
juld  free  up  large  amounts  of  money  to 
lp  solve  other  military  problems  that 
perhaps  even  more  pressing? 

oremost  among  these  other  ques- 
tions is  what  kind  of  force  is  need- 
ed to  deter  Soviet  intervention  in 
Third  World,  particularly  in  the  oil- 
ij  h  Persian  Gulf  area.  The  Rapid  De- 
jyment  Force,  a  conglomeration  of 
out  250,000  troops  with  new  airlift 
d  sealift  capability,  is  supposed  to  be 
s  answer.  But  much  of  the  talk  about 
is  force  is  confused  and  contradictory, 
lb  begin  with,  it  is  not  clear  at  all  how 
t  Russians  are  supposed  to  be  deterred 
this  force.  If  the  idea  is,  as  it  seems  to 
that  Moscow  would  not  be  deterred 
til  the  force  is  fully  ready  to  go,  say 
-ee  to  five  years  from  now,  what's  to 
>p  the  Soviets  in  the  meantime;  The 
nt  is  that  the  problem  is  today,  not 
ee  years  from  now.  If  the  Soviets  are 
ermined  to  move  into  Saudi  Arabia  or 
n  for  the  oil,  they  have  no  reason  to 
it  for  three  years  until  we  build  up  a 
ge  mobile  force.  The  Pentagon's  an- 
er  of  filling  this  time  gap  ("strategic 
ndow"  is  the  commonly  used  catch- 
rase)  with  threats  of  our  using  nuclear 
apons  against  an  attacking  Soviet 
ce  is  not  likely  to  be  believed  by  Mos- 
>v  or  welcomed  by  the  countries  we 
uld  be  trying  to  save, 
f  the  idea  is  to  be  sending  the  Soviets 
lear  signal  that  further  attacks  in  this 
a  will  be  met  by  American  counter- 
ce,  that  the  way  to  deter  Moscow  is  to 
ke  clear  that  American  blood  would 
spilled  and  that  Moscow  could  not 
>ect  a  free  ride,  then  the  U.S.  already 
sesses  considerable  capability  to  do 
5.  Right  now  we  can,  within  a  week  or 
move  into  the  area  several  hundred 
tical  aircraft,  the  82nd  Airborne  Divi- 
n  and  two  Marine  brigades.  This  is  a 
Tiidable  force,  one  that  would  compel 
scow  to  mount  a  substantial  invasion 
;e  to  overcome,  and  one  that  would 
omatically  imply  a  risk  of  wider  war. 
lie  saga  of  the  C-X,  the  proposed  new 
isport  aircraft,  illustrates  the  confu- 
i  over  hardware  for  the  Rapid  Deploy- 
:nt  Force.  President  Carter  launched 
campaign  for  the  new  aircraft,  saying 
ras  essential.  Several  weeks  later,  Pen- 
on  witnesses  had  a  very  different  sto- 
o  tell,  raising  questions  about  wheth- 
uch  a  plane  could  move  enough  of  the 
'  i  ired  equipment.  Like  the  C-5A,  our 
I  sent  strategic  lift  aircraft,  the  pro- 
1Slli  ed  C-X  could  only  carry  one  or  two  of 
1    Army's  main  battle  tanks.  A  higher 
1  urity,  some  defense  experts  believe,  is 
develop  a  lighter-weight  tank  such 
t  at  least  six  could  be  lifted  at  once  on 
icr  the  C-5A  or  a  new  aircraft, 
he  idea  of  an  RDF  is  important.  The 
sident  must  have  credible  options  to 
aten  and  use  force.  But  the  new  force 
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Hinls()f"A  Ivatlier. 

Healthy  business  is  the  goose  that  lays  the 
golden  egg  and  the  key  to  the  strength  of  our  nation. 
The  spirit  of  the  American  eagle  and  the  prosperity 
of  the  golden  goose  are  inseparable. 

.In South  Carolina  we're  doing  everything  we 
can  to  be  a  sanctuary  for  both.  We  support  our  strong, 
independent  work  force  with  the  most  advanced  tech- 
nical and  vocational  system  in  the  nation. 

We  provide  new  and  expanding  industry  a 
flock  of  incentives  and  existing  industry  a  tax 
climate  that  promotes  profit.  We've  kept  our  budget 
balanced,  our  laws  fair,  our  productivity  rate  up  and 
our  work-stoppage  rate  down. 

Perhaps  that's  why  fewer  businesses  experi- 
ence failure  in  South  Carolina  than  in  any  other  state 
in  the  nation. 

Healthy  business  and  South  Carolina  are  birds 
of  a  feather  working  together  to  build  a  prosperous 
future.  When  you  look  to  your  future,  be 
sure  to  look  at  South  Carolina.  In  an 
uncertain  world,  we're  a  friend  to  the 
eagle. ..a  haven  for  the  goose. 

4S&k  South  Carolina 
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"No  NATO  power  is  prepared  to  lose  a  dollar 
or  a  franc  or  a  deutsche  mark  in  defense 
contracts,  or  take  the  political  costs  of  closing 
factories  or  laying  workers  off  in  order  to 
improve  the  alliances  efficiency  sufficiently 
to  ease  their  fears  of  military  inferiority. " 


will  never  be  credible  unless  it  is  devel- 
oped in  a  sensible  way. 

The  ultimate  paradox  about  U.S.  mili- 
tary planning  to  protect  oil  supplies  from 
the  Middle  East  and  the  Persian  Gulf  is 
that  it  is  our  Western  European  and  Japa- 
nese allies,  not  we,  who  depend  almost 
entirely  on  this  region  for  oil;  and  yet,  it 
is  we  and  not  they  who  are  contemplat- 
ing the  use  of  force  and  making  the  sacri- 
fices to  buy  the  necessary  military  pow- 
er. This  throws  into  sharp  relief  once 
again  the  disparity  in  burden-sharing  be- 
tween the  U.S.  and  its  allies. 

In  the  near  term,  it  is  virtually  impossi- 
ble to  expect  the  European  allies  to 
join  us  in  preparing  to  use  force,  if 
necessary,  in  the  Persian  Gulf  area.  Their 
domestic  politics  are  too  precariously  bal- 
anced between  left  and  right  and  they  do 
not  see  relations  with  Moscow  as  we  do. 
But  policies  beyond  the  European  area 
could  be  better  coordinated,  and  we  do 
have  every  reason  to  expect  that  they  will 
do  more  in  their  own  European  backyard. 

In  times  past,  it  made  sense  for  Wash- 
ington to  bear  a  disproportionate  share  of 
costs  and  risks,-  we  were  far  richer.  In 
1950,  the  combined  GNP  of  our  NATO 
allies  was  69%  of  ours;  today  it  is  90%. 
The  U.S.  now  plans  to  spend  somewhat 
more  than  5%  of  GNP  for  defense  com- 
pared to  3.5%  on  the  average  for  our  13 
NATO  allies.  Only  the  U.K.,  one  of  the 
allies  who  can  afford  it  least,  approaches 
us  with  a  4.8%  share  of  GNP.  Nor  can  the 
allies  continue  to  beg  off  on  the  grounds 
that  their  standard  of  living  or  industrial 
capability  is  appreciably  below  ours.  By 
merely  raising  the  allied  percentage  of 
GNP  allocated  to  defense  by  0.5%,  to  4%, 
an  additional  $  13.5  billion  would  be  avail- 
able for  the  defense  of  Europe. 

Moreover,  it  is  long  past  the  time  for 
the  political  and  military  leaders  of 
NATO  to  sit  down  and  frankly  discuss 
why  it  is  that  NATO  spends  more  than 
the  Warsaw  Pact  on  defense,  and  yet 
many  Western  military  experts  insist 
that  Pact  forces  could  overrun  Western 
Europe  in  a  matter  of  a  week.  The  highly 
respected  International  Institute  for  Stra- 
tegic Studies,  using  CIA  figures,  esti- 
mates that  NATO  expenditures  for  the 
defense  of  Europe  alone  totaled  $180  bil- 
lion for  last  year,  compared  to  $160  bil- 
lion for  the  Warsaw  Pact.  Part  of  the 
answer  rests  on  the  vast  duplication  and 
triplication  of  effort  within  the  Atlantic 
alliance.  Alliance  leaders  collectively 


wring  their  hands  about  growing  Soviet 
might,  yet  none  of  them  is  prepared  to 
lose  a  dollar  or  a  franc  or  a  deutsche  mark 
in  defense  contracts,  or  take  the  political 
costs  of  closing  factories  or  laying  work- 
ers off  in  order  to  improve  the  alliance's 
efficiency  sufficiently  to  ease  their  fears 
of  military  inferiority.  Current  efforts  to 
standardize  NATO  equipment,  or  at  least 
permit  different  nations'  forces  to  oper- 
ate together  and  to  share  R&D  costs,  are 
only  in  their  infancy. 

The  Japanese  are  a  problem  of  a  differ- 
ent order.  Japan  spends  less  than  1%  of 
its  GNP  for  defense.  Yet,  it  is  not  in  our 
long-term  interest  for  Japan  to  increase 
this  level  dramatically.  As  close  as  we  are 
to  Japan,  neither  we  nor  China  nor  our 
other  Asian  friends  want  to  encourage 
Japan  to  become  a  major  military  power. 
There  is  increasing  sentiment  for  a  grad- 
ual doubling  of  Japanese  military  spend- 
ing over  the  next  five  years — an  increase 
which  the  Japanese  could  well  afford,  and 
which  would  significantly  advance  secu- 
rity and  stability  in  the  western  Pacific. 

One  vital  field  where  our  allies  now 
do  far  more  than  we  is  foreign 
economic  aid.  Now  more  than 
ever,  long-standing  American  schizophre- 
nia must  be  cured.  While  it  is  generally 
recognized  that  the  real  threats  to  the 
peace  in  the  1980s  will  arise  in  the  devel- 
oping world,  principally  as  a  result  of 
economic  deprivation,  the  U.S.  continues 
to  reduce  foreign  economic  aid  so  we  now 
lag  far  behind  our  friends  and  allies.  In 
1979,  U.S.  foreign  economic  aid  as  a  per- 
centage of  GNP  was  0.22,  18th  in  the 
world.  Some  other  GNP  comparisons: 
0.90  for  the  Netherlands,  0.92  for  Norway, 
0.57  for  France,  0.32  for  West  Germany, 
0.39  for  the  U.K.  and  0.25  for  Japan. 

It  is  difficult  to  argue  that  the  way  to 
stop  nations  like  Turkey,  Pakistan,  Zaire 
or  those  in  Central  America  from  shift- 
ing away  from  close  relations  with  the 
U.S.  is  simply  to  increase  American  mili- 
tary spending.  Their  problems  are  over- 
whelmingly economic,  thus  making 
them  susceptible  to  revolution  by  those 
who  associate  domestic  economic  injus- 
tices with  perceived  past  abuses  by 
American  companies  and  governments. 

Republican  and  Democratic  adminis- 
trations have  been  interested  in  increas- 
ing U.S.  economic  aid,  but  Congress  re- 
mains the  stumbling  block.  Moreover, 
there  is  a  strikingly  high  correlation  be- 
tween those  who  are  the  most  ardent 


advocates  of  increasing  military  spei 
ing  and  those  who  vote  to  cut  back  e< 
nomic  aid.  Eliminating  this  kind  of  co 
partmentalization  of  our  security  thir 
ing — seeing  military  hardware  as 
substitute  for  water  wells,  factories  a 
food — is  another  necessary  part  of 
tionalizing  our  overall  military  postur 
Making  all  of  these  tough  policy  de 
sions  also  means  making  even  tougl 
political  decisions.  The  traditional 
sponse  to  proposals  for  rationalizing  t 
defense  budget  has  been  to  throw 
one's  hands  and  say,  "That's  politic 
But  now,  for  the  first  time  since  the  e 
of  World  War  II,  the  U.S.S.R.  has  pull 
even  with  the  U.S.  in  military  power- 
some  respects  we're  stronger  and  in  o 
ers,  they  are.  In  the  past,  we  could  affc 
the  luxury  of  such  politics.  But  if  t 
world  situation  is  as  serious  as  the  poli 
cians  and  military  men  say,  then  it 
time  to  do  three  things: 

•  The  Congress  must  set  spending  t 
gets  that  are  both  sufficient  to  meet  c 
defense  needs  and  sustainable  over  t 
long  haul  in  the  face  of  economic  a 
political  realities. 

•  The  Administration  and  the  Cc 
gress  together  must  hammer  out  lasti 
and  sensible  solutions  to  the  fundami 
tal  issues  that  have  plagued  our  defer 
policy  for  three  decades. 

•  The  President  must  act  decisivi 
and  with  courage  and  skill  to  ensure  tl 
these  solutions  do  not  fall  prey  to  spec 
bureaucratic  and  economic  interests. 

In  the  meantime,  as  we  increase  c 
defense  budget  to  a  level  that  can 
sustained  and  try  to  better  organize  wl 
we  are  already  spending,  the  danger 
that  we  might  damage  ourselves  throu 
hysterical  rhetoric  about  the  Sovi 
American  military  balance.  There  is 
doubt  the  Soviet  Union  represents  mc 
of  a  military  challenge  to  our  interests  a 
the  general  peace  than  ever  before.  Tht 
also  is  little  doubt  that  talking  about  l 
U.S.S.R.  as  if  it  were  ten  feet  tall  and  t 
U.S.  as  if  it  were  a  pygmy  discouraj 
friends,  worries  the  nonaligned  and  e 
boldens  the  Kremlin.  Many  former  m 
tary  and  civilian  leaders  are  outdoing  ea 
other  in  telling  the  world  the  U.S.  is  we 
and  unreliable.  Many  foreign  leaders  ; 
beginning  to  believe  it,  and  there  is 
substantial  risk  that  we  could  lose  po 
tion"  and  even  run  risks  of  war  throu 
Soviet  miscalculation. 

Right  now  and  in  the  next  few  yea 
there  is  an  overall  military  balar 
between  the  U.S.  and  tne  Sov 
Union.  The  Soviets  face  massive  econo 
ic  and  political  problems.  There  are  a 
adverse  trends  that  we  must  check  if 
are  to  avoid  military  imbalances  in  t 
future.  But  it  is  fully  within  our  power 
maintain  our  interests  and  the  peace  o' 
the  long  run  if  we  take  commonser 
steps  and  if  we  do  not  allow  hysteria 
prevail  in  the  short  run.  ■ 
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if fli  1*1        Toss  in  a  side  order  of 

lUU  LL  2,508,000  french  fries,  52,774,000 
|hh  m  I  pounds  of  seafood  and 

|P|  II  Xlfllll       49,704,000  pounds  of 

~ i ipTiJi  cheese  and  you  still 

lO^TF  HF  nave ^ust  our  Food  Group. 
IM|#  EL  US  Small  potatoes  considering 
111 II ||T  there  are  even  more  divisions  to  this 
|f  nlll  $17  billion  "Forbes  500"  company. 
IIIEIA  10  In  33  states,  our  Distribution 
vflwlllllj  lu  Group  supplies  prescription 
,!       .     J         drugs,  electrical  or  plumb- 

II  ARfll IT ing  supp,ies-  °ur  H°te|s  & 

HOUU  !■    Resorts  Group  operates 


•  23  hotels  and  resorts  in  eight 
states.  Ten  Liberty  House 
department  stores  in  California,  one  in  Reno  and 
34  outlets  in  Hawaii  contribute  to  the  rapid 
growth  of  our  Retail  Group.  Sugar  sweetens 
our  earnings.  And  5,763,351  nursery  plants  sold 
by  our  Agriculture  Group  helped  us  break  all 
sales  records  in  1979.  We're  a  growing  concern, 
concerned  about  growing.  For  more  information 
and  our  annual  report,  write  Grafton  Jhung, 
Amfac  Inc.,  Western  Regional  Office;  P.O. 
Box  7813,  San  ^ 

Bringing  you  life's  little  things, 
in  a  big  way. 


Photovoltaic  cells  are  already  a  brisk  little 
business.  Within  the  decade,  they  will  begin  an 
economic  revolution.  Homeowners,  electric 
utilities  and  Arab  sheikhs,  take  note. 


Solar  power 
for  real 


Ride  on  a  shrimp  boat  out  of  one  of  the 
Gulf  ports — Lake  Charles,  La.  will  do — 
and  soon  you  will  find  yourself  amid  hun- 
dreds of  oil  platforms,  stretching  as  far  as 
the  eye  can  see.  Lift  your  binoculars.  On 
each  platform  you  will  see  a  rectangular 
glass  panel  about  four-foot  by  two-foot 
with  silvery  circles  encased  in  it  and  a 
battery  attached  underneath.  By  1990 
you  will  quite  likely  see  such  panels  on 
the  roof  of  a  neighbor's  house.  Maybe  on 


By  Jean  A.  Briggs 


your  own.  And  the  world  will  never  be 
the  same. 

Photovoltaic  cells,  three-inch  silvery 
wafers  of  silicon  that  absorb  sunlight  and 
emit  electricity,  have  come  down  to 
earth.  They  have' become  a  fast-growing, 
$4()-million-to-$50-million  business  for  a 
very  simple  reason:  As  recently  as  1976 
they  cost  $50  per  peak  watt  of  generated 


electricity  and  now  they  cost  $6.  A 
result,  they  are  beginning  to  comp 
with  small  diesel  generators  (up  to  a  f 
kilowatts).  Before,  they  could  comp 
only  with  storage  batteries,  and  tr 
only  in  places  like  navigational  bu» 
and  space  satellites  where  it  was 
much  fun  going  out  and  trying  to  repl 
the  battery. 

Ah,  but  now.  A  12-foot  panel  pow, 
the  refrigerator,  TV  set,  radio,  wa 
pumps  and  lights  on  a  lookout  towel 
California's  Lassen  National  Forest 
rays  have  appeared  in  Egypt,  to  supj 
water  pumps  along  the  Nile.  In  the  Iv 
Coast,  they're  being  used  to  power 
receivers  in  village  schools.  In  a 
years  you  will  see  them  along  the 
850-kilometer  Australian  National  R 
way,  providing  30  kilowatts  to  run 
railroad's  communications  links,  cou 
sy  of  Exxon  Corp.  In  Saudi  Arabia,  pi 
are  afoot  for  an  array  that  will  covfl 
square  kilometer  and  electrify  two  n< 
by  villages,  combined  population  3, 
There  are  thousands  of  such  villa 
around  the  world,  outside  the  distri 
tion  grid  of  any  power  plant  and  far  fr 
any  possible  hydroelectric  site,  and  oi 
nizations  such  as  USAID  and  the  Wfl 
Bank  are  looking  into  the  funding  of 
lar  projects  for  them.  Sometime  rj 


Harnessing  the  sun 


For  more  than  a  year  now,  33,660  photovoltaic  solar  cells 
covering  one-third  of  an  acre  and  generating  15,000  watts 
have  been  powering  WBNO,  Bryan,  Ohio's  daytime  AM 
radio  station  (left  and  center).  The  diagram  (upper  right) 
shows  how  the  cells  work.  When  sunlight  falls  on  a  wafer 
of  prepared  silicon,  negative  charges  or  electrons  begin  to 


move,  leaving  "holes"  or  positive  charges  behind.  At  the 
point  of  separation  (the  n/p  junction  in  the  diagram) 
electricity  is  generated.  Metal  wires  collect  it  and  take  it 
off  to  do  its  work.  The  capital  cost  of  the  installation 
works  out  to  about  $10  per  watt — still  at  least  ten  times 
more  than  conventional  alternatives. 


142 


FORBES,  OCTOBER  13, 


How  do  you  make  cash 
more  profitable  whenyouVe  already 

done  all  you  can? 


The  Chemical  Solution: 
ChemSphere; 


ChemSphere  works  with  successful  cash 
managers  to  make  them  even  more  successful. 

When  your  cash  is  already  making  a  good  profit,  it 
takes  a  close,  hard  look  at  your  global  treasury  operations 
to  show  you  an  even  bigger  profit. 

So  Chemical  Bank  developed  ChemSphere,  a 
tinique  combination  of  services,  systems,  and  people  that 
helps  you  explore  all  of  cash  management's  possibilities. 
(Including  the  possibility  of  something  new.  It  has  made 
Chemical  Bank  the  leader  in  cash  management. 

ChemSphere  solutions  are  already  working 
for  thousands  of  organizations  worldwide. 

Companies,  financial  institutions,  and  governments 
in  over  30  countries  are  already  profiting  from  ChemSphere 
Services  like  ChemLink,®  Portfolio  Management  System, 
jForeign  Exchange  Advisory  and  Foreign  Regulations 
Services,  Consulting,  and  a  complete  range  of  collection 
md  disbursement  services. 

You  can  profit  from  them,  too,  no  matter  how 


unique  or  complex  your  cash  management  needs  are. 
A  team  of  bankers  providing  solutions 
to  all  your  cash  management  problems. 

ChemSphere  encompasses  the  globe.  In  the  U.S., 
Europe,  Latin  America,  the  Far  East,  and  elsewhere, 
hundreds  of  experts  offer  you  their  experience,  energy, 
and  insight. 

If  they  can't  completely  answer  your  needs  with 
existing  methods,  they'll  find  a  new  way  to  do  it. 

Tell  us  about  your  cash  management  needs. 
We'll  tell  you  about  the  Chemical  solutions. 

Chemical  Bank  has  become  the  worldwide  leader 
in  cash  management  by  planning  for  tomorrow  in  the 
solutions  we  provide  today.  Mention  ChemSphere  to 
your  Chemical  account  officer.  Or  write  W.  D.  Baird,  Jr. 
Senior  Vice  President,  Chemical  Bank,  20  Pine  Street, 
New  York,  N.Y  10087.  Or  call  (212)  770-3600.  We'll 
tell  you  more  about  how  cash  management  problems 
disappear  when  you  apply  the  Chemical  solution. 


Chemical 

Leader  in  worldwide  cash  management. 
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Who  said  no  news 
is  good  news? 


Without  newspapers,  your  town 
could  be  missing  a  lot  more  than  news. 

For  example,  there'd  be  no  ads. 
Without  ads,  stores  would  miss  cus' 
tomers,  movies  would  miss  audiences, 
applicants  would  miss  jobs,  and  so  on. 

That's  exactly  what  could  happen 
if  newspapers  weren't  protected 
against  loss  by  insurance.  Few,  if  any, 
would  be  able  to  stay  in  business. 
The  financial  risks  would  be  too  great. 

Insurance  isn't  just  for  when 
things  go  wrong.  It  also  helps  us  get 
more  out  of  life.  And  because 
insurance  allows  people  to  face  finan' 
cial  risks  they  otherwise  couldn't 
afford,  it  plays  a  vital  role  in  America's 
free  enterprise  system. 

We're  proud  of  the  insurance 
business.  And  the  people  involved  in 
it.  Especially  our  more  than  1,300 
independent  insurance  agents  and 
brokers  who,  with  us,  are  dedicated  to 
helping  insure  the  American  way  of  life. 

Industrial  Indemnity 

a  Crum  and  Forster  organization 


Home  Office:  San  Francisco  94120 


year,  the  Department  of  Energy  probably 
will  solicit  proposals  for  a  utility  demon- 
stration project  in  the  U.S. 

That's  at  $6.  That's  with  a  wasteful 
manufacturing  process  for  the  silicon 
wafers  (the  same  silicon  wafers  used 
to  make  microprocessor  chips  and  oth- 
er semiconductors).  The  silicon  costs 
$65  to  $100  a  kilogram,  and  the  ingot 
costs  substantially  more,  because  it  is  a 
large  single  crystal  laboriously  "grown" 
by  what  is  called  the  Czochralski  meth- 
od. Among  other  things,  half  the  ingot 
of  single-crystal  silicon  is  lost  slicing  off 
the  wafers  with  a  diamond  saw.  That 
price  is  also  in  consideration  of  today's 
still  tiny  production  rate  for  solar  arrays 
which  prevent  potentially  massive 
economies  of  scale  from  coming  into 
operation. 

What  happens  when  a  Union  Carbide 
pilot  plant  comes  on  stream — startup  is 
scheduled  for  year-end  and  full  produc- 
tion for  1982 — and  produces  virtually 
the  same  silicon  at  only  $10  to  $20  a 
kilo?  Or  when  one  of  the  technologies 
comes  through  that  will  replace  the 
crystal -growing  and  -sawing  stages,  thus 
eliminating  nearly  all  the  waste?  What  if 
that  technology  is  the  one  being  worked 
on  by  Westinghouse?  That  increases  the 
solar  cell's  efficiency  from  10%  to  16%. 
Or  what  happens  when  some  of  the 
projects  that  are  being  funded  by  Jet 
Propulsion  Laboratory  come  through 
and  cut  the  manufacturing  costs  of  the 
complete  systems  of  which  the  cells  are 
the  crucial  part? 

Paul  Maycock  and  Dr.  Morton  Prince, 
formerly  of  Texas  Instruments  and  Bell 
Laboratories,  respectively,  and  now  the 
top  two  men  at  the  Department  of  Ener- 
gy's photovoltaic  group  in  Washington, 
D.C.  have  a  little  graph.  "In  1980  dol- 
lars," says  Maycock,  "the  cost  will  fall 
from  the  current  $6  to  below  $3  by  the 
end  of  1982,  and  under  $1  by  1986."  In 
fact,  Maycock's  group  is  aiming  for  a 
cost  of  70  cents  per  peak  watt  in  con- 
stant dollars,  in  1986. 

Maycock  insists  it's  easy.  There  are 
nine  U.S.  companies  and  a  handful  of 
foreign  companies,  including  Sharpe  and 
Philips,  that  make  up  this  fledgling  in- 
dustry. Some  of  the  smaller  private  com- 
panies his  group  is  working  with  think 
the  goal  is  totally  unrealistic  but  disagree 
mostly  with  the  timing,  not  the  price 
level.  On  the  other  hand,  Westinghouse 's 
research  manager,  Dan  Muss,  thinks 
even  the  timing  is  "not  far  off." 

They  argue  a  lot  because  that  number, 
70  cents  per  peak  watt,  and  the  date- 
when  it  is  eventually  reached  are  two 
very  significant  milestones.  At  today's 
fuel  prices,  a  price  of  70  cents  per  peak 
watt  would  make  these  panels  of  little 
silvery  discs  competitive  with  many 
electric  utilities  for  supplying  electricity 
for  individual  houses. 

There  is  a  market  analyst  in  May- 


cock's  group,  one  Andrew  Krantz,  who 
contends  that  photovoltaics  could  be  a 
$30  billion  industry— in  1980  dollars— by 
the  end  of  the  century.  Even  a  calmer 
observer,  not  in  heat,  might  say  half  that 
figure.  Small  wonder  the  companies  in- 
volved in  the  field  regularly  get  calls" from 
bankers  and  consultants  with  interested 
clients. 

Clearly,  heady  times  are  coming  for 
those  already  involved — if  they  can  stay 
the  pace.  One,  Solar  Power  Corp.,  is  an 
Exxon  subsidiary  with  sales  of  perhaps  $4 
million,  inspired  by  a  solar  cell  scientist 
in  the  U.S.'  space  program,  Dr.  Elliot 
Berman.  Another,  Solarex  Corp.,  based  in 
Rockville,  Md.,  founded  about  the  same- 
time  by  a  Comsat  scientist,  Dr.  Joseph 
Lindmayer,  is  the  current  market  leader, 
with  estimated  sales  of  $10  million. 

Two  companies  can  be  regarded  as 


successors  to  the  original  Hoffman  Elec- 
tronics that  first  supplied  NASA  with 
space  cells.  Applied  Solar  Energy  Corp. 
is  the  direct  corporate  descendant;  it 
has  changed  hands  several  times.  In 
1979  Optical  Coating  Laboratory,  Inc., 
its  most  recent  buyer,  spun  off  32%  of 
the  stock  to  the  public.  Applied  Solar  is 
second  largest,  it  thinks,  with  photovol- 
taic sales  of  $6.3  million,  including  its 
space  business.  A  small  private  com- 
pany making  cells,  Silicon  Sensors,  Inc., 
in  Dodgeville,  Wis.  was  founded  by  a 
Hoffman  plastics  encapsulation  (cover- 
ing the  cells  with  something  clear  and 
protective)  engineer. 

Hughes  Aircraft's  Spectrolab,  another 
space  supplier,  spawned  private  Solec  In- 
ternational Inc.,  a  Hawthorne,  Calif. - 
based  company,  which  expects  to  have 
sales  of  $2  million  this  year.  And  Exxon's 
Solar  Power  has  already  had  offspring: 
a  company  called  Solenergy  Corp.,  out- 
side Boston  and  founded  in  February 
1978  by  former  marketing  vice  president 
Bob  Willis.  In  addition,  there  is  Arco 
Solar,  Inc.  (where  the  original  Dr.  Ber- 
man hangs  his  hat)  which  is  now  reputed 
to  be  the  most  aggressive  participant  in 
the  business. 

Finally,  Tideland  Signal  Corp.,  a  pri- 
vately owned  Houston  purveyor  of  navi- 
gational aids,  makes  its  own  photovolta- 
ic systems. 

"This  type  of  proliferation  is  classic  in 
high-technology  businesses,"  comments 
Applied  Solar's  Sales  Manager  Wayne 
Stevenson. 

All  tiny,  mostly  struggling,  and  not 


alone.  Research  programs  of  one  kind  « 
another  are  under  way  at  Mobil  (with  it 
partner,  Tyco  Laboratories,  Inc.),  West 
inghouse,  Texas  Instruments,  Eastmai 
Kodak,  Royal  Dutch  Shell  (through  a  sub 
sidiary  called  SES  Inc.).  Dozens  of  com 
panies  are  doing  development  project, 
for  the  Department  of  Energy  and  Je 
Propulsion  Laboratory.  Among  them  ar! 
RCA,  Honeywell,  Owens-Illinois,  Motoi 
ola  and  Boeing. 

The  promised  land  is  housing,  mor 
than  any  other  single  market.  At  that  70 
cent  price — or  lower — it  is  highly  hkel 
that  new  residences,  especially  wher 
peak  demand  occurs  at  the  sunniest  hou 
of  the  day  and  where  user  rates  are  ver 
high,  will  have  photovoltaic  arrays  o 
their  rooftops  (New  York,  given  all  thi 
variables,  may  find  them  economic  nd 
long  after  Arizona  does).  In  the  begin 


ning,  homeowners  probably  won't  hi 
able  to  cut  themselves  off  entirely  frorjj 
outside  electricity  simply  because  thl 
sun  doesn't  shine  for  24  hours  a  day.  Bi 
improved  electrical  storage  systems — k 
ing  enthusiastically  pushed  by  anothti 
DOE  office — would  change  that  fast. 

A  Westinghouse  study  made  for  DO 
goes  through  some  extensive  calcuh 
tions.  According  to  these,  around  1991 
the  total  cost  of  a  photovoltaic  systel 
might  be  $23,100  to  a  Boston  horn 
buyer,  $16,800  to  one  in  Phoenix, 
costs  more  in  Phoenix  because  of  lowt 
heating  needs  and  daylight  peak  d« 
mands.  Those  prices  would  apply  f( 
systems  providing  75%  of  all  th 
home's  energy  requirements — heat  it 
eluded — in  Boston,  and  90%  in  Phoenn 
A  high  capital  cost,  but  remember,  th 
fuel  comes  free.  High-volume  ^.odu< 
tion,  the  study  figures,  could  well  ci 
the  capital  costs  by  about  a  third. 

Still,  the  high  up-front  cost  suggesl 
that  there  should  be  something  for  othe: 
wise  endangered  electric  utility  comp; 
nies  to  do  in  a  photovoltaic  future.  Th 
bad  news  is  obvious.  Not  only  woul 
they  stand  to  lose  income  from  custom 
ers  supplying  their  own  power  but  feder; 
law  now  requires  them — never  mind  th 
technical  complexities  involved — to  bu 
any  excess  power  from  homeowners,  sa 
at  high  noon,  and  at  a  "fair  and  equitab 
price."  What  "fair  and  equitable"  mean 
is  already  being  debated  by  a  first-gener; 
tion  wave  of  lawyers  and  bureaucrats. 

It  could  make  sense  for  the  utilities  t 
provide  such  photovoltaic  systems  an 


It  is  highly  likely  that  new  residences,  especially  where  peal 
demand  occurs  at  the  sunniest  hour  of  the  day  and  where  use 
rates  are  very  high,  will  have  photovoltaic  arrays  on  thei, 
rooftops.  In  the  beginning,  homeowners  probably  wont  be  abh 
to  cut  themselves  off  entirely  from  outside  electricity  simplt 
because  the  sun  doesn't  shine  24  hours  a  day.  But  improvet 
electrical  storage  systems  could  change  that  fast. 
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now  an  inausinai  proauci 
from  Colt  Industries 
helps  give  a  substantial  boost 
to  American  productivity. 


Mew,  super  high  speed  ste 

Division  are  helping  the  nation's  toolmakers  turn  out  durable  metal 
cutting  tools  that  produce  more  parts— and  produce  them  faster.  Our 
Crucible  Particle  Metallurgy  process  produces  a  completely  uniform  steel 
structure,  so  that  tools  made  from  our  CPM  steel  perform  the  same  way 
svery  time.  There's  longer  tool  life  and  less  tool  maintenance,  resulting  in 
significantly  higher  productivity.  With  process  and  product  improvement 
ike  this,  it's  not  surprising  that  our  Crucible  divisions  are  leaders  in  spe 
ialty  steels.  Or  that  Colt  Industries  is  a  leading  supplier  to  the  industrial 
ector  of  the  U.S.  economy.  For  our  latest  financial  reports,  write  Colt 
industries  Inc,  Dept.  BB,  430  Park  Avenue,  New  York,  NY  10022. 

airbanks  Morse  diesel  engines  'Fairbanks  scales  •  Pratt  &  Whitney  and  Elox  production  equip- 
ent  *Quincy  compressors  'Central  Moloney  transformers  'Trent  welded  stainjess  steel  pipe  and 
bmg -Crucible  permanent  magnets  and  coil  springs  'Colt  firearms  GHolley  carburetors 
handler  Evans  fuel  controls  'Fairbanks  Morse  pumps    Crucible  specialty  steels  LGarlock  industrial 
eals  'Stemco  truck  products  'France  compressor  products    Menasco  shock  mitigation  systems. 


Colt  Industries 


From  desk 
to  deck 
in  12  minutes. 

No  place  in  Rhode  Island  is 
far  from  our  400  miles  of 
coastline...  America's  Cup 
Races. ..blue  water  sailing  to 
Block  Island,  or  cruising  on 
Narragansett  Bay. 

But  that's  after  work. 
During  work,  you  can  reach 
more  people  and  more 
income  within  a  300  mile 
area  than  you  could  within 
300  miles  of  LA,  Chicago, 
St.  Louis,  Dallas,  Cleveland 
or  Atlanta. 

Taxes?  10%  lower  than 
the  Northeast  average -and 
below  the  national  average. 
Tax  exempt  financing,  too. 
Write  or  phone  Rhode  Island 
Department  of  Economic 
Development,  7  Jackson 
Walkway,  Providence,  RI 
02903.  401-277-2601.  Attn: 
Scott  Eubanks,  Director. 


Rhode  Island 

The  workstyle/lifestyle  state. 





The  Caymans 

Composite  choice  of 
travel  agents  over  the  Bahamas, 
Mexico  and  22  Caribbean  Islands.* 

Grand  Cayman,  Cayman  Brae,  Little  Cayman. 

For  those  who  wish  to  relax  in  an  uncommon,  unspoiled 
environment,  among  gracious  people  in  one  of  the  few 
remaining  British  Crown  Colonies  in  the  Caribbean. 

Uncrowded  white  sand  beaches.  An  incredible  undersea 
world  for  snorkelers  and  divers.  Tennis.  Big  game  fishing. 
The  most  favorable  duty  free  shopping  in  the  West  Indies. 

Beautiful  apartments  are  available  for  a  modest  rental  for  a  few 
days  or  weeks.  Luxurious  clubs  and  villas.  Comfortable  hotels. 

Our  colorful  brochure  will  help  you  to  understand  why  travel 
agents  think  so  highly  of  the  Caymans. 

Write  or  call  305-444-6551.  *1980  study  commissioned  by  the 
Caribbean  Tou  nst  Association. 

Cajman  r&  Islands 
Department  of  Tourism 

 250  Cam ionia  Ave.,  Coral  Gables,  Fl.  33134  


offer  them  for  outright  sale,  long-t» 
installment  sale  or  rent.  Big  utilu 
could  buy  the  hardware  in  big  volu 
producing  cost  savings,  faster  dera 
growth  and  earlier  economies  of  scale 
manufacturers.  A  recent  act  of  Cong| 
now  allows  the  utilities  to  do  just  tha 
will  take  a  long  time  for  any  convera| 
rate  now  foreseen  to  make  a  big  den 
their  revenues.  And  what  the  utilil 
lose  in  power  sales  they  could  well 
back  in  savings  from  not  using  expen: 
peak  generating  equipment  or  from  p 
poning  the  need  to  finance  big  cen 
plants.  (Big  plants  will  still  be  needed 
the  way — to  supply  industry;  solar  an 
for  really  big  users  would  likely  cc 
entirely  unreasonable  numbers  of  sqij 
miles.) 

What  is  there  to  stop  the  adven 
Photovoltaic    America?  Technolog 


It  could  make  sense for  the  ui 
ities  to  sell  or  rent  photovol 
ic  systems.  Big  utilities  cot 
buy  in  volume,  producing  cc 
savings, faster  demand  grou 
and  earlier  economies  of  set 
for  manufacturers. 


snags  could,  of  course,  delay  it 
amounts  of  land  required  could  be  a  p: 
lem  (though  there  is  plenty  of  "waslj 
space  around,  when  you  think  of  it.  Rc 
of  course,  are  a  prime  location,  but  I 
about  covering  parking  lots  with 
things?  Unlike  conventional  souif 
small  arrays  are  just  as  efficient  as  lai 
arrays.  There  are  virtually  no  econor 
of  scale  for  this  type  of  power  generati 
And  there  are  competing  alternate  em 
sources  under  development,  some 
which,  like  windmills  on  hilltops 
biomass  fuel  for  utility  boilers,  may  pi 
to  be  cost  effective  sooner  than  solar  c 
But  then,  no  one  energy  source  is  hkel 
prove  the  be-all  answer  to  the  en» 
crisis  under  any  circumstances. 

And  there's  at  least  one  man  aro 
who  foresees  a  really  big  future  for  phi 
voltaics — Dr.  Reinhard  Dahlberg,  hea 
Germany's  AEG-Telefunken's  semio 
ductor  division,  traveled  to  the  U.S. 
June  to  present  his  vision  of  the  ph 
voltaic  future.  He  proposed  building  h 
photovoltaic  plantations  in  the  em! 
sun-drenched  areas  of  the  world,  creai 
vast  power  centers  that  would  proc 
electricity  to  be  used  to  break  down 
ter  and  draw  off  hydrogen.  The  hydrc 
would  be  piped  or  shipped  where 
needed  to  fuel  cars,  tractors,  po 
plants,  everything.  The  result,  he  s 
would  be  a  bountiful  energy  supply 
the  entire  world  in  the  middle  of  the  i 
century. 

The  price  tag  for  thus  eliminating 
energy  crisis  once  and  for  all:  a  mere 
trillion.  ■ 
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Roberta  Stovall.  Operations  Officer  of  First  National 
Bank  in  St.  Louis.  Born:  Portland,  Oregon,  1947. 
Enjoys  reading  and  music.  "I  try  to  read  a  book  a  week." 
Specialty:  trouble-shooter  in  transit  department,  where  over 
700,000  checks  are  processed  each  day 

Knows  that  transit  —  with  its  own  department  computer 
system  that  processes  checks  for  corporate  and  individual 
accounts  alike  —  is  a  key,  behind-the-scenes  cash  management 
function.  "We  aren't  visible.  But  we  know  we're  doing  our  job  when 
checks  are  collected  on  time  and  customers  don't  complain." 

Believes  that  good  people  are  more  vital  to  a  bank  than 
sophisticated  machines.  "Everybody  puts  something  extra  into 
their  jobs  here.  That's  why  a  lot  of  good  work  gets  done."  At  First 
National  Bank  in  St.  Louis.  Where  Firstperson  performance  pays 
off  for  national  corporations. 

Firstperson. 


510  Locust  Street,  St.  Louis,  Missouri  63101  (314)  342-6547 


Montana  Power  is  trying  to  win  its  customers 
over  by  changing  them  from  adversaries  to 
capitalists.  It's  something  other  companies 
might  well  consider 

A  Butte 
of  a  plan 


Joe  McEltvain,  Montana  Power's  CEO 

Customer-shareholders  ••appreciate  our  problems  a  little  more. 


By  Allan  Sloan 

NO  ONE  WOULD  EVER  CONFU) 
Butte,  Mont,  with  Wall  Stret 
Manhattan.  By  the  same  toke| 
no  one  would  ever  confuse  Wall  Strei 
with  Butte,  which  may  be  why  the  bo} 
in  Butte  have  managed  an  investmei 
innovation  that  for  years  has  eluded  tl 
big  shooters  on  Wall  Street. 

Montana  Power  Co.,  a  $400  millic 
(revenues)  electric  and  gas  utility  bas« 
in  a  modest  four-story  building  in  dow 
town  Butte,  has  figured  out  how  to  get  ii 
customers  to  buy  shares  in  the  compai 
on  a  regular  basis.  For  as  little  as  $10 
month,  Montana  Power  customers  ci 
be  Montana  Power  stockholders.  N 
only  does  the  plan  help  raise  equity  cai 
ital,  it  makes  the  new  shareholders  w< 
ry  as  much  about  Montana  Power's  pre 
its  as  they  do  about  their  utility  bills.  Ni 
a  bad  way  to  promote  investment  whi 
turning  potential  adversaries  into  allit 
"We've  gone  through  this  thing  of  cu 
tomer  resistance,"  says  Montana  Pow 
Chairman  Joe  McElwain,  "but  when  cu 
tomers  become  shareholders,  they  appi 
ciate  our  problems  a  little  more." 

That's  so  obvious  you'd  have  expect 
some  Wall  Street  sharpies  to  capitali 
on  the  idea  years  ago.  Instead,  inspii 
tion  came  from  Great  Falls,  Mont.  Ii 
Davidson,  chairman  of  the  nine-offii 
D.A.  Davidson  &  Co.  brokerage  hou: 
brought  the  idea  to  McElwain,  who  spe 
a  year  and  a  half  getting  it  past  the  SE 
the  Montana  Public  Service  Commissi 
and  assorted  other  obstacles. 

The  plan  is  simple.  A  customer  c 
send  in  a  lump  sum  or  monthly  check, 
can  have  Montana  Power  take  mom 
out  of  his  checking  account  on  the  28 
of  the  month.  Once  a  month,  the  coi 
pany  issues  new  shares,  based  on  t 
average  price  of  Montana  Power's  sto 
on  the  New  York  Stock  Exchange.  Mc 
tana  Power  pays  the  expenses — abc 
5%  of  investment  proceeds  now,  sorr 
what  less  in  the  future — about  the  sar 
as  floating  the  issue  on  Wall  Street. 

Butte,  of  course,  isn't  completely  i 
known  outside  Montana.  It's  famous 
Anaconda's  stupendous  copper  mil 
which  is  gradually  devouring  downtow 
Another  famous  Butte  product  is  da 
devil  Evel  Knievel,  whose  eight-acre 
tate  recently  exchanged  hands  at  a  fo 
closure  sale  because  he  didn't  keep  up  1 
$4,000-a-month  mortgage  payments. 

The  closest  thing  to  Montana  Powe 
program  is  a  comparatively  cumbersoi 
plan  set  up  by  Virginia  Electric  &  Pov 
Co.  this  summer.  Vepco  holds  custo 
ers'  money  for  up  to  a  year,  paying  8 
interest,  and  issues  stock  at  year-end. 
customer  has  to  wait  up  to  12  months 
become  an  investor — and  also  has 
pick  up  part  of  the  expense  tab.  T 
Montana  Power  approach,  by  which  11 
cents  of  the  investor  dollar  is  turned  in 


150 


FORBES,  OCTOBER  13,  IS 


Who  has  the  capability 

to  transmit  your  information 

with  99.99999%  accuracy? 


American  Satellite.  We're  a 
system  you  can  relay  on. 


Reliability.  If  a  business  commu- 
nications system  doesn't  have  it, 
all  the  other  advantages  are 
meaningless.  Our  American 
Satellite  system  can  offer  you  the 
kind  of  accuracy  that  generates 
only  one  error  in  every  10  million 
bits  of  information. 

Accuracy  is  only  one  aspect  of  the  American 
Satellite  story.  Flexibility  is  another.  We  can  tailor  a 
satellite  communications  system  to  your  specific 
needs  for  voice,  data  and  image.  And  as  your 
needs  change,  our  system  can  change  right 
along  with  them.  Servicing  is  easy  due  to  our 


design,  and  so  is  the  incorpora- 
tion of  new  technology. 

American  Satellite  has  pio- 
neered many  advances  in  the 
communications  field,  but  we 
never  lose  sight  of  the  basic  fact 
that  a  system  is  only  as  good  as 
it  is  accurate.  And  we're  99.99999%  sure  that 
we're  the  best.  For  more  information  write  to 
American  Satellite  Company,  20301C4 
Century  Blvd.Germantown,  Maryland  20767. 

AMERICA! 

SATELLITE 
COMPAf 

Between  heaven  and  earth 
there's  little  we  can't  do. 


equity  and  the  investor  is  gratified  by 
adding  to  his  holdings  12  times  a  year,  is 
clearly  a  superior  product. 

Montana  Power's  results  are  puny  by 
Wall  Street  standards — less  than  $1  mil- 
lion of  new  equity  has  been  raised  so  far. 
But  that's  not  the  point.  Other  utilities, 
in  areas  more  densely  populated  than  Big 
Sky  territory,  would  undoubtedly  raise 
more  money — and  convert  more  cus- 
tomers into  allies.  Consider  this:  Mon- 
tana Power,  which  for  years  had  bad  rela- 
tions with  its  regulators  and  customers, 
got  more  than  a  5%  response  to  its 
238,000-piece  mailing  describing  the 
plan.  As  of  late  September  the  Davidson 
firm,  which  is  handling  the  sale  ("We're 
not  in  the  stock  brokerage  business," 
says  Chairman  McElwain),  had  been 
snowed  under  by  almost  13,000  re- 
sponses, with  more  continuing  to  trickle 
in.  The  firm,  which  has  only  50  brokers, 
has  worked  its  way  through  almost 
12,000.  As  part  of  the  deal  with  the  SEC, 
Davidson  must  call  every  respondent  to 
see  if  Montana  Power  is  a  suitable  in- 
vestment. Cumbersome?  Yes,  but  much 
less  onerous  than  having  to  fill  out  cus- 
tomer cards  for  each  new  investor — the 
SEC's  normal  requirement.  Davidson,  of 
course,  is  making  out  better  than  any- 
one. The  firm  has  gotten  free  publicity 
from  the  Montana  Power  mailing,  will 


gross  about  $100,000  in  fees  from  the 
program  and  is  sitting  on  the  greatest 
potential-customer  list  ever  seen  by  a 
Montana  brokerage  house. 

So  far,  a  bit  more  than  1,600  Montana 
Power  customers  have  signed  up.  "Our 
goal  is  5,000,"  proclaims  McElwain. 
Since  about  125  of  the  1,600  already  held 
Montana  Power  common  stock,  the 
company  has  added  about  1,475  to  the 
approximately  12,000  customer-share- 
holders it  already  had. 

For  their  money,  the  Montana  Power 
customers  are  getting  a  very  interesting 
stock.  Montana  Power  isn't  much  of  a 
utility,  but  it's  a  pretty  good  natural  re- 
source company.  Its  utility  earnings  are 
dreadful:  maybe  9%  on  equity  from  its 
electric  business,  nothing  on  its  natural 
gas  distribution  business.  But  the  com- 
pany is  sitting  on  hefty  natural  gas  re- 
serves just  north  of  the  border  in  Alberta, 
has  oil  holdings  in  the  U.S.  and  substan- 
tial coal  holdings  in  Montana,  Wyoming 
and  Texas.  Partly  because  Montana  regu- 
lators count  on  the  nonutility  earnings, 
the  company  now  earns  as  much  from 
energy  nonutility  business  as  it  does 
from  utility  business.  Rate  increases  al- 
ready in  the  pipeline  could  substantially 
increase  utility  earnings,  but  they'll  prob- 
ably never  be  anything  worth  writing 
home  about. 


The  company  now  mines  1 1.7  milj 
tons  of  coal  a  year,  some  9.3  millio 
which  are  sold  to  outside  custom 
Montana  Power,  which  got  into  the 
business  by  buying  some  of  Burlinj 
Northern's  Montana  coal  propertie 
1959  after  the  railroad  switched  to 
sels,  now  has  hefty  lignite  holding 
Texas  and  coal  holdings  in  Wyomini 
has  a  deal  to  sell  7  million  tons  of  Ti 
lignite  annually  to  Houston  Powe 
Light  by  1986.  The  company  also  p 
to  begin  selling  the  equivalent  of  3.8 
lion  tons  of  Montana  coal  a  yea) 
Washington  and  Oregon  utilities  in 
mid-1980s.  That's  the  scheduled  sta 
date  for  the  Colstrip  3  and  4  coal  pis 
owned  30%  by  Montana  Power  and  ' 
by  others.  The  plants  have  run  into  e 
ronmental  and  cost  problems,  but 
seem  to  have  been  resolved. 

Earlier  this  year,  Canadian  investa 
Montana  Power  says  they're  pen 
funds — grabbed  off  over  two  millioi 
Montana  Power's  12  million  shares 
one  reason  why,  at  a  recent  price  of  arc 
30,  Montana  Power  is  flying  a  bit  high 
utility — an  earnings  multiple  of  1 1,  a> 
of  only  7% .  It's  an  interesting  investm 

The  stock  plan  is  intriguing,  toon 
Montana  Power  clearly  shows,  ant 
Wall  Street  may  come  to  realize,  th< 
more  to  Butte  than  Anaconda's  pit.  I 


Ian  Davidson  of  D  A.  Davidson  &  Co. 
Inspiration  in  Great  Falls,  not  Wail  Street. 


152 


FORBES,  OCTOBER  13, 


What  can  you  do  if 
you're  faced  with 
alump  sum  distribution 
whenyou  retire  or  change  jobs? 


Merrill  Lynch  says, 
roll  oven 


Suppose  you  Ye  about  to 
receive  a  lump  sum  distribution 
from  a  pension  or  profit-sharing 
plan.  The  minute  vou  lav  vour 
hands  on  that  lump,  vou  take  vour 
lumps  from  Uncle  Sam. 

You  may  well  prefer  to  con- 
tinue your  tax  deferment  as  long  as 
possible.  And  that's  what  the 
Merrill  Lynch  IRA  rollover  plan 
is  all  about. 

You  take  your  lump  sum,  put  it 
into  a  Merrill  Lvnch  Individual 
Retirement  Account,  and  keep 
your  tax  deferment  until  you  take 
the  money  out— which  vou  can  do 
pretty  much  whenever  you  want 
after  age  591/2,  provided  you  start 
doing  it  by  age  IOV2.  All  gains  or 
earnings  on  your  IRA  assets  are 
also  tax-deferred. 

One  word  of  warning,  how- 
ever: by  law,  you  lose  the  deferment 
if  you  wait  more  than  60  days 
before  completing  the  rollover. 
So plan  ahead. 

The  tax  deferment  is  only 
one  advantage  of  a  Merrill  Lynch 
IRA.  Another  is  that  you're  vour 
own  boss  about  how  you  invest  the 


A  breed  apart 

money.  Naturally,  vour  Merrill 
Lvnch  Account  Executive  will  help 
you  plan  and  handle  the  invest- 
ments; but  there's  absolutely 
nobodv  making  up  a  lot  of  rules 
you  have  to  follow. 

Most  IRA  rollover  plans,  for 
instance,  won't  let  you  hold  on  to 
stock  you  receive  as  part  of  your 
distribution.  With  Merrill  Lynch, 
you  can.  It's  your  money,  to  invest 
as  you  see  fit,  with  your  personal 
goals  in  mind. 

Which  leads  to  the  next  advan- 
tage: enormous  flexibility.  You  can 


select  investments  ranging  from 
monev  market  funds  to  bonds, 
from  common  stocks  to  govern- 
ment securities.  And  vou  can  shift 
investments  to  meet  changing  eco- 
nomic conditions  and  changing 
personal  needs. 

If  vou've  got  a  lump  sum  com- 
ing—whatever the  size— we've  got 
the  experience  to  help  you  roll  it 
over  to  your  advantage.  We've  set 
up  I RA  rollover  accounts  with  two 
thousand  dollars  and  with  over  two 
million.  We've  set  them  up  for  com- 
pany presidents  and  for  secretaries. 
And  we'd  like  to  show  you  why  our 
IRA  plan  should  be  an  integral 
part  of  your  retirement  planning. 

For  more  details,  ask  for  a  copy 
of  "IRA  Rollovers." 

Write  to  Don  Underwood, 
Merrill  Lvnch,  165  Broadway, 
New  York,  NY.  10080.  Or  call  toll- 
free  800-221-1840  (in  New  York 
State,  800-522-1880). 

After  all,  when  it  comes 
to  planning  your  retirement,  you 
ought  to  like  it.  Not  lump  it. 

Merrill  Lynch 


1MS0  Merrill  Lynch  IVrce  Kcnner  &  Smilh  In<  Member  SI  PC 


7  he  American  Worker. 

She  weaves  the  cloth  of  dresses  and  dreams. 

For  almost  100  years  now,  we've  been  insuring 
America's  most  valuable  resource:  her  workers.  And 
duringal!  that  time,  one  very  basic  principle  hasn't 
changed:  The  less  chance  a  worker  has  of  being  inju  red 
on  the  job,  the  lessyou  should  pay  to  insure  the  worker. 

Sounds  reasonable  enough,  doesn't  it?  But  some 
employers  still  pay  too  much  for  their Workers'  Com- 
pensation insurance.  Often  the  reason  is  simply  that 
the  insurer  lacks  the  flexibility  to  fashion  a  Comp  pro- 
gram that  answers  every  employer  requirement ,  in- 
cluding Loss  Control. 

We  'd  be  happy  to  look  over  your  current  Wo  rke  rs ' 
Compensation  program  with  you.  Perhaps  we  can 
save  you  money. 

It's  one  more  way  zve  have  to  cut  the  cost  of  busi- 
ness insurance .  There  are  many  others.  Callorwrite 
us  and  we'll  share  them  with  you. 


jt\merican 


INSURANCE  COMPANIES,  WAKEFIELD,  MASS.  C 1  880 

Helping  America  make  intelligent  insurance  decisions  since  1887. 


myou  name  the  three  largest  chemical  companies  in  the  world?  Do 
u  realize  not  one  of  them  is  American?  For  a  number  of  compel- 
ig  reasons,  the  situation  may  be  getting  worse. 


How  the  Germans 
dominate  the  world 
chemical  industry 


By  Paul  Gibson 


f  Charlie  Kline  from  his  vantage 
point  at  Charles  H.  Kline  Co.  in 
Brussels  is  right,  the  U.S.  chemical 
astry  could  be  headed  the  same  way 
Jutos:  on  the  direct  road  to  big  trouble, 
eadily  at  hand,  Kline  keeps  a  list  of 
lucts  and  business  areas  ranging  from 
tuffs  and  pigments  to  flavors  and 
ranees  that  might  be  available  for 
to  eager  foreign  buyers.  In  U.S.  trade 
les  any  number  of  chemical 
taanies  are  rumored  to  be 
ally  anxious  to  prune  their  op- 
ions.    Among    those  often 
itioned  are  Hercules,  Stauffer 
mical,  Rohm  &  Haas,  Penn- 
and  even  Monsanto  and 
□n  Carbide. 

ake  no  mistake:  The  Ger- 
is  aren't  eagerly  picking  up 
i  and  pieces  that  the  Ameri- 
i  in  their  wisdom  want  to  get 
}f.  In  size,  the  Big  Three  of 
nan  chemistry  already  dwarf 
r  American  counterparts 
dwide.  As  factors  in  the 
;rican  market  they  are  grow- 
Combined,  their  U.S.  rev- 
s  this  year  should  equal  $5.4 
n,  but  they  want  a  great  deal 
.  The  big  question  is:  Can 
LJ.S.  chemical  industry  stand 
p  the  onslaught? 

IlkSF,  Hoechst  and  Bayer.  Each  of 
m  is  bigger  than  E.I.  Du  Pont,  the 
ji  big  premier  chemical  company. 
m  were  a  single  company  once,  but 
I  broken  up  by  the  victorious  Allies 
I  World  War  n.  Where  there  was  once 
llone  mighty  German  chemical  com- 
1  now  there  are  three. 

ilike  the  Japanese,  whose  industrial 
.  sion  of  the  U.S.  is  chiefly  through 

rts,  the  Germans  are  showing  little 

tation  in  building  plants  here  and 

iring  affiliates. 

i  Forbes  pointed  out  recently  (July 
owerful  forces  are  pushing  the  Ger- 


mans this  way.  There  is  the  obvious  one: 
The  U.S.  is  the  world's  biggest  chemical 
market  and  any  self-respecting  multina- 
tional company  needs  a  big  piece  of  it.  It 
was  $149  billion  last  year,  one-third  of 
the  entire  world  market.  But  there  are 
political  compulsions  as  well.  Chief 
among  these  is  the  deep-seated  fear  in 
Europe  that  the  slide  there  toward  social- 
ism is  irreversible  and  that  any  prudent 
investor  will  want  to  move  a  substantial 
number  of  chips  into  what  may  be  the 


last  bastion  of  capitalism.  In  Germany  at 
the  moment,  codetermination — worker 
participation  in  management — is  perva- 
sive. The  camel's  nose  is  under  the  tent 
and  management's  control  over  the  busi- 
ness is  already  beginning  to  shrink. 

Take  BASF.  It  recently  acquired:  New 
York's  Fritzsche,  Dodge  &.  Olcott,  the 
U.S.'  third-largest  maker  of  flavors  and 
fragrances;  Detroit-based  Cook  Industri- 
al Coatings  Corp.,  a  major  supplier  to  the 
auto  industry;  Allegheny  Ludlum's  pig- 
ments division  after  the  Federal  Trade 
Commission  had  rejected  an  earlier  take- 
over offer  from  Bayer.  This  year,  in  the 


U.S.  alone,  BASF  will  run  a  $1.7  billion 
operation,  easily  ranking  it  in  the  top  15 
in  chemical  sales  in  this  market. 

Bayer,  not  to  be  outdone,  has  bought 
SCM  Corp.'s  enamel  and  pigments  busi- 
ness to  go  with  its  earlier  purchase  of 
Haledon,  N. J. -based  Harmon  Colors.  In 
1979  Bayer  also  purchased  Miles  Labora- 
tories, the  Elkhart,  Ind.  producer  of  Alka- 
Seltzer,  and  Ames  Products,  which  again 
fitted  neatly  with  its  ownership  of  Cut- 
ter Laboratories  on  the  West  Coast.  For 
Bayer,  which  also  owns  Mobay 
Chemical  Corp.  in  Pittsburgh, 
expect  1980  sales  in  the  U.S.  of 
around  $2.4  billion. 

Hoechst  is  employing  slightly 
different  tactics  to  assault  the 
U.S  market.  Its  solitary  purchase 
here  last  year  was  Celanese 
Corp.'s  polyester  film  plant  in 
Greer,  S.C.  However,  Hoechst  at 
the  same  time  was  spending 
$180  million  at  Bayport,  Tex. — 
its  largest-yet  investment  on  a 
single  plant  anywhere.  The  plant 
boasts  the  longest  single  high- 
density  polyethylene  production 
line  in  the  world.  Completed  in 
September,  it  will  pour  out  a 
stream  of  technically  advanced 
raw  materials.  These  will  include 
highly  specialized  plastics  for 
construction  piping  and  resins 
for  high-density  polyethylene 
film.  The  latter,  Hoechst  claims,  crinkles 
to  sound  like  paper,  but  being  stronger 
than  paper  makes  for  better  packaging. 
Figure  $1.3  billion  in  sales  in  the  U.S. 
this  year  for  American  Hoechst;  Hoechst 
AG  owns  $55  million  (sales)  Foster  Grant 
in  the  U.S.,  too.  Not  bad  for  a  company 
that  in  1953  set  up  in  a  four-room  Man- 
hattan office  on  a  $20,000  loan  from  an 
expatriate  living  in  the  U.S. 

Finally,  the  Germans  are  all  too  aware 
that  foreign  competition  is  leading  to 
massive  plant  closings  here  and  can  only 
result  in  a  resurgence  of  U.S.  protection- 
ism. While  the  Japanese  talk,  alibi  and 
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stall,  the  Germans  arc  moving  as  much 
business  west  as  they  possibly  can.  In  a 
series  of  interviews  with  Forbes,  the 
leaders  of  the  German  chemical  industry 
made  no  secret  of  their  U.S.  ambitions. 
They  were  extremely  open  about  them. 

"We  expect  our  U.S.  operations  to  pro- 
duce 20%  of  Bayer's  world  sales  in  the 
course  of  the  next  five  years,  vs.  14% 
now,"  says  Bayer  Deputy  Chairman  Her- 
mann-Josef Strenger. 

Listen  to  American  Hoechst  President 
and  CEO  John  G.  Brookhuis,  a  jovial 
Dutchman:  "When  our  parent  company 
celebrated  its  centennial  there  was  espe- 
cial joy  that  Hoechst  worldwide  had  just 
passed  Celanese  Corp.  in  sales."  That 
was  in  1962.  Today  Hoechst  is  nearly  5 
times  bigger  than  Celanese  and  boasts 
$14.8  billion  in  worldwide  sales. 

To  understand  how  large  Hoechst  has 
become,  imagine  a  company  the  size  of 
Du  Pont  in  fibers  and  specialty  products, 
add  Merck's  pharmaceutical  business 
and  for  good  measure  throw  in  what 
Monsanto  does  in  agricultural  chemicals 
and  plastics.  In  all,  Hoechst  is  about  1 7% 
bigger  than  Du  Pont  in  revenues. 

Yet,  in  sales  Hoechst  ranks  as  West 
Germany's  second-largest  chemical 
company.  The  largest  in  1979  was  BASF, 
with  $15  billion.  Bayer,  at  $13.1  billion 
in  sales,  was  just  a  notch  behind,  and 
ranks  third  in  the  world.  Du  Pont  at 
$12.6  billion  is  now  fourth.  In  1969  Du 
Pont  was  the  world's  largest. 

It  would  be  nice  to  dismiss  this  switch 
in  positions  as  being  caused  largely  by 
changes  in  currency  valuations,  as  Bay- 
er's Strenger  likes  to  do.  "Sheer  size  is 
not  important,"  he  insists,  pointing  out 
that  in  a  decade  the  dollar's  value  has 
dropped  from  almost  4  deutsche  marks 
to  only  1.8  DM.  To  be  sure,  this  does 
inflate  the  figures.  But  hardly  to  the  ex- 
tent that  it  would  cause  Hoechst  to  be 
nearly  5  times  larger  than  Celanese.  The 
fact  is  that  each  of  the  German  chemical 
giants  gets  between  half  and  two-thirds 
of  its  sales  outside  the  domestic  market, 
lessening  the  apparent  advantages  of  cur- 
rency conversions. 

Quite  simply,  they  have  scant  room  to 
expand  at  home.  Nor  in  Europe,  which 
they  also  dominate.  In  the  Third  World? 
Unless  these  countries  happen  to  be 
OPEC  Third  World-ers,  what  do  they 
have  to  pay  with?  Germans  are  nothing 
if  not  realists. 

At  Hoechst  headquarters  on  the  Main 
River  outside  Frankfurt,  Deputy  Chair- 
man Kurt  Lanz  is  blunt  about  Hoechst's 
plans:  "No  market  in  the  world  is  more 
important  to  Hoechst  today  than  the 
U.S.  Our  hope  and  aim  is  to  have  Ameri- 
can Hoechst  rank  as  a  major  chemicals 
and  pharmaceuticals  company  in  its  own 
right."  Lanz  is  a  man  used  to  getting  his 
own  way.  At  61  he  is  known  among 
chemists  as  "the  globetrotter  on  a  bi- 
cycle," a  reference  to  his  ceaseless  ex- 
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Hoechst  Deputy  Chairman  Kurt  Lanz 
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o  understand  how  large 
Hoechst  has  become,  imagine 
a  company  the  size  of  Du  Pont 
in  fibers  and  specialty  products, 

add  Merck's  pharmaceutical 
business  and  for  good  measure 

throw  in  what  Monsanto 
does  in  agricultural  chemicals 
and  plastics.  In  all,  Hoechst  is 
about  17%  bigger  than  Du  Pont 
in  revenues. 


hi  Hoechst's  central  research  lab  near  Frankfurt 


ploits  in  rebuilding  Hoechst  into  a  pow- 
erhouse when  its  resources  were  meager 
in  the  immediate  postwar  period.  His 
target  for  American  Hoechst:  over  $5 
billion  in  sales  a  year  at  some  time  be- 
tween 1985  and  1990. 

Bursting  at  the  seams  at  home,  the 
German  chemical  makers  are  intent  on 
continuing  to  grow,  not  for  megaloma- 
niacal  reasons  but  simply  because  they 
feel  they  have  no  choice.  Take  research 
and  development.  Over  the  last  decade, 
R&D  budgets  at  BASF  and  Hoechst  have 
remained  steady  at  around  3%-to-4% 
and  4%-to-4.5%  of  sales  respectively.  As 
sales  increased,  so  proportionately  did 
the  funds  for  more  laboratories  and  sci- 
entific experiments.  In  the  U.S.,  Du 
Pont  and  Dow  Chemical  are  considered 
big  R&D  spenders,  but  their  expendi- 
tures as  a  percentage  of  sales  have 
dropped  steadily  over  the  past  ten  years, 
to  roughly  half  of  what  they  were.  The 
average  U.S.  chemical  firm,  according  to 
Standard  &  Poor's  latest  available  figures, 


spends  less  than  2.5%  of  sales  on  R&D. 

Not  the  Germans.  "Nobody  is  telling 
us  that  since  our  profits  should  be  higher 
we  should  scratch  half  our  R&D  budget," 
explains  Brookhuis  of  American 
Hoechst.  'American  corporations  have 
to  show  they  can  make  more  and  more 
profits  from  quarter  to  quarter.  We  are 
not  using  that  yardstick."  In  the  past 
three  years  Hoechst  has  spent  almost  $2 
billion  on  R&D,  us.  Du  Pont's  $1.2  bil- 
lion. Even  with  allowances  for  the  in- 
creased value  of  the  mark,  Hoechst 
seems  clearly  ahead. 

At  the  Columbus  division  of  Battelle 
Memorial  Institute  in  Ohio,  W.  Haider 
Fisher  makes  comparative  studies  on  in- 
ternational R&D  spending.  "American 
companies  have  planning  horizons 
somewhere  around  the  end  of  their 
noses,"  says  he,  scathingly.  American 
managers,  says  Fisher,  typically  don't 
feel  much  responsibility  for  what  hap- 
pens after  they  retire  or  leave.  "They 
know  that  every  three  or  five  years 


they'll  be  pushed  upward,  sideways  or 
out,  so  they  give  up  caring." 

There's  a  subtle  difference  at  the  top 
between  U.S.  and  West  German  chemi- 
cal companies.  U.S.  firms  typically  are 
run  by  lawyers — Irving  Shapiro  at  Du 
Pont,  for  example — or  by  financial  men 
like  William  S.  Sneath  at  Union  Carbide. 
This  could  never  happen  in  Germany.  At 
Bayer,  Strenger  is  only  52  and  clearly  the 
number  two  man  but  it's  a  safe  bet  he 
will  not  succeed  Chairman  Herbert 
Gruenwald,  59,  when  he  retires  in  1985. 
Strenger 's  rise  has  been  meteoric.  He 
quit  school  at  16,  joined  Bayer  as  a  com- 
mercial trainee  and  has  had  a  brilliant 
career  in  sales.  Yet,  unlike  his  boss, 
Strenger  is  not  a  chemist  and  that  may 
well  affect  his  chances  of  rising  to  the 
top  spot.  Similarly  at  Hoechst,  Kurt  Lanz 
remains  deputy  chairman  even  though 
he  joined  I.G.  Farben  back  in  1937  and 
has  been  a  Hoechst  director  for  at  least  a 
dozen  years  longer  than  anyone  else.  He, 
too,  is  not  a  chemist,  so  Rolf  Sammet,  a 
cool,  painfully  shy  executive,  is 
Hoechst's  chairman. 

Selling  and  marketing  are  important  to 
these  companies,  but  still  less  so  than 
science  and  technology.  Which  is  why, 
at  BASF,  Chairman  Matthias  Seefelder  is 
described  in  reverential  tones  by  col- 
leagues as  "the  man  with  golden  fin- 
gers." As  a  youthful  chemist  working  on 
dyestuffs,  Seefelder  amassed  133  patents. 

For  an  idea  of  what  this  difference  can 
mean  to  corporate  planning,  join  Klaus 
Weissermel,  research  director  for 
Hoechst  AG,  on  the  roof  of  his  office 
tower  on  the  south  bank  of  the  Main 
River.  "This  is  the  key  to  our  success  and 
to  our  future,"  says  Weissermel,  58,  a 
chemist  by  training.  "What's  going  on 
inside  these  buildings  enables  us  to  know 
where  Hoechst  will  be  far  into  the  fu- 
ture." The  half-dozen  buildings  he  iden- 
tifies  are  all  very  new,  all  identical  in 
appearance  and  size.  They  are  laborato- 
ries for  a  plethora  of  products  from  plas- 
tics and  fibers  to  dyestuffs  and  pharma- 
ceuticals. Each  is  connected  with  its  own 
pilot  production-plant  so  that  Hoechst's 
13,500  scientists  and  lab  technicians  can 
soon  learn  whether  their  discoveries  can 
succeed  in  the  commercial  world.  No 
ivory  tower  approach  to  research  here. 

This  year  Hoechst's  budget  for  R&D 
will  exceed  1.2  billion  deutsche  marks. 
That's  about  $674  million  at  current  ex- 
change rates  and  more  than  Du  Pont  and 
Union  Carbide  combined  will  likely 
spend  in  1980. 

Some  130  kilometers  southwest  is 
Ludwigshafen  and  BASF's  main  plant. 
For  some  6.5  square  kilometers  it 
sprawls  along  both  banks  of  the  Rhine, 
perhaps  the  biggest  single  chemical  plant 
anywhere.  A  map  of  the  plant  hangs  in 
Chairman  Seefelder's  office.  He  warns  a 
visitor  to  ignore  it.  Only  six  years  old, 
it's  ridiculously  outdated.  "We  have  to 
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realize  extraordinary  growth,"  Seefelder 
explains.  "We  have  too  high  expenses  on 
the  research  side.  We  must  seek  more 
sales  abroad  to  spread  that  expense  over 
a  bigger  market."  Note  the  emphasis.  No 
talk  here  about  cutting  research  because 
sales  are  slow.  He's  saying:  Research  is 
fixed;  we'll  have  to  get  more  sales.  BASF 
spent  about  $520  million  last  year  on 
research  and  development. 

Travel  down  the  Rhine  some  180  kilo- 
meters past  the  rock  where  the  Lorelei 
sang,  past  the  picturesque  castles  and 
vineyards  that  enchant  the  summer  tour- 
ists, and  come  to  Leverkusen,  a  desolate, 
flat  region  outside  Cologne  and  head- 
quarters for  Bayer.  There  Bayer's 
Strenger  gives  the  same  message  as  his 
rivals.  Bayer,  too,  is  aiming  to  expand  in 
the  U.S.  market  and  spending  heavily  on 
R&D — about  $674  million,  or  roughly 
40%  more  than  Du  Pont  will  spend. 

Ask  BASF's  Seefelder  which  U.S.  com- 
pany is  most  akin  to  his,  and  he  replies, 
Monsanto  or  Dow  Chemical.  All  are 
known  as  raw  materials  suppliers  to 
their  industry,  big  in  commodity  chemi- 
cals and  basic  plastics.  But  then  Seefelder 
thinks  about  the  comparison  and  adds 
thoughtfully,  "But  Dow  only  has  about 
2,200  products  and  services.  We  have 
over  6,000  products."  He  goes  on  to  say 
that  fully  a  third  of  BASF's  total  sales 
come  from  products  that  didn't  exist 
prior  to  1970.  That's  where  research  pays 
off.  Today  Seefelder  ranks  pigments, 
plastics  and  magnetic  media  among 
BASF's  most  promising  operations. 
Watch  out,  3M. 

Bayer  is  probably  best  known  for  in- 
venting aspirin  in  1899,  and  it  is  still  the 
world  leader  in  polyurethane,  which  it 
discovered  in  1937;  its  researchers  have 
chemically  synthesized  pigments  that 
originated  in  outer  space  for  commercial 
use  in  porcelain  enamels.  But  food,  not 
outer  space,  excites  Strenger.  Bayer  is 
the  world  leader  in  agricultural  chemi- 
cals; it  claims  17%  of  the  world  market, 
vs.  an  estimated  15%  for  second-ranked 
Ciba-Geigy. 

The  development  of  ag-chemicals — 
not  fertilizers  but  highly  specialized  her- 
bicides and  insecticides  that  often  re- 
quire small,  concentrated  amounts  to 
protect  acres  of  corn,  soybeans  or  cot- 
ton— is  similar  to  that  of  pharmaceuti- 
cals. Development  takes  literally  thou- 
sands of  hours  of  screening  and  testing. 
The  end  products  consequently  sell  for 
premium  prices  and  carry  high  margins. 
Nowadays  ag-chemicals  and  pharmaceu- 
ticals account  for  nearly  a  third  of  Bay- 
er's business,  as  against  only  22%  for  the 
lower-margined  polyurethanes,  dyestuffs 
and  fibers. 

For  its  part,  Hoechst,  too,  is  big  in 
pesticides  and  in  engineered  plastics  that 
go  into  a  myriad  of  end  products  ranging 
from  delicate  cogs  for  watches  to  over 
150  different  auto  parts.  It's  also  well 
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of  course,  for  the  fibers  bearing 
Yevira  trademark.  However, 
tst's  greatest  strength  today  is  in 
taceuticals,  where  it  ranks  as  the 
[leader  with  roughly  $2.4  billion  in 
comfortably  ahead  of  Rahway, 
[erck  &  Co.  as  well  as  Bayer, 
ently  pharmaceuticals  account  for 
16%  of  Hoechst's  sales.  Its  big 
is  Lasix,  a  diuretic  for  congestive 
:ailure  and  blood  pressure,  which 
irings  in  over  $  1 50  million  annual- 
sales.  Lasix  is  a  blockbuster  of  a 


drug,  nearly  a  third  as  big  in  sales  volume 
as  SmithKline's  superblockbuster,  Taga- 
met. Lasix  just  went  off  patent  in  the 
U.S.,  and  Hoechst  admits  that  fiercer 
competition  will  mean  at  best  only  a 
modest  increase  in  pharmaceutical  sales 
worldwide  this  year,  probably  an  actual 
decline  in  the  U.S.  Is  Hoechst  worried? 
Not  unduly.  Hoechst  probably  has  more 
new  drugs — including  Claforan,  the  lat- 
est antibiotic  designed  to  combat  espe- 
cially resistant  diseases — ready  to  enter 
the  marketplace  than  any  competitor.  In 
fact,  it  has  about  5  times  as  many  new 
drugs  awaiting  FDA  approval  as  Merck. 
Consequently  Hoechst  expects  its  phar- 
maceutical sales  to  rise  40%  between 
1981  and  1983  and  by  a  like  amount  over 
the  following  five  years,  by  which  time 
fully  a  quarter  of  Hoechst's  total  business 
will  be  in  pharmaceuticals. 

This  devotion  to  research  has  so  wid- 
ened the  Big  Three's  product  lines  that 
each  now  has  its  exotic  fringe:  BASF, 
which  invented  magnetic  tapes,  now  is 
developing  longitudinal  videotape  re- 
corders. BASF  is  also  into  computers 
with  Hitachi  in  Latin  America  and  Eu- 
rope. Hoechst  is  into  perfume  (Madam 
Rochas  and  Balenciaga)  and  laser-cut 
printing  plates,  while  Bayer  is  working 
on  silverless  film  and  tiny  pocket  cam- 
eras (Agfa-Gaevert).  "The  background  of 
our  philosophy  is  to  go  into  more  sophis- 
ticated products,"  explains  Seefelder, 
"because  we  are  convinced  we  can  col- 
lect higher  profits  from  these  products." 

Profits.  It  is  here  that  the  U.S.  and 
German  chemical  industries  really  part 
company.  In  the  U.S.,  for  example, 
Union  Carbide  has  something  of  a  repu- 
tation as  a  sluggish  performer.  Yet  Car- 
bide earned,  net,  6  cents  on  the  sales 
dollar  last  year;  BASF  reported  only  2 
cents  on  the  sales  dollar.  So,  where  are 
the  profits  that  Seefelder  talks  about: 
They  are  there  but  less  visible  than  in  the 
U.S.  You  can  put  it  this  way:  Germans 
understate  profits.  Or  you  can  put  it 
another:  Americans  overstate  real  prof- 
its. In  either  case  the  quality  of  earnings 
is  much  higher  in  Germany.  Unlike  U.S. 
firms,  the  Germans  reduce  rather  than 
inflate  reported  profits.  Frequently  their 
assets  are  depreciated  at  up  to  twice  the 
common  rate  permitted  here.  Then  there 
are  the  special  reserves  companies  can 
charge  against  income  under  German 
law.  These  can  range  from  future  pension 
payments  to  the  extra  costs  a  company 
expects  to  pay  for  its  raw  materials  dur- 
ing inflationary  times.  Germany  may  be 
tending  toward  socialism  but  there  is 
nothing  socialistic  about  its  govern- 
ment's willingness  to  permit  companies 
the  cash  flow  they  need  to  grow  and 
prosper. 

In  Germany  pension  plans  must  be 
fully  funded,  but  that's  no  real  hardship. 
This  reserve  reduces  earnings — and 
taxes — but  the  company  still  gets  full  use 


of  the  funds,  paying  the  annual  pension 
liability  out  of  current  earnings.  There  is 
no  ERISA  there.  In  effect,  those  German 
pension  reserves  amount  to  a  huge  low- 
interest  loan,  often  running  into  billions 
of  marks.  Then,  too,  cooperation  on 
wage  demands  and  on  capital  spending 
are  the  rule  in  Germany  rather  than  the 
adversary  relationship  that  prevails  in 
the  U.S.  It  took  near-bankruptcy  to  get 
Uniroyal's  workers  to  accept  wage  re- 
straint here;  even  with  the  wolf  at  the 
corporate  door,  Chrysler's  workers 
would  agree  to  do  no  more  than  shave 
their  wage  increases.  In  Germany  by 
contrast,  workers  don't  make  such  outra- 
geous demands,  and  inflation  remains 
manageable. 

Knowing  all  this,  knowing  too  that — 
because  inflation  is  kept  under  control — 
the  government  need  not  pursue  a  stop- 
and-go  economic  policy  a  la  U.S.,  boards 
of  directors  in  Germany  can  face  huge 
interest  charges  with  equanimity. 
Hoechst's  interest  payments  last  year 
amounted  to  about  $545  million,  vs.  $359 
million  for  Dow  Chemical.  However,  the 
payoff  is  faster  expansion  than  might 
otherwise  be  possible.  A  better  way  to 
judge  whether  the  Germans  are  really 
over  their  heads  in  debt,  say  European 
analysts,  is  to  measure  interest  pay- 
ments against  sales;  Hoechst's  interest 
payments  recently  were  3.5%  of  sales,  vs. 
3.9%  for  Dow. 

Because  they  have  the  cash  flow  they 
need,  the  German  firms  can  and  often  do 
take  on  a  debt  load  that  would  daunt  U.S. 
bankers  and  frighten  investors.  Bayer 
and  Hoechst  are  leveraged  with  over  $1 
of  debt  for  each  $1  of  equity,  vs.  about  40 
cents  for  most  U.S.  chemical  firms.* 

Scary?  If  these  were  U.S.  companies 
coping  with  the  current  mix  of  inflation 
and  recession,  it  is  doubtful  that  their 
paper  would  warrant  even  a  single-A  rat- 
ing. "It  took  me  quite  some  time  to  get 
my  New  York  office  to  appreciate  the 
financial  strength  of  the  German  compa- 
nies," says  a  Morgan  Guaranty  man.  In 
Frankfurt  over  an  excellent  lunch  of 
Ochsenwurst  gekocht  (boiled  beef  sausage) 
covered  with  a  spicy  green  sauce,  a 
local  delicacy,  he  explains  why  such 
fears  are  not  warranted:  "The  normal 
financial  ratios  just  do  not  apply  to 
these  companies." 

Commercial  bankruptcy  among  the 
largest  West  German  companies  is  virtu- 
ally unknown.  It  is  also  socially  unac- 
ceptable, as  workers  and  bankers  alike 
have  closer  ties  to  business  than  they 
have  in  the  U.S. 

There  is  another,  subtler,  and  hidden 
reason  for  German  industrial  confidence. 
Formally,  cartels  are  outlawed  in  the 

"In  financial  mailers,  BASF  is  something  of  a  conservative 
add  man  out;  it  bus  a  0.3  debt-to-equity  ratio,  in  line  u/itb 
l)u  Pont;  outside  Germany  its  hooks  are  audited  by 
Debitte  Haskins  &  Sells  and  so  are  more  comparable 
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Common  Market  countries,  but  one 
well-informed  observer  suspects  that 
BASF,  Bayer  and  Hoechst  are  intimately 
linked  through  private  collusive  arrange- 
ments today  much  as  they  were  in  the 
pre-World  War  II  days.  "Collusion  is 
more  dangerous  than  an  outright  cartel," 
he  says.  "Collusion  doesn't  obviously  ap- 
pear to  be  disobeying  restrictive  practice 
rules,  but  it  can  have  the  same  effect  as  a 
cartel  on  output  and  prices." 

In  the  late  Forties  plans  were  made  to 
smash  I.G.  Farben,  the  old  German  car- 
tel, into  some  47  different  units,  each  too 
small  to  cause  trouble.  The  Cold  War 
scotched  that  plan.  Instead,  the  main 
Farben  plants,  many  of  which  escaped 
damage,  were  essentially  divided  among 
the  three  main  groups.  New  top  manag- 
ers were  picked,  many  from  former  Far- 
ben employees,  and  Bayer  and  Hoechst 
for  years  had  supervisory  board  chairmen 
who  had  been  convicted  and  sentenced 
at  Nuremberg.  In  the  disbandment,  Far- 
ben stockholders  effectively  had  their 
share  certificates  swapped  for  new  stock 
in  Bayer,  BASF  and  Hoechst,  which 
were  turned  from  Farben  divisions  into 
independent  companies.  The  Allied 
High  Commission  initially  insisted 
share  ownership  be  registered,  but 
among  the  first  official  actions  taken 
by  Bayer  in  1955  when  freed  from  Al- 
lied control  was  the  reinstatement  of 
bearer  certificates,  effectively  obscuring 
its  actual  owners. 

To  regain  world  dominance  the  Ger- 
mans first  rebuilt  manufacturing  at 
home  and  then  sales  in  South  America 
where  U.S.  companies  weren't  so  strong. 
"For  quite  some  time,  between  1950  and 
1970,  growth  was  a  primary  obiective  for 
us,"  says  Dieter  zur  Loye,  who  helped 
plan  strategy  in  Frankfurt  before  becom- 
ing American  Hoechst's  chief  operating 
officer. 

Today  the  Farben  offshoots  rank 
among  each  other's  best  customers  for 
many  chemicals,  and  Bayer's  Strenger 
admits  there  is  very  little  difference  in 
the  way  the  companies  operate.  While 
there  is  competition,  it  is  kept  to  a  bare 
minimum.  As  a  BASF  man  put  it  to 
Forbes,  "Bayer  is  big  in  pharmaceuticals 
in  Brazil  so  it  would  be  ridiculous  for  us 
to  compete  seriously  against  Bayer 
there."  An  interesting  statement. 

Secure  at  home  in  a  way  no  U.S. 
company  is,  the  Germans  have  been 
able  to  be  more  venturesome  than  most 
U.S.  companies,  both  in  attacking  for- 
eign markets  and  in  taking  risks  on  new 
products  and  processes — even  in  living 
longer  with  mistakes  before  remedying 
them.  Bayer  in  the  mid-Seventies 
picked  the  wrong  time  for  some  forward 
integration  by  its  synthetic  rubber  divi- 
sion when  it  bought  into  Metzler  Tire. 
A  weaker  company  would  have  cut  its 
losses  earlier  and  bailed  out.  Bayer 
didn't,  and  now  believes  brighter  days 


Bayer  's  Hermann-Josef Strenger 


Haver  s  plant  on  the  Rhine  at  Leverkusen 


T 


ravel  down  the  Rhine  . . . 
and  come  to  Leverkusen,  a  desolaw) 
flat  region  outside  Cologne 
and  headquarters  for  Bayer. 
Bayer's  Strenger  gives  the  same 
message  as  his  rivals:  Bayer,  to4i 
is  aiming  to  expand  in  the 
U.S.  market  and  is  spending 

heavily  on  R&D — about 
$674  million  or  roughly  40% 
more  than  Du  Pont  will  likely  spe 


m 


Bayer  logo  in  leverkusen 


Packaging  pills 
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ahead  for  tires  in  the  Eighties, 
[oechst's  Achilles'  heel  is  fibers. 
>chst  probably  lost  1  billion  marks  in 
;e  years  in  the  late  Seventies.  Its  an- 
r  to  the  permanent  European  glut 
,  to  use  its  researchers  to  find  new 
lications  for  its  fibers.  These  are  now 
jng  well  for  use  in  such  things  as 
aulins,  even  in  road  construction. 
IF,  too,  lost  money  in  fibers  in  1977 
I  1978,  suffered  badly  in  refining  and 
jyear  sold  its  U.S. -based  Wintershall 
»&.  Gas  Co.,  which  after  a  promising 
4.  failed  to  live  up  to  expectations. 


Abroad,  however,  BASF  stuck  with  Win- 
tershall's  exploration  division  and  today 
can  boast  about  a  huge  natural  gas  find 
off  Qatar. 

Doesn't  all  this  penalize  profits?  In  a 
short-term  sense,  yes.  But  the  Germans 
don't  regard  these  losing  ventures  so 
much  as  red  ink  as  an  investment,  an 
investment  that  few  U.S.  firms  can  af- 
ford to  make. 

Of  course,  it's  hardly  news  to  an- 
nounce a  German  invasion  in  chemi- 
cals. Bayer  opened  its  first  plant  here 
shortly  after  the  Civil  War.  Nor  would  it 


be  right  to  suggest  U.S.  firms  are  wait- 
ing to  be  picked  off  like  overripe  apples. 
In  fact,  Dow  Chemical's  President  Paul 
Oreffice,  for  one,  is  convinced  that  his 
firm  has  a  huge  advantage  over  the  Ger- 
mans that  is  not  widely  enough  recog- 
nized. Namely,  Dow  has  for  years  been 
outspending  the  foreigners  on  capital 
improvements  and  expansions.  In  the 
past  five  years  Dow  laid  out  $5.6  billion 
for  capital  expenditures,  vs.  $4.8  billion 
by  BASF.  Oreffice's  point,  of  course,  is 
that  such  spending  has  kept  Dow 
abreast  of  the  latest  chemical  processes 


Keeping  the  workers  happy 


Aspirins  for  the  first  division,"  quipped  a  Stem  magazine 
eadline  when  the  Bayer  Leverkusen  soccer  team  recently 
ron  a  promotion.  Bayer  AG's  other  professional  soccer 
;am,  Bayer  Uerdingen,  is  also  in  West  Germany's  premier 
;ague.  Now,  this  isn't  like  George  Steinbrenner  seeking 
ersonal  aggrandizement  from  the  New  York  Yankees.  It's 
5  if  staid  Union  Carbide  corporately  owned  both  the  New 
<ork  Cosmos  and  the  Seattle  Sounders.  Great  for  publicity? 
[o  question,  as  both  teams  sport  the  famed  Bayer  Cross  on 

leir  jerseys  and  are  seen  regularly  on  prime-time  televi- 

on.  However,  Bayer  Chairman  Herbert  Grunewald  insists, 

►Ve  don't  sell  an  extra  aspirin  as  a  result  of  successes  in 
bort."  Rather,  he  says,  "we  regard  giving  support  to  the 
jubs  as  part  of  looking  after  our  employees." 

Every  company  likes  to  say  it's  concerned  with  employee 
(elfare.  Few  come  close  to 
latching  what  the  German 
jiemical  giants  do  to  keep 
lorale  high.  BASF  offers 
jorkers  a  low-cost  vacation 
lid  rest  spa  in  the  Black  For- 
It  and  a  company  supermar- 
It  plus  access  to  a  company 

ine  cellar,  with  one  of  Ger- 

any's  widest  and  cheapest 

lections  (1.5  million  bottles 

:  420  different  wines  are  sold 

*ch  year).  Not  to  be  outdone, 

jechst  has  built  a  huge  geo- 

sic  cultural  center  where  it 
sts  concerts  featuring  big- 

me  stars.  Hoechst  also  runs 

j  low-cost  apartment  rental 

ngram  and  helps  employees 

ly  houses  with  interest-free 

nns  up  to  $12,000  and  unlim- 

'ld  6%  mortgages.  Not  even 

K     banks     match  that. 


Bayer  soccer  clubs  at  play 
Also  rest  spas  and  bargain  wines 


ftechst's  tab  for  housing  aid  runs  over  $  13  million  annually, 
besides  its  soccer  involvement,  Bayer  runs  a  couple  of 
iployee  sports  clubs  whose  facilities  rate  among  the  best 
iWest  Germany  and  whose  members  include  a  dozen 
jympic  medalists.  Equally  famous  is  its  works  orchestra, 
iter  known  as  the  Bayer  Philharmonic,  which  has  played 
»st  leading  concert  halls  during  the  past  75  years. 
Where  it  matters  most — in  the  wallet — the  firms  are 
lially  munificent.  Hoechst  reckons  its  typical  employee  in 
jjrmany  works  only  1,705  hours  annually,  vs.  the  1,932 
jars  his  counterpart  puts  in  at  American  Hoechst  in  New 
Key.  That's  because  in  Germany  many  chemical  workers 
J  six  weeks'  vacation  (with  a  $15  daily  vacation  bonus) 
Is  almost  another  dozen  national  and  personal  holidays. 
Iges  generally  are  higher  than  in  the  U.S.;  there  a  blue- 


collar  worker  packing  pills  gets  about  $12,000,  a  laboratory 
manager  supervising  three  workers,  about  $49,000.  The 
Germans  really  score  in  their  fringe  benefits.  Besides  totally 
free,  untaxed  dental  and  medical  plans  (checkups  available 
at  the  company  hospital)  plus  generous  year-end  bonuses 
linked  to  the  stockholders'  dividends  and  stock  purchasing 
plans  set  at  30%  below  the  market  price,  most  retire  on  a 
pension  that  matches  their  final  paycheck. 

Add  it  all  up  and  the  German  wage-benefit  package  today 
is  fully  50%  above  what  the  U.S.  chemicals  industry  pays. 

For  all  of  this,  life  is  less  expansive  for  the  average 
German  because  it  is  so  much  more  expensive.  The  typical 
American  dream  house,  expensive  as  it  may  seem  to  us,  is 
beyond  the  reach  of  all  but  quite  wealthy  Germans.  A  four- 
bedroom  ranch,  house  on  a  minuscule  lot  easily  fetches 

$300,000  in  Frankfurt's  sub- 
urbs. Food  is  dear,  too.  A  doz- 
en eggs  cost  $1.60;  coffee  is 
$7.20  to  $8.40  a  pound;  filet 
mignon  runs  from  $8  to  $11  a 
pound  at  the  butcher.  What- 
ever it  may  be  worth  on  world 
markets,  the  German  mark 
simply  doesn't  buy  as  much  in 
Germany  as  the  American  dol- 
lar buys  in  the  U.S.  But  the 
German  worker  does  have  a 
singular  advantage:  He  knows 
he  can  spend  what  he  takes 
home  because  under  today's 
labor  rules  it's  virtually  impos- 
sible to  be  sacked  in  West  Ger- 
many. Financial  security  isn't 
a  worry. 

What's  in  it  for  the  compa- 
nies? Loyalty,  at  least:  The  av- 
erage BASF  employee  is  40  and 
has  been  with  the  company 
almost  15  years.  Also,  probably  a  more  dedicated  worker 
than  is  typical  in  the  U.S.  Asked  when  the  company  last 
had  a  strike,  a  BASF  man  replies,  "Not  since  1924,  except 
for  a  work-stoppage  in  1947  to  protest  our  president  being 
tried  for  war  crimes."  Also,  by  U.S.  standards,  quite  reason- 
able wage  demands— below  6%  recently  on  average.  More- 
over, Germans  are  freed  from  the  more  menial  work,  most 
of  which  is  done  by  foreign  "guest  workers."  In  Frankfurt, 
every  fifth  person  is  a  foreigner,  an  outsider  to  German 
society  but  generally  happy  to  make  wages  that  are  incon- 
ceivable at  home  in  Turkey  or  Portugal  or  Yugoslavia. 

Oh  yes,  how  can  a  company  afford  two  soccer  teams 
when  sports  stars  can  get  seven-figure  salaries?  A  Bayer 
spokeswoman:  "We  don't  try  to  match  the  top  rates,  but  we 
do  guarantee  the  players  lifetime  employment."— PC 
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When  Goodyeai 

you  come 


Ahead  in  helping  to  mine  coal 

This  giant  front-loader  was  a  challenge  even  to 
Goodyear,  the  American  leader  in  earthmover  tires. 
It  can  gobble  up  36  tons  in  one  scoop.  To  carry  the 
load,  we  built  the  world's  most  massive  tires.  They're 
over  1 1  feet  tall.  51/2  feet  wide,  and  they  weigh  12,500 
pounds.  Price:  $60,000  per  tire.  But  with  coal  produc- 
tion rising,  they're  selling  well. 


Ahead  in  sen/ice 

Goodyear  has  over  1,350  service  stores  across  th 
country  that  offer  full-line  professional  car  service 
from  alignments  to  tuneups.  from  wheel  balancinc 
mufflers.  And  Goodyear  was  the  first  company  to 
back  this  service  with  a  nationwide  limited  warran 
good  for  at  least  90  days  or  3.000  miles.  If  warran 
work  is  ever  required,  and  you're  more  than  50  m 
from  the  store  that  did  the  work,  go  to  any  Goodye 
Service  Store  nationwide,  and  they'll  fix  it  free 


Arriva*  —The  Goodyear  Tire  &  Rubber  Company 


noves  out  front. 
Hit  ahead 


<\head  with  lighter  brakes 


ght  is  the  enemy  of  flight,  so  aircraft  designers  go 
;  lot  of  trouble  to  save  ounces.  The  Goodyear 
iion  brakes  on  the  F-16  save  more  than  50  pounds 
If  conventional  steel-disk  brakes.  Goodyear  also 
a\\es  the  F-16's  tires,  wheels,  anti-skid  controls 
the  '  brake-by-wire"  system,  which  transmits 
a\s  electronically  from  brake  pedals  to  brake 
|  rol  valves,  eliminating  hydro-mechanical 
:iges.  This  system  is  the  first  of  its  kind  on  any 
|  production  aircraft. 


Ahead  in  easy  rolling 


After  extensive  developmental  testing— on  dyna- 
mometer, road  and  test  track— the  Goodyear  Arriva 
is  now  on  the  market.  It's  engineered  for  the  fuel- 
economy  needs  of  the  1980  s.  With  a  special  easy- 
rolling  tread  rubber.  And  a  high-pressure  shape  that 
you  can  inflate  to  35  psi— which  cuts  rolling  resis- 
tance still  more.  It  also  has  an  aggressive  tread  de- 
sign for  all-season  capability.  The  Arriva  is  the  latest 
reason  why  more  people  ride  on  Goodyear  tires 
than  on  any  other  kind. 


G  O  QDfYEA  R 

Out  front.  Pulling  away. 


and  readily  able  to  match  the  Germans. 

Those  figures,  however,  may  be  mis- 
leading in  light  of  the  present  German 
strategy.  Remember  how  the  Germans 
are  no  longer  emphasizing  basic 
petrochemicals  and,  instead,  are  pushing 
ag-chemicals  and  pharmaceuticals?  Not 
only  do  these  offer  the  potential  for  high- 
er margins,  but  they  tend  to  involve 
smaller  capital  investments.  A  pharma- 
ceutical plant  is  a  fraction  of  the  size  and 
cost  ol  a  polyethylene  reactor  with  all  its 
related  environmental  protection  gear. 
The  savings  in  Germany  go  less  to  ex- 
pand plants  than  to  boost  those  research 
and  development  budgets.  Even  BASF, 
once  known  mostly  as  Europe's  raw  ma- 
terials shop,  can  claim  sizable  ag-chemi- 
cal  and  pharmaceutical  operations.  "I'll 


tell  you  what's  motivating  me  today," 
says  Seefelder.  "I'm  worried  about  being 
overtaken  in  basic  chemicals  by  the  oil 
companies.  That's  why  we're  going 
downstream."  To  this  end  Seefeldfer  has 
drastically  reduced  BASF's  debt — based 
on  recent  exchange  rates,  from  $2.6  bil- 
lion in  1971  t(i  only  $1.1  billion  in 
1979— and  has  put  by  $500  million  in 
cash,  a  nice'kitty  to  draw  from  for  more 
acquisitions  in  the  U.S. 

Thus  far  the  Germans  have  not  scored 
an  overwhelming  success  in  the  U.S. 
Rather  they  have  been  learning  the  lay  of 
the  land.  However,  as  zur  Loye  correctly 
observes,  for  a  worldwide  operator  like 
Hoechst  each  move  that  takes  it  deeper 
into  the  U.S.  reduces  its  overall  risk.  Not 
only  because  the  U.S.  has  a  plentiful  and 


efficient  supply  of  basic  fuels  and  lal 
but  also  because  of  its  huge  and  afflu 
consumer  market  and  because  it  is  ej 
nomically  and  politically  stable.  C 
versely,  pressing  deeper  into  Europe  o 
increases  the  risk  factor  for  U.S.  fin 
Witness  how  Union  Garbide  has  sj 
most  of  its  European  chemicals  and  pi 
tics  properties  to  British  Petroleij 
which  is  fast  becoming  a  chemical  giai 
A  stone's  throw  from  Lanz'  office 
Hoechst's  flag-festooned  castle  is  a  r] 
scum  stuffed  with  various  memorab 
including  early  patents  and  Nobel  pi 
citations.  Tucked  away  in  a  corner  i 
picture  of  the  victorious  U.S.  Scvq 
Army  marching  through  Hoech 
plant.  But  who's  marching  thro^ 
whom  today:  ■ 


Germans  nix  coal  gas  revival 


Just  when  the  evil  image  of  the  oil  companies  is  dying, 
Hollywood  is  getting  ready  to  give  it  a  shot  in  the  arm. 
Metro-Goldwyn-Maycr  is  planning  m  time  for  Ghristmas 
release  a  movie  about — of  all  subjects — the  hydrogenation 
of  coal.  Hardly  typical  holiday  fare,  but  MGM  expects  The 
Formula  starring  Marlon  Brando  and  George  C.  Scott  to  be  a 
blockbuster.  Laced  with  sex  and  murder,  but  only  a  smidgen 
of  science  and  technology,  the  plot  involves  a  mythical  hunt 
for  an  EG.  Farben  formula 
that  helped  oil-starved  Nazi 
Germany  keep  its  tanks 
and  planes  in  action  40 
years  ago.  At  World  War  H's 
peak,  Germany  daily  ex- 
tracted almost  100,000  bar- 
rels of  synthetic  motor  fu- 
els from  coal.  The  movie's 
theme  is  that  whoever 
grabs  control  of  the  long- 
lost  formula  will  have  the 
world  by  the  ears  in  these 
fuel-short  times. 

Who  gets  the  "secret"? 
You  guessed  it.  An  evil  oil 
baron  played  by  Marlon 
Brando.  This  greedy  fellow 
wants  to  keep  the  process 
off  the  market.  Might  en- 
danger the  huge  profits  he 
makes  from  Middle  Eastern 
oil.  In  the  real  world  the 
EG.  Farben  process  is  no 
secret.  Any  sensible  busi- 
nessman wouldn't  keep  off  the  market  a  process  that  would 
give  him  a  leg  up  on  potential  competitors.  But  never  mind. 
You  get  the  message:  Faceless,  greedy  corporate  men  are 
behind  the  oil  crisis. 

This  is  the  message — along  with  the  sex  and  violence — 
that  the  film's  producers  will  deliver  to  the  gullible. 

The  real-world  story  is  very  different.  As  far  back  as  1931, 
Standard  Oil  of  New  Jersey  was  so  entranced  with  coal 
gasification  and  liquefaction  that  it  secretly  gave  Farben  2% 
of  its  common  stock  in  exchange  for  access  to  its  hydroge- 
nation process.  But  today,  several  technologies  are  widely 
available. 

Ironically,  while  interest  is  high  elsewhere  in  synthetic 
fuels  from  coal,  there  is  little  action  in  Germany.  Executives 
at  Bayer,  BASF  and  Hoechst,  Farben's  offshoots,  all  say  the 


Marlon  Branch  in  The  Formula 
Will  nature  really  imitate  art? 


subject  holds  scant  interest  for  them.  Each  claims  costs  are 
prohibitive.  West  Germany  now  extracts  a  negligible  quan- 
tity of  synthetic  fuels  from  coal,  and  that  in  pilot  plants 
owned  mainly  by  the  coal  companies. 

So,  why  are  synthetic  fuels  from  coal  making  big  strides 
in  the  U.S.?  This  summer  the  Carter  Administration  agreed 
to  co-finance  two  projects  in  Kentucky  and  West  Virginia  ai 
a  cost  of  nearly  $3  billion.  Washington  hopes  the  plants  will" 

produce  the  energy  equivi 
alent  of  40.000  barrels  daily 
by  1984,  with  U.S.  firms 
plus  the  Japanese  and  West 
German  government!' 
funding  a  portion  of  one 
project.  (In  the  U.S.,  seven 
small  commercial  synthet- 
ic fuels  plants  and  about  i 
dozen  pilot  plants  are  all 
ready  operating.) 

The  explanation  for  Ger 
many's  relative  lack  of  in< 
terest  is  simple  enough.  Iri 
the  U.S.  synfuels  rank  witli 
nuclear  power  as  a  possible 
answer  to  the  energy  crisisi 
The  U.S.  sits  on  a  moun 
tain  of  coal.  In  Germany 
there  is  considerably  lessi 
and  what  there  is  costs  be' 
tween  $60  and  $120  a  torn 
roughly  double  to  triple 
U.S.  prices.  Nearby  Polanc 
is  West  Germany's  mair 
source  of  coal,  which  strengthens  its  ties  to  the  Eastern  bloc 
and  its  ability  to  sell  capital  goods  there.  But  it  isn't  so  great 
as  a  source  of  fuel  to  free.  Germany  from  OPEC's  clutches. 

All  this  means  that  coal  conversion  is  an  answer  to  the 
world's  prospective  oil  shortage  only  for  countries — HW 
America — that  have  plenty  of  usable  coal;  Germany  isn'i 
one  of  them. 

So,  how  would  this  be  for  a  movie  plot?  Enterprising 
public-spirited  corporation  develops  coal  gasification  anC 
liquefaction  process.  Ambitious,  business-hating  environ- 
mentalists and  bureaucrats  block  development.  Courageous 
politician  cuts  through  red  tape,  joins  hands  with  compan) 
to  emancipate  nation  from  its  dependence  on  OPEC.  Novi 
that  would  be  a  film  worth  seeing,  however  improbable  thfl 
plot.— PC  and  AtysSaA  happen 
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"Ireland     \i  M 

now  attracts  haff 
the  U.S.  electronics  companies 
coming  to  Europe.  No  wonder 

they9re  calling  it 
the  new  Silicon  Valley." 


REPUBLIC  Of  IRELAND 

The  most  profitable  industrial  location  in  Europe. 

Some  of  the  electronics  companies  who  have  come  to  Ireland  or  expanded  their  operations  there  in  the  past  3  years:  Amdahl  Corporation, 
Analog  Devices  Inc.,  Apple  Computer  Inc.,  Applied  Magnetics  Corporation,  Bourns  Inc.,  Centronics  Data  Computer  Corporation,  Computer 
Automation  Inc.,  Dataproducts  Corporation,  Data  Terminal  Systems  Inc.,  Digital  Equipment  Corporation,  Documation  Inc.,  General  Electric 
Company,  Measurex  Corporation,  Memorex  Corporation,  Molex  Inc.,  Mostek  Corporation,  Nippon  Electric  Company,  Nixdorf  Computer  AG, 
Prime  Computer  Inc.,  Telemechanique  Electrique,  Unitrode  Corporation,  Varian  Associates,  Verbatim  Corporation,  Wang  Laboratories  Inc., 
Westinghouse  Electric  Corporation. 

IDA  Ireland  A 

The  Irish  government's  industrial  development  agency  has  offices  in  New  York,  Tel  (212)972-1000' 
industry  development  authority        Chicago,  Tel  (312)644-7474;  Houston,  Tel  (713)658-0055;  Santa  Monica  CA,  Tel  (213)829-0081  Cleveland 
Tel  (216)861-0305;  Menb  Park  CA.,  Tel  (415)854-1800,  Boston,  Tel  (617)367-8225. 

Overseas  offices  also  in  Amsterdam,  London,  Paris,  Cologne,  Stuttgart,  Copenhagen,  Milan,  Madrid,  Tokyo  and  Sydney. 

This  announcement  15  published  by  IDA  Ireland.  200  Park  Avenue  New  York.  1001  7.  which  is  registered  under  ihe  foreign  Agents  Registration  Acts,  as  amended,  as  an  agent  of  the  Government  of  Ireland 

This  material  is  filed  with  the  Department  of  Justice  where  the  required  registration  statement  is  available  for  public  inspection  Registration  does  not  indicate  approval  of  the  contents  by  the  United  States  Government 


Famous  gourmet  discovers 
how  International  Paper  helps  keep 
frozen  French  fries  fresher 


The  gentleman  in  the  picture 
has  just  discovered  a 
mysterious  difference  between 
two  French  fries. 

He's  Maurice  Moore-Betty, 
the  internationally  respected 
gourmet  food  consultant, 
restaurateur,  cookbook  author 
and  proprietor  of  a  school  for 
gourmet  cooks. 

Both  fries  came  from  the 
same  batch  of  potatoes.  Both 
were  processed  the  same  day, 
in  the  same  frozen  food  plant. 
3oth  were  stored  the  same 
ength  of  time,  in  the  same 
reezer.  And  then,  as  part  of 
his  experiment,  Mr.  Moore- 
3etty  himself  cooked  the  fries 
ogether  in  the  same  frying  pan, 
or  the  same  length  of  time. 

Yet  while  one  fry  turned 
golden  brown,  the  other 
urned  darker. 

Packaging 
makes  the  difference 


The  only  difference  in  the 
>edigrees  of  the  two  French 
ries  is  packaging.  The  fry  that 
urned  darker  was  stored  in  a 
vaxed  frozen  food  package, 
rhe  other  in  a  polyethylene- 
oated  carton  that  was  made 
y  International  Paper.  And 
herein  lies  a  tale. 

Years  ago,  food  technologists 
iscovered  that  moisture  could 
scape  from  frozen  food 
(packaging,  even  in  a  freezer. 
)ver  a  period  of  time,  this  left 
ie  food  less  moist  than 
rocessors  thought  it  should  be. 


WAXED  PACKAGE 


FRESH-SHIELD®  PACKAGE 


Moisture  escapes  from  frozen  food  in  waxed  package,  tlien  escapes  through  cracks 
in  coating.  Fresh-Shield  package  slows  escape  of  moisture  from  package  and  food. 


Consumers  probably  didn't 
even  notice  the  difference.  For 
example,  if  a  dry  French  fry 
turns  brown  faster,  housewives 
will  simply  take  it  out  of  the 
frying  pan  sooner.  But  the 
difference  still  bothered  finicky 
processors  of  frozen  foods. 

Part  of  the  problem  turned 
out  to  be  folds  in  the  packaging. 
Folding  sometimes  caused  the 
protective  wax  coat  to  crack— 
and  each  crack  became  a  leak 
in  the  moisture  barrier. 

Another  problem  was  the 
wax  itself.  It  wasn't  always 
applied  to  the  package 
uniformly.  So  there  were  spots 
where  the  wax  was  too  thin  to 
protect  the  food  inside. 

Enter  International  Paper. 
We  were  one  of  the  pioneers  in 
the  development  of  packaging 
that  substitutes  a  uniform  and 
flexible  polyethylene  coating 
for  wax— sharply  reducing  the 
escape  of  moisture. 


Today,  our  Fresh-Shield  ™ 
cartons  help  dozens  of  different 
kinds  of  frozen  foods  retain 
their  moisture  longer.  And 
there's  an  added  benefit. 

More  sales  appeal 

The  polyethylene  coating 
also  protects  the  carton  —against 
moisture  that  can  weaken 
paper  fibers.  So  Fresh-Shield 
cartons  resist  wilting  and 
crushing  better  than  waxed 
cartons.  That  gives  our  Fresh - 
Shield  packages  more  consumer 
eye  appeal. 

You  can  see  the  result  in 
supermarket  freezers. 

For  more  information  about 
Fresh-Shield,  write  to  us  at  the 
address  below  or  call  toll-free: 
(800)  223-1268.  In  N.Y.  State: 
(212)599-3194. 


® 


INTERNATIONAL 

PAPER 

COMPANY 


220  EAST  42ND  STREET  NEW  YORK   NEW  YORK  10017 


Keep  an  eye  on  Kazuo  Inamori,  a  relative  newcomer  who  has  wti 
grudging  admiration  from  Japan's  tight-knit  corporate  establishmer 
You  11  most  likely  he  hearing  more  about  him. 


Corporate 
samurai 


By  Kathleen  K.  Wiegner 


In  Japanese  business  circles,  where 
age  is  venerated  and  diffidence  is  the 
expected  personal  style,  Kazuo  Ina- 
mori is  a  flabbergasting  wonder,  fust  48, 
thin  and  intense,  Inamori  oddly  com- 
bines the  awesome  self-confidence  of  a 
feudal  samurai  with  the  dress  and  man- 
ner of  a  suave  continental. 

Something  of  a  wonder,  too,  is  Kyoto 
Ceramic,  the  company  he  heads.  In  the 
last  four  years  Kyoto  has  emerged  as  one 
of  the  hottest  companies  in  Japan.  In  its 
latest  fiscal  year  (ended  in  March),  sales 
were  $526  million,  up  93%,  and  earnings 
doubled,  to  $67  million.  Nihon  Keizai 
Shimbun,  Japan's  preeminent  business 
paper,  recently  ranked  Kyoto  Ceramic  as 
the  foremost  company  in  Japan  on  the 
basis  of  its  management,  earnings  stabil- 
ity and  1979  performance,  ahead  of  such 


Kyoto  Ceramics  President  Kazw  >  Inamori  and  his  new  shop  in  Beverly  Hills 
Testing  his  management  skills  doesn't  stop  with  gems:  next  stop,  copiers. 
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"American  Orchestras  on  Tour  "-making  music  reach  out 


Orchestras  often  tour.  But  when  the  tour  includes  having  an  orchestra's 
principal  players  instruct  serious  music  students,  it  makes  music  reach  out. 

The  Bell  System  American  Orchestras  on  Tour  program  helps  take  major 
American  symphony  orchestras  across  the  nation.  But  more  than  that,  the  program 
expands  the  reach  of  these  great  orchestras  with  musical  activities  outside 
the  concert  hall. 

This  year,  Bell  System  American  Orchestras  on  Tour  will  reach  120  cities  with 
over  200  symphony  concerts,  chamber  concerts,  and  open  rehearsals.  In  addition, 
75  master  classes  will  give  several  thousand  music  students  the  opportunity  to  receive 
first-hand  instruction  from  principal  players  of  the  touring  orchestras. 

Ever  since  1940,  when  we  started  sponsoring  The  Bell  Telephone  Hour,  enhancing 
America's  quality  of  life  through  support  of  the  arts  has  been  a  Bell  System  tradition. 
We  think  it  goes  hand  in  hand  with  enhancing  America's  quality  of  life  through  the 
world's  best  communications  system. 


(2)  Bell  System 


New  York  Philharmonic  principal  clarinetist 
Stanley  Drucker  conducts  a  master  class  for 
music  students  in  the  Elmira,  N  Y,  area. 


THE 

CONDO  OPTION: 

BIT 
RIGHT  FOR  YOU? 

As  anyone  who  has  been  house  hunting  can  tell  you,  houses  are  expensive. 
They  can  also  be  costly  and  time-consuming  to  maintain.  As  a  result,  many 
people  are  turning  to  condominiums  as  an  affordable  alternative.  During  the 
last  decade,  the  total  number  of  condo  units  has  increased  nearly  tenfold,  to 
over  2  million  units,  and  most  experts  expect  the  condo  trend  to  continue. 


WHAT  IS  A 
CONDOMINIUM? 


WHO'S 
BUYING  CONDOS? 


COST  AND 
RESALE  VALUE 

FINANCING 
A CONDO 


OUR  ROLE 


A  condominium  is  a  form  of  ownership  in  which  you  own  your  unit  as  well  as 
an  interest  in  the  common  property  and  community  facilities.  Condo  fees  are 
charged  to  each  owner  for  the  upkeep  of  the  common  property  and  payment  of 
other  common  expenses.  Condos  can  be  any  size  or  style,  including  apart- 
ments, townhouses  and  even  single  family  homes. 

The  list  of  condo  owners  includes  all  kinds  of  people —single  and  married, 
young  and  elderly,  with  and  without  children,  suburbanites  and  city  dwellers. 

The  children  of  the  post-war  baby  boom,  now  in  their  20s  and  30s,  are 
already  house  hunting  in  force,  or  will  be  soon.  With  higher  house  prices  and 
fewer  rental  units  available,  many  of  these  people  will  be  looking  at  condos. 

In  1979,  the  average  price  of  a  condo  was  about  $57,000,  compared  with 
about  $65,000  for  a  new  single  family  home.  And  the  resale  value  of  condos 
has  been  increasing  almost  as  quickly  as  the  resale  value  of  houses. 

Financing  a  condo  is  like  financing  a  house  in  most  respects.  Whether  you 
qualify  for  a  mortgage  depends  on  many  factors:  your  income,  your  credit 
history  and  the  prevailing  interest  rates. 

You  may  have  to  shop  around  a  little  more  for  condo  financing,  because 
not  every  lender  will  be  interested  in  making  a  loan  in  the  condo  community 
where  you  want  to  buy.  The  lender  is,  in  a  sense,  investing  in  the  whole 
condominium,  not  just  in  your  unit,  so  he  must  research  and  evaluate  the 
entire  project.  It  may  not  be  worth  the  time  and  expense  for  only  one  loan. 

That's  where  we  come  in.  We're  Fannie  Mae,  the  Federal  National  Mortgage 
Association.  Since  1974,  we've  been  involved  in  the  condo  market,  helping 
lenders  establish  criteria  for  condos  and  even  doing  some  of  the  evaluation 
for  them.  And  of  course  we  buy  mortgages  on  condo  units,  thus  making  more 
funds  available  for  home  buyers  who  choose  the  condo  alternative. 


ADVANTAGES  AND       Before  you  buy  into  a  condo,  weigh  the  advantages  and  disadvantages. 
DISADVANTAGES      Owning  a  condo  unit  entitles  you  to  all  the  tax  benefits  of  homeownership: 

your  mortgage  interest  payments  and  property  tax  can  be  deducted  from  your 
taxable  income.  And  you're  relieved  of  many  responsibilities:  the  condo's 
management  company  usually  maintains  the  exterior  of  the  building  and 
grounds. 

But  remember,  condos  aren't  for  everyone.  Despite  individual  owner- 
ship of  the  units,  you're  only  one  of  many  voting  members  in  the  condo 
community.  The  majority  rules  on  such  matters  as  whether  pets  are  allowed 
and  what  alterations  you  can 


QUESTIONS       Condo  ownership  can  be  somewhat  more  complex  than  home  ownership. 
WORTH  ASKING       So  ask  a  lot  of  questions  about  how  the  condominium  is  managed,  about  the 

builder's  reputation,  about  the  quality  and  condition  of  the  plumbing,  electrical 
and  heating  systems.  Make  sure  the  condo's  budget  provides  an  adequate 
reserve  fund  for  unexpected  major  expenses  (a  leaky  roof,  a  bad  furnace,  etc.). 

It  is  a  good  idea  to  have  a  knowledgeable  attorney  go  over  the  key 
legal  documents  with  you.  You  don't  want  to  be  surprised  after  you've  signed 
on  the  dotted  line. 

WHAT  IS       Fannie  Mae,  the  Federal  National  Mortgage  Association,  is  a  shareholder- 
FANNIE  MAE?       owned  corporation  which  helps  meet  people's  housing  needs  by  supplying 
money  to  the  home  mortgage  industry.  We  do  not  make  loans  directly  to  con- 
sumers. But  by  purchasing  mortgages  from  local  lenders,  we  replenish  their 
funds  for  further  lending. 

Since  becoming  a  private  corporation  in  1968,  Fannie  Mae  has 
invested  in  housing  for  more  than  three  million  American  families.  Federal 
National  Mortgage  Association,  3900  Wisconsin  Avenue,  N.W,  Washington, 
D.C.  20016. 


FANNIE  MAE  America's  Mortgage  Resource 


better-known  giants  as  Sony,  Matsushita 
Electric  and  Toyota  Motor.  Kyoto's 
American  Depositary  Receipt  units 
(each  representing  two  shares)  are  newly 
listed  on  the  New  York  Stock  Exchange 
and  traded  recently  at  35%,  a  nifty  19 
times  earnings.  Allowing  for  stock  divi- 
dends, they  have  appreciated  250%  since 
first  appearing  over-the-counter  in  1976. 

Who  is  Inamori?  He  talks  like  a  throw- 
back to  Japan's  feudal  warlords.  "When 
we  want  to  conquer  a  new  field  it  is  like 
the  samurai  who  wants  to  attack  another 
castle,"  he  told  Forbes.  "When  I  went 
into  the  U.S.  my  philosophy  was  to  use 
low-ranked  employees.  If  we  had  taken 
superior  troops  it  would  have  left  the 
home  castle  unprotected.  I  led  these 
troops  and  trained  them,  so  by  the  time 
we  reached  the  other  castle  they  were 
superior.  If  management  adopts  this  phi- 
losophy it  can  develop  anything." 

Inamori's  game  is  electronic  ceram- 
ics— a  primitive  example  would  be  the 
white  ceramic  insulators  on  towers  sup- 
porting high-tension  wires.  But  Kyoto 
Ceramic's  principal  business  is  the  high- 
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precision,  sophisticated  ceramic  casing 
used  to  house  integrated  circuit  semicon- 
ductors— particularly  expensive  memory 
chips  used  in  computers  and  military 
hardware.  In  such  products,  reliability  is 
everything,  price  a  lesser  consideration. 
The  company  has  some  80% '  of  the 
world  market  in  such  casings.  The 
cheaper  plastic  casings  manufacturers 
can  use  once  a  product  reaches  high- 
volume,  he  leaves  for  others. 

In  1959,  recalls  Inamori,  then  a  27- 
year-old  engineer,  "I  had  a  quarrel  with 
top  management  over  technical  matters. 
They  didn't  accept  my  proposals  so  I 
left."  Though  both  company  and  found- 
ing technology  were  his  ideas,  he  took  a 
back  seat  in  the  management  of  Kyoto 
Ceramic  for  its  first  five  years.  The  start- 
up money  came  from  the  colleague  of  a 
senior  manager  in  his  former  company. 
At  the  urging  of  his  sponsor  he  began 
buying  stock  in  his  fledgling  company, 
emerging  in  1964  as  undisputed  head. 

Unlike  traditional  Japanese  presidents, 
often  aloof  from  the  decision-making 
fray  carried  on  by  their  middle  managers, 


Inamori  is  very  much  the  hands-on  m 
ager.  He  believes  in  team  effort,  but 
Ms  team.  He  prides  himself  on  gettj 
the  best  from  what  he  calls  "the  rj 
with  50%  ability."  He  follows  a  bi 
rule,  which  he  credits  for  Kyoto  Ced 
ic's  dominance:  "We  tried  to  deva 
every  item  our  customers  wanted.  Be 
latecomers  we  never  said  no,  we  na 
said  we  can't.  Older  ceramic  manufacl 
ers  would  evaluate  a  proposal  on  a  a 
basis  and  say  no.  Yet  we  have  been  p| 
itable  from  the  start." 

Kyoto  Ceramic  is  unaffiliated  with 
big  industrial  groups  (Mitsubishi,  MiJ 
and  Sumitomo)  and  thus  does  not  rely 
major  banks  for  almost  automatic  le 
irtg.  Instead,  Inamori  financed  throl 
equity,  not  the  more  traditional  det; 
only  20%  of  total  capitalization,  tiny 
highly  leveraged  Japan.  Now,  while  (j 
ers  scramble  to  repay  high  interest  d| 
Kyoto  Ceramic  rests  easy. 

For  all  his  success,  Inamori  still  f^ 
the  need  to  prove  his  leadership:  "I  as] 
myself  whether  it  was  my  manageml 
style  that  led  to  the  success  of  the  cfl 
pany  or  whether  we  had  just  followed 
growth  in  the  electronics  industry, 
prove  my  management  style  was  corr 
I  got  into  completely  different  fields,  i 
eryone  said  the  gemstones  were 
risky,  but  that's  my  nature." 

Gemstones?  Having  conquered  cen 
ics,  Inamori  turned  to  jewelry.  G( 
quality  emeralds,  rubies  and  alexandr: 
can  be  grown  in  the  lab  using  technoll 
familiar  to  anyone  in  semiconduct 
(see  box).  He  hired  top  jewelry  design] 
who  mounted  his  perfect,  man-ml 
gems  in  precious  metal  with  real 
monds.  Established  jewelers  would  j 
touch  them,  so  Inamori  opened  his  d 
showrooms.  His  friends  called  them  1 
amori's  folly,"  but,  at  a  tenth  the  pric 
natural  stones,  his  jewelry  has  becc 
popular  in  Japan.  Now  Inamori  Jewi 
has  experimentally  opened  across 
street  from  Van  Cleef  &.  Arpels  in  rj 
Beverly  Hills.  "It's  the  same  with 
new  technology,"  he  says  happily.  "1 
create  the  market.  I  just  decided  to  s 
this  revolution  myself." 

Last  year  Inamori  launched  what  rj 
be  his  riskiest  foray,  buying  two  fail 
Japanese  companies,  one  a  maker  of | 
radios  and  car  stereos,  the  other  a  ma) 
facturer  of  desk-top  calculators  and  ej 
tronic  cash  registers.  He  plans  to  J 
them  to  shed  his  image  as  a  compone 
supplier  and  become  a  force  in  calci 
tors  and  plain-paper  copiers. 

So,  this  latter-day  warlord  prepare* 
tackle  the  likes  of  Canon,  Ricoh,  Xel 
and  IBM.  But  with  his  basic  busiB 
growing  20%  a  year,  his  home  castl) 
secure. 

If  Japan  can  breed  and  nourish  rq 
hard-driving  entrepreneurs  like  Inarm 
that  tight  little  island  will  be  an  a 
tougher  competitor  in  the  future.  ■ 
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Don't  call  it  "fake" 


Kyoto  Ceramic  is  not  the  first  to  cre- 
ate gemstones  in  the  laboratory.  Syn- 
thetic rubies  were  made  in  France  in 
the  mid- 1800s.  In  the  jeweled  move- 
ments of  watches,  synthetic  rubies 
are  used  almost  exclusively.  Man- 
made  diamonds  are  big  business  be- 
cause their  hardness  makes  them 
ideal  for  many  industrial  uses.  Gener- 
al Electric  began  making  industrial 
rough  diamonds  in  1955  and  last  year 
sold  an  estimated  100  million  carats. 
De  Beers,  the  famous  diamond-miner, 
is  also  big  in  man-made  diamonds,  as 
is  the  Soviet  Union. 

There  are  three  major  manufactur- 
ers of  man-made  stones  for  jewelry 
today.  The  oldest,  Chatham  Created 
Gems  of  San  Francisco,  ships  about  1 
million  carats  of  rubies  and  emeralds  a 
year.  France's  Pierre  Gilson  makes  ru- 
bies, emeralds,  opals  and  pink  coral. 
Union  Carbide's  Linde  division  once 
made  star  sapphires  and  rubies,  but 
dropped  the  business.  Kyoto  Ceramic 
is  the  only  maker  to  sell  direct  to  the 
public,-  impatient  with  the  market's 
slow  development,  Kyoto  wants  to 
force  the  pace. 

Gems  made  by  man  are  grown 
much  the  same  way  budding  grade- 
school  scientists  grow  sugar  crystals. 
Common  chemicals — aluminum  sili- 
cate, aluminum  oxide  and  silicon  ox- 
ide— are  mixed  in  secret  proportions. 
From  that  mixture  a  single  crystal 
forms,  taking  a  minimum  of  a  year  to 
grow  to  one  carat.  Growth  speeds  up 


after  that.  These  crystals  can  theoreti- 
cally grow  to  almost  any  size.  Chat- 
ham grew  a  1,014-carat  emerald, 
which  now  sits  in  the  Smithsonian. 
But  at  Inamori  Jewelry's  Beverly  Hills 
store  the  largest  emerald  is  only  8 
carats,  the  rubies  around  4  carats. 

Once  the  crystal  has  grown,  it  is 
identical  to  a  natural  stone  in  chemi- 
cal composition,  appearance  and 
physical  properties  such  as  hardness. 
How  then  do  you  tell  the  man-made 
stone  from  the  real  thing?  Jewelers 
look  for  chemical  impurities  because 
a  natural  stone  will  contain  trace  min- 
erals from  the  earth  while  man-made 
stones  will  be  free  of  them.  A  jeweler 
can  also  tell  the  difference  by  putting 
the  stone  under  ultraviolet  light  (man- 
made  stones  react  more  strongly, 
turning  a  deeper  red).  But  the  nonex- 
pert can  be  fooled,  which  is  why  the 
law  requires  sellers  of  man-mades  to 
tell  the  customer  what  he  is  buying. 

Man-made  stone  manufacturers 
cringe  at  such  words  as  "fake"  or 
"synthetic."  They  prefer  "created." 
Their  gems  are  not  sold  as  an  in- 
vestment. What  they  are  is  beautiful 
and  affordable.  Kazuo  Inamori  likens 
them  to  cultured  pearls.  Once  there 
were  only  natural  pearls,  but  today 
cultured  pearls  are  what  most  people 
own  if  they  own  pearls  at  all.  Ina- 
mori's customers  are  looking  for 
something  nice  to  wear.  Presumably 
their  genuine  jewelry  is  locked  safe- 
ly away.— A' a  u 


Report  from  Number  One  Wall  Street 


Where  in  the  world  can  you  get 
complete  international  banking  services, 
plus  close  personal  attention? 

At  Irving  Trust. 

"Were  banker  to  over  1,900  foreign  governments,  central  banks  and 
commercial  banks.  This  tells  you  something  about  the  quality  of  our  inter- 
national operations,"  says  Peter  Palmieri,  Executive  Vice  President, 
International  Banking  Group. 

"For  example,  we  pioneered  in  the  development  of  S.W.I. FT,  the  most 
efficient  method  of  international  interbank  communications.  And  we  were 
the  first  U.S.  bank  with  a  computer-to-computer  link  to  this  system.  We 
handle  billions  of  dollars  of  international  funds  transfers  daily.  And  we've 
developed  a  communications  system  that  significantly  cuts  the  response 
time  required  to  provide  fast  and  accurate  answers  to  your  inquiries. 
"This  kind  of  banking  expertise  is  one  reason  many  of  the  world's  leading 
banks,  as  well  as  corporations,  do  business  with  us. 


"But  there's  another,  even  stronger  reason.  Our  people.  We  give  you 
resourceful,  motivated  specialists  who  will  make  sure  you  get  the  close, 
personal  attention  that  sets  Irving  Trust  apart." 

To  discuss  your  international  banking  needs,  write  to  Peter  C.  Palmieri, 
Irving  Trust  Company,  One  Wall  Street,  New  York.  NY  10015.  Or  call 
him  at  212/487-5787. 


Irving  TVust 

Unique.  Worldwide. 


FOREIGN  MARKETS 


ADE  LESS  FOREIGN 


TIME's  Answer  Bank  can  help  you  know  more 
about  overseas  markets. 


TIME'S  Answer  Bank  is  the  largest  single 
rce  of  vital  marketing  information  in  the 
!  gazine  industry.  There's  nothing  else  like  it. 

The  long  list  of  reports  and  data  available 
In  the  Answer  Bank  can  give  you  new 
l^hts  into  attitudes,  lifestyles,  media  usage 
demographics  in  a  wide  range  of  overseas 
(  kets.  And  a  lot  more. 
,  Even  if  you're  an  international  marketer 
|  your  own  extensive  data,  specialized 
lies  available  from  the  Answer  Bank  might 
vb  you  further  define  your  sales  potential 
I  refine  your  market  thrust. 
I  And  what  if  you  happen  not  to  be  an 
pational  marketer?  TIME'S  Answer  Bank 
I  give  you  the  same  kind  of  information 
(stance  whatever  your  domestic  field— 
jlncial,  beverage  alcohol,  insurance,  auto- 
jfive,  travel,  you  name  it.  The  research 
le  we  use  are  the  finest  in  the  field.  Our 
pies  are  fastidiously  drawn.  And  besides 
array  of  market  studies,  we  provide  an 
ndance  of  "real  world"  data,  such  as 
I  sus  and  Bureau  of  Labor  Statistics  infor- 
i  on.  We'll  also  provide  in-depth  analysis  of 
plicated  research. 

I  The  adjacent  box  contains  an  example  of 
r<inds  of  data  we  can  provide  international 
ji  keters.  If  any  is  of  interest  to  you  or  if  you 
ni  any  other  inquiries,  write  on  your  letter- 
ed to  Seth  Bidwell,  Director  of  Marketing 
ibices,  TIME,  Time/ Life  Building,  Rocke- 
|  Center,  New  York,  NY  10020. 


Some  of  our  recent  re  orts 


The  big  buyers  for  busi- 
ness/industrial in  Asia. 

This  study  questioned  TIME 
subscribers  in  nine  Asian 
countries.  It  identifies  the 
ways  in  which  the  main 
income  earners  are  involved 
in  purchase  of  products  or 
services  in  the  course  of  their 
work.  Also  contains  demo- 
graphics and  opinions  on 
trade  relations.  RR2112 

Asian  air  travelers'  atti- 
tudes towards  airlines 
and  advertising. 

Details  travel  behavior  and 
important  considerations  in 
airline  selection  among  fre- 
quent ail  travelers  of  a  major 
Asian  airline.  Provides  infor- 
mation on  their  reactions  to 
advertising  and  their  evalua- 
tions of  various  media. 
RR2057 

Pan-European  survey. 

One  of  the  most  compre- 
hensive international  mar- 
keting and  media  research 
surveys  ever  undertaken. 
Conducted  among  execu- 
tives and  professionals  in  ten 
European  countries,  it 
reveals  basic  attitudes,  life- 
styles and  media  usage. 

A  Study  of  Audio 
Equipment  Buyers  in 
Europe. 

Provides  detailed  informa- 
tion on  the  personal 
characteristics,  purchasing 
process,  ownership  and 
usage  of  audio  equipment, 
media  involvement,  and 
demographics  and  lifestyle 
of  recent  purchases  of 
audio  equipment  in  six 
European  countries. 
RR2046 


A  Study  of  the 
Effectiveness  of  a 
Newsmagazine  and  a 
Newspaper 

In  this  study,  attitudes  and 
opinions  toward  TIME  and 
the  effectiveness  of  adver- 
tising carried  by  it  are 
compared  with  similar 
measurements  about  the 
South  China  Morning  Post, 
a  leading  English  language 
newspaper  in  Hong  Kong. 
RR2047 

Asian  Profiles  2. 

A  comprehensive  readership 
study  of  Asian  executives  in 
eight  countries.  Provides  an 
up-to-date  picture  of  media 
exposure,  product  usage, 
job  2sponsibilities  and 
socic  economic  data. 

The  Australian  t  avel, 
automotive,  wine  and 
spirits  markets. 

Four  separate  studies 
revealing  market  structure 
and  relevant  consumer  atti- 
tudes and  behavior.  Also 
co  stains  demographics  and 
media  usage  d'ta. 

Canadian  Print 
Measurement  II. 

The  latest  syndicated  study 
of  magazine  readership  in 
Canada.  Provides  reader- 
ship data  on  48  magazines. 

TIME  Subscriber  Studies. 

Periodically,  TIME  conducts 
extensive  demographic,  atti- 
tudinal,  lifestyle  and  product 
usage  studies  among  sub- 
scribers to  its  international 
editions.  Latest  studies: 
TIME  Atlantic,  TIME  Asia, 
TIME  Canada,  TIME  Latin 
America,  TIME  South 
Pacific. 
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The  National  Bank  of  Washington,  controlled 
by  the  United  Mine  Workers  union,  has  been 
firing  officers  and  making  strange  loans. 


Coal  miners1  bank 


By  Ann  Hughey 

THERE  HAS  BEEN  AN(  Mill  B  i  JVC  III  .11 
the  National  Bank  of  Washington. 
The  bank,  the  District  of  Colum- 
bia's third  largest  with  over  $860  million 
in  assets,  is  75%  owned  by  the  United 
Mine  Workers  union  The  last  time  the 
hank  union  relationship  led  to  trouble 
was  years  ago  when  UMW  presidents 
lohn  L.  Lewis  and  Tony  Boyle  kept  mil- 
lions in  workers'  pension  funds  in  the 
bank  in  noninterest  bearing  accounts. 

In  recent  months  Dale  lemberg,  the 
bank's  president  and  t.  T( ),  and  two  other 
senior  hank  officers  were  forced  to  resign 
after  an  internal  investigation  by  the 
bank  confirmed  reports  of  questionable 
loans  and  loan  practices.  Oi  the  bank's 
21  directors,  6  have  resigned  since  last 
vc.u,  fernberg  among  them.  There  are 
investigations  of  the  bank  by  the  U.S. 
Attorney's  office,  the  ( omptroller  of  the 
Currency  and  the  Securities  &  Exchange 
Commission.  Allegations  range  from 
kickbacks  to  improper  UMW  influence 
on  lending.  A  fellow  union,  the  Amen 
can  Federation  of  State,  County  Mu- 
nicipal Employees,  decided  to  withdraw 
$26  million  from  its  trust  account  at  the 
hank  because  of  the  turmoil,  though 
brotherly  pressure  from  the  UMW  could 
change  AFS(  ME's  mind. 

The  UMW  has  traditionally  kept  at 
arm's  length  from  the  bank's  operations. 
The  bank's  own  investigation,  conduct- 
ed by  seven  directors,  says  the  UMW 
leadership  has  done  nothing  improper. 
The  report  is  less  kind  to  bank  officials: 
"The  bank's  senior  management  was  too 
often  too  eager  to  please  influential  direc- 
tors in  making  credit  decisions" — influ- 
ential meaning  connected  with  the 
UMW.  Both  inside  and  outside  sources 
say  that  much  of  the  trouble  stems  from 
Washington  lawyer  Ronald  C.  Nathan,  a 
partner  in  the  Washington  firm  of  Kad- 
ison,  Pfaelzer,  Woodward,  Quinn  & 
Rossi,  who  became  a  director  and  the 
bank's  general  counsel  in  1978  under 


UMW  auspices.  Nathan,  who  has  re- 
signed from  his  bank  posts,  became 
involved  with  the  UMW  as  personal 
legal  adviser  to  UMW  President  Arnold 
Miller  during  Miller's  1977  reelection 
campaign. 

N. ith. m  raised  hackles  and  eyebrows  at 
the  bank,  it  is  said,  by  blatantly  hustling 


/  'nited  Mine  Workers.  President  Sam  Church 

Inheriting  a  banking  scandal. 


legal  business  from  bank  customers 
pushing  loans  for  his  clients  and  invok- 
ing the  names  ot  Miller  and  Sam  Church 
(Miller's  vice  president,  now  UMW 
president)  as  his  authority.  "Mr.  Nathan 
was  interested  in  using  the  bank  to  pro- 
mote Ins  own  interests,  and  he  wasn't 
willing  to  let  his  position  as  counsel  for 
the  hank  bung  this  business  m  the  natu- 
ral way,"  says  one  bank  insider.  " He- 
wanted  it  very,  very  quickly." 

The  situation  came  to  a  head  when 
bank  President  Jernberg  reported  to  the 
Comptroller  of  the  Currency  his  suspi- 


cions that  Nathan  had  secretly  invd 
in  a  gas  well  venture  that  had  receive 
million  in  loans  from  the  bank, 
bank's  own  investigation  found  tha 
the  time  the  loan  was  made  Natham 
no  interest  in  the  gas  well  deaL 
which  another  resigned  director,  Bl 
Lyons,  was  also  involved.  But  the  rq 
says:  "In  connection  with  several  t( 
actions,  Mr.  Nathan's  conduct  is  sul 
to  criticism."  Nathan  reportedly  dl 
vote  on  the  loan  and  appears  to  1 
acquired  his  interest  in  the  venture  , 
the  loan  was  made;  it  is  said  he  then 
his  holdings  back  to  a  partner  in  the 
well  deal  for  a  $25,000  profit.  Na 
isn't  returning  telephone  calls. 

One  of  the  strangest  loans  was 
million  to  Joseph  Shamy,  then  own' 
Maryland's  financially  foundering  La 
Raceway.  At  the  time  Shamy,  who 
later  convicted  on  charges  of  fraud 
racketeering,  had  already  defaulted 
loan  to  another  bank.  The  bank's  d 
tors — including,  it  is  said,  Nathan- 
proved  the  loan  over  the  obiectior 
senior  bank  officials.  The  bank  cndei 
having  to  sell  the  racetrack. 

Then  there  was  the  loan  to  bank  d 
tor  Marvin  I.  Goldman,  a  Washnu 
theater  owner,  that  was  granted, 
bank's  report  says,  "despite  unansw 
questions  as  to  the  debt  service  abili 
the  borrowers  and  was  structured  in 
a  manner  that  payment  at  maturity 
not  feasible."  The  decision  to  lend 
influenced  in  part  by  Goldman's  fri 
ship  with  Nathan  and  the  bank  offi 
perception  that  he  was  close  to  Ar 
Miller,  tor  whom  Goldman  had  thro 
fundraising  party. 

After  the  bank's  own  investiga; 
President  (ernberg  and  two  other  so 
bank  officials  were  forced  to  resigi 
the  union.  Although  all  of  the  ques 
able  loans  had  been  made  while  An 
Miller  was  UMW  president,  allega 
that  UMW  leaders  were  involved  n 
scandal  single  out  Sam  Church.  Ui 
ists,  supported  by  the  bank's  report, 
the  charges  and  point  out  that  Chi 
when  he  was  vice-president,  com 
make  a  move  without  Miller's  appr 
At  the  bank,  income  and  earnings 
share  tor  the  first  six  months  ot  1 980 
down38%,  whereas  banks  overall  we 
about  L3%  toi  the  first  half .  Bank  off j 
blame  heavy  legal  expenses  tor  thedet 

Stung  by  allegations  of  UMW  : 
dling,  UMW  President  Church  has  t 
the  position  that  the  union  has  not 
enough  attention  to  the  bank  and, 
sumably,  to  the  people  it  appoints  t< 
bank  hoard.  "The  UMW  should  n 
future  get  more  involved  in  monit 
and  guarding  our  interest  in  the  Nat' 
Bank  of  Washington.''  says  Chi 
Church  has,  however  created  a  so 
committee  to  seek  out  respected  n 
hers  ot  the  financial  community  to 
on  the  bank's  board  ot  directors.  ■ 
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Put  Corroon&Black 
at  the  helm. 


We're  the  brokers  who  can  help 
your  business  steer  clear  of  potential  hazards. 


Rising  insurance  costs  make  effective  risk  manage- 
ment more  important  than  ever  to  businesses  of  all 
tzes.  And  that's  where  Corroon  &  Black  can  help. 

We'll  design  a  risk  management  program  that  can 
sffectively  reduce  the  risks  and  costs  of  your  business 
nsu  ranee. 

The  approach  we  use  is  total  account  evaluation, 
which  means  we  examine  every  aspect  of  your  cur- 
ent  risk  management  program,  inside  and  out.  Our 
>rofessionals  look  at  your  loss  controls.  They'll  ana- 
yze  \our  present  coverages  to  see  if  they're  best  for 
our  business.  They'll  even  check  if  the  loss  informa- 


tion you  get  now  is  adequate. 

All  this  is  just  part  of  Gorroon  &  Black's  risk  man- 
agement—on land,  in  the  air,  on  water.  Anywhere  your 
business  takes  you.  And  it's  another  reason  why  we've 
become  one  of  the  largest  insurance  brokers  in  the 
business,  with  over  90  offices  worldwide. 

Put  the  expertise  of  Corroon  &  Black  to  work  now. 
For  a  complete  analysis  of  your  risk  management 
program,  call  Richard  M.  Miller,  President,  toll- 
free,  at  800-221-7024.  (In  New  York,  call  collect, 
212-363-4100.) 


Corroon&Black 

Wall  Street  Plaza,  New  York,  NY  10005  ■  Offices  nationwide  and  worldwide 


Exercising  the  Gas  (Option 

Gas  Update: 
Langs-scale  coal 
gasification  b  egin, 


in  North  Dakota. 


The  new  coal  conver- 
sion facility  will  gasify 
14,000  tons  per  day  of 
local  lignite  coal  to  pro- 
duce approximately  125 
million  cubic  feet  per 
day  of  natural  gas. 


GASIFIERS 


The  first  phase  will  produce  enough  natural  gas  to 
heat  a  quarter  of  a  million  homes  annually  by 
1984.  After  the  completion  of  Phase  I,  the  planned 
Phase  II  could  double  the  facility's  capacity  to  the 
energy  equivalent  of  250  million  cubic  feet  of  natu 
ral  gas  per  day— enough  to  heat  a  half  million 
homes  annually.  OXYGEN 

RAW  WATER  PL 
PONDS 


>  American  Gas 
I  Association 

©1980 


eat  Plains  project  is  near  Beulah,  North  Dakota,  as  shown  above, 
e  venture  is  America's  first  large-scale  synthetic  fuels  project. 

ew  era  in  energy  began  on  July  28, 1980,  with 
announcement  of  our  nation's  first  commer- 
-scale  coal  gasification  project  in  Mercer 
inty,  North  Dakota.  The  $1.4  billion  plant  will 
cess  local  lignite  coal  into  approximately  125 
ion  cubic  feet  of  clean  gas 
gy  every  day— enough  to 
t  a  quarter  of  a  million 
les  annually.  Converting 
into  methane  gas  is  the 
nest,  most  efficient  and 
comical  way  to  use  our 
on's  vast  coal  reserves.  And 
r  years  of  testing,  develop- 
it  and  evaluation,  this  process  is  ready  for 
mercialization.  Synfuel  is  becoming  a  reality. 


RECT1SOL 

PHENOLSOLVAN  & 
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COAL  STORAGE 


FLARE 
STACK 


More  Clean  Energy  for  the  Future 
The  project's  administrator  and  plant  operator, 
American  Natural  Resources  Company,  will  share 
the  gas  produced  with  four  other  companies: 
Peoples  Energy  Corp.,  Columbia  Gas  System,  Inc., 
Tenneco,  Inc.,  and  Transco  Companies,  Inc.  The 
significance  of  the  Great  Plains  project  goes 
beyond  processing  14,000  tons  of  coal  into 
approximately  125  million  cubic  feet  of  gas  every 
day.  In  demonstrating  the  feasibility  of  large-scale 
coal  gasification  in  the  U.S.,  the  plant  will  provide 
a  stream  of  valuable  economic,  environmental, 
and  technical  data  for  future  projects  of  its  kind. 

This  information  is  essential  to  the  creation  of 
an  entire  new  industry  based  on  the  utilization  of 
America's  vast  coal  resources,  the  world's  largest 
in  terms  of  currently  recoverable  reserves. 
Coal  for  the  Great  Plains  project  will  come 
#:jr  from  four  adjacent  mining 
areas.  Only  500  acres  per  year 
will  be  disturbed,  and  reclama- 
tion will  be  continuous. 

Gas  is  scheduled  to  begin 
flowing  in  1984.  After  that,  the 
addition  of  a  second  phase 
could  double  the  plant's  capac- 
ity to  the  energy  equivalent  of 
250  million  cubic  feet  per  day. 

Coal  Gasification  Helps  Lessen 
Energy  Dependence 
250  million  cubic  feet  of  clean  methane  gas 
energy  produced  every  day  will  be  comparable  in 
heating  value  to  approximately  40,000  barrels  of 
fuel  oil— part  of  an  increasing  contribution  gas 
can  make  to  decrease  our  nation's  dangerous 
dependence  on  foreign  oil.  And  using  gas  instead 
of  imported  oil  helps  our  nation's  critical  balance 
of  payments  problem. 

Part  of  the  Solution 


New  technologies  like  coal  gasification 
will  solve  only  part  of  America's 
energy  problems.  But  they  can 
make  an  important  contribution  nev- 
ertheless. Unconventional  sources  of 
gas,  which  additional  expanded 
research  can  help  make  available,  are 
#*       potentially  huge— and  in  some 
cases  are  virtually  inexhaustible. 
When  you  consider  the  economic,  environ- 
mental, and  efficiency  advantages  of  gas,  it 
becomes  an  energy  option  that  makes  increasing  sense. 


CHEMICALS  &  BY-PRODUCT 
STORAGE 


AS  LIQUOR  SURGE  TANKS 


Gas:  The  future  belongs  to  the  efficient. 


A  roomier  ride  to 
Europe  and  the  Orient. 


Northwest  wide-cabin  747s  give 
you  a  wider  seat  in  Economy  Class 
than  most  other  airlines  flying  to 
Europe  or  the  Orient.  A  wider  seat 
means  more  personal  room.  More 
room  to  work.  More  room  to  relax. 

For  business  travelers  and 
others  paying  full-fare,  Executive 
Class  offers  a  separate  seating 
section,  free  movies,  compli- 
mentary cocktails,  many  extras. 

In  First  Class  on  most  inter- 
national flights,  you  can  stretch 
out  in  upper  deck  sleeper  seats  at 
no  extra  charge. 

To  Europe,  Northwest  takes 
you  to  London,  and  to  Ireland, 
Scotland,  Germany  and 
Scandinavia. 

To  the  Orient,  we'll  fly  you 
to  Tokyo,  Osaka,  Seoul,  Okinawa, 
Taipei,  Manila  and  Hong  Kong. 

Enjoy  the  extra  comfort  on  your 
next  international  flight.  Call  a 
travel  agent  or  Northwest. 
American  Express  i « 


and  Northwest 
Orient... 
An  Unbeatable 
Traveling 
Combination. 
It  is  the  Card  welcomed  around 
the  world  for  almost  every  travel 
and  entertainment  need.. .airline 
tickets,  car  rentals,  hotels, 
restaurants  and  other  fine  estab- 
lishments. Now,  get  around  in 
Europe  or  the  Orient  as  easily  as 
you  would  in  your  own  hometown, 
with  the  American  Express  Card. 
And  if  you  don't  already  have  an 
American  Express  Card,  pick  up 
an  application  wherever  the  Card 
is  welcomed  or  call  800-528-8000 
toll-free.  The  American  Express9 
Card.  Don't  leave  home  without  itSM 
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The  roomier  ride 


my  the  sociologists  may  be  able  to  figure  out 
i  country  music  boom.  One  thing  is  sure 
pugh:  Despite  industry  woes,  it  has  been 
l  ing  well  lately. 


Country  cashes  in 


By  Betty  Franklin 


uring  business  hours  Victor 
I  Rayneri,  36,  is  a  manufacturing 
f  manager  for  General  Foods  Corp. 
Vhite  Plains,  N.Y.  But  a  couple  of 
ts  a  month  he  puts  on  his  $250  Jus- 
nakeskin  boots,  his  Wrangler  jeans, 
hand-tooled  leather  belt  and  his 
pearl-buttoned  shirt,  and  goes 
n  to  the  Lone  Star  Cafe  at  the  corner 
fth  Avenue  and  13  th  Street  in  lower 
hattan.  There,  with  a  bottle  of  Bud 
ind,  he  lets  the  music  of  groups  like 
;y  Friedman  and  the  Exxon  Brothers 
him  into  a  good  ole  boy  for  the 
t.  What's  the  appeal?  "You  either 
country  music  or  you  don't,"  Ray- 
says.  "I  like  it." 

ght  as  well  ask  what  a  Texas  honky- 
is  doing  on  Fifth  Avenue.  The  an- 
to  that  is:  very  well.  Like  a  dozen 
jr  country  music  "saloons"  across 
country — Gilley's  outside  of  Hous- 


ton, the  Rodeo  Bar  in  Chicago,  Cactus 
Jack's  in  Nashville  and  at  least  three 
competitors  in  New  York — the  Lone  Star 
is  packing  them  in.  Started  in  1977  by 
Mort  Cooperman,  38,  a  Brooklyn-born 
former  account  executive  at  Wells,  Rich, 
Greene,  it  features  "authentic"  Austin 
decor,  Lone  Star  beer  and  "3-alarm 
chili."  But  it's  the  music  that  makes  the 
milieu  work.  Whatever  the  reasons — de- 
mographics, nostalgia  for  America's  van- 
ished rural  past  or  just  plain  weariness 
with  earsplitting  volume  and  unintelligi- 
ble lyrics — the  fastest-growing  segment 
of  popular  music  today  is  that  down- 
home,  lonesome-whistle,  cheatin'-heart, 
red-white-and-blue  redneck  sound  called 
"country." 

Consider  this:  In  1977  nearly  half  of  all 
the  phonograph  records  sold  in  the  U.S. 
were  rock  'n'  roll.  Now  rock  accounts  for 
a  little  over  one  out  of  three,  according  to 
the  National  Association  of  Recording 
Merchandisers,  while  "pop"  music,  13% 


I  Station  Manager  Nick  Verbitsky 

lea  to  a  switch  in  format,  from  number  14  to  number  2. 


of  the  record  business  in  1978,  now  is 
down  to  just  over  11%.  Country  music  is 
the  new  number  two,  accounting  for 
about  12%  of  all  records  sold  last  year. 

In  fact,  some  of  country's  predomi- 
nately middle-aged  singers  and  musi- 
cians now  rank  among  pop  music's  su- 
perstars: According  to  Cash  Box  maga- 
zine, one  of  the  bibles  of  the  record 
business,  country  singer  Kenny  Rogers 
was  the  number  one  male  vocalist  in  the 
U.S.  in  record  sales  last  year,  and  Linda 
Ronstadt,  a  "crossover"  country  singer, 
was  the  top  female.  The  life  and  hard 
times  of  Loretta  Lynn  was  turned  into  a 
book  that  has  sold  over  2  million  copies 
and  a  movie  that  has  grossed  over  $80 
million.  John  Travolta,  who  shot  to  fame 
on  the  disco  craze  and  Saturday  Night 
Fever,  chose  Urban  Cowboy  and  its  coun- 
try music  setting  to  try  for  a  comeback; 
and  while  the  movie  has  had  less  than 
phenomenal  success,  the  Full  Moon/ Asy- 
lum soundtrack  album  has  sold  2  million 
copies  at  $15.98  list  apiece  in  just  five 
months. 

Because  country  sells,  more  than  1,500 
of  the  nation's  7,773  AM  and  FM  radio 
stations  now  broadcast  full-time  country 
formats.  Nearly  400  of  them  have 
switched  in  the  last  two  years  alone — 
from  such  programming  as  all-news 
(WCXI,  Detroit),  "mainstream"  rock  'n' 
roll  (WQAM,  Miami  Beach),  middle-of- 
the-road  (WKLZ,  Denver)  and  jazz 
(WRVR,  New  York).  Significantly, 
though,  most  changed  from  "Top  40" — 
the  mindless  repetition  of  the  week's 
most  popular  songs,  usually  rock  'n'  roll. 
That  was  surefire  back  in  the  Sixties  and 
Seventies,  but  now,  says  Jim  Duncan,  a 
senior  editor  of  the  trade  paper  Radio  & 
Records:  "Top  40  rock  is  dying." 

In  Chicago,  for  example,  station 
WMAQ  had  tried  "everything  except  all- 
news,"  says  manager  Burt  Sherwood,  los- 
ing money  for  ten  years  before  it  went 
country  in  1975.  The  station  went  into 
the  black  in  1978  and  this  year  will  have 
five  times  the  listening  audience  it  had 
prior  to  its  switch  to  country.  In  New 
York,  WFIN  switched  to  country  in  1973 
and  in  1975  brought  in  an  aggressive  new 
management  team.  Nick  Verbitsky,  who 
was  part  of  that  team,  became  vice  presi- 
dent and  general  manager  in  1978.  The 
station  moved  from  number  14  to  num- 
ber 2  in  the  25-to-49  age  group.  When 
Storer  Broadcasting  sold  WHN  to  the 
Mutual  Broadcasting  System  in  1980,  the 
$14  million  price  was  the  second-highest 
ever  paid  for  a  radio  station. 

Why  this  unsophisticated  music  in  a 
sophisticated  age?  One  reason  clearly  is  a 
reaction  against  rock  'n'  roll — a  return  to 
content — after  20  years  of  rock's  driving 
beat  and  deafening  sound.  Says  Ralph 
Peer,  senior  vice  president  of  New  York's 
Peer-Southern,  one  of  the  nation's  largest 
music  publishers:  "Throughout  the 
world  there's  a  shift  away  from  rhyth- 
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WING  Hi 


TAKES  MORi 

GOOi 

Most  of  us  have  perfectly  good  ears. 

So  why,  then,  are  we  such  perfectly  awful  listeners— listening 
on  the  average  at  a  25%  level  of  efficiency. 

The  fact  is,  there  s  a  lot  more  to  listening  than  hearing. 
After  we  hear  something,  we  must  interpret  it.  Evaluate  it. 
And  finally,  respond  to  it.That's  listening. 

And  it's  during  this  complex  process  that  we  run  into  all  kindt 


■ 


V  TO  LISTEN 
THAN  TWO 
EARS. 

If  trouble.  For  example: 

We  prejudge— sometimes  even  disregard— a  speaker  based  on  his 
felivery  or  appearance. 

We  let  personal  ideas,  emotions  or  prejudices  distort  what  a 
Person  has  to  say. 

We  tune-out  subjects  we  consider  too  difficult  or  uninteresting. 

And  because  the  brain  works  four  times  faster  than  most 
eople  speak,  we  too  often  wander  into  distraction. 

Yet  as  difficult  as  listening  really  is,  its  the  one  communication 
kill  were  never  really  taught. 

Well,  as  a  corporation  with  more  than  87,000  employees,  we 
t  Sperry  are  making  sure  we  use  our  ears  to  full  advantage. 

We've  set  up  expanded  listening  programs  that  Sperry  personnel 
vm  our  five  divisions  worldwide  can  attend.  Sales  representatives, 
perry  Univac  computer  engineers.  Even  the  Chairman  of  the  Board. 

Were  convinced  that  effective  listening  adds  a  special  dimension 
)  what  we  can  do  for  our  customers.  And  when  you  speak  to 
omeone  from  Sperry  we  think  youll  be  equally  convinced. 

It's  amazing  what  more  than  two  good  ears  can  do. 


We  understand  how  important  it  is  to  listen. 

Sperry  is  Sperry  Univac  computers,  Sperry  New  Holland  farm  equipment, 
Sperry  Vickers  fluid  power  systems,  and  guidance  and  control  equipment 
from  Sperry  division  and  Sperry  Flight  Systems. 


Do  you  have  more  than  two  good  ears? 
Write  to  Sperry,  Dept.  4D,  1290  Avenue  of  the  Americas,  New  York,  New  York  10019 
for  a  listening  quiz  that's  both  fun  and  a  little  surprising. 


mic-oriented  music  toward  melody  and 
lyric.  The  song  is  a  focal  point  again." 

That  content  is  different,  too.  Country 
music  is  about  real  life,  not  the  fantasies 
of  the  Age  of  Aquarius — about  cheating 
spouses,  the  miseries  of  drink  or  trouble 
with  the  law.  A  strong  patriotism  under- 
lies many  country  songs,  like  Charlie 
Daniels'  In  America,  whose  lyrics  were 
introduced  into  the  Congressional  Record 
earlier  this  year  by  Senator  Jim  Sasser 
(D-Tenn.).  "Country  music,"  says  the 
senator,  "is  thereat  music  of  America." 

Then  there  are  the  changing  demo- 
graphics of  the  U.S.  audience — the 
graying  of  America.  Although  there  are  a 
few  country  Lolitas  around  like  Tanya 
Tucker,  most  country  stars  are  hardly 
youngsters.  Kenny  Rogers  is  a  grizzled 
graybeard  of  42.  Loretta  Lynn  is  about 
the  same  age.  Some  household  names  are 


music  of  the  future.  Says  Ben  Karol  of 
New  York's  King  Karol  Records,  "Coun- 
try music  is  the  trend  of  the  Eighties." 

Maybe,  maybe  not.  Nobody  can  pre- 
dict the  half-life  of  a  trend  in  popular 
music.  But  in  Nashville,  which  is  to 
country  music  what  Detroit  is  to  the 
auto  business,  the  boom  is  thrice  wel- 
come, if  no  great  surprise.  Along  its  Mu- 
sic Row,  you  can  find  Webb  Pierce's  gui- 
tar-shaped swimming  pool — complete 
with  painted-on  frets  and  strings — or  the 
Country  Music  Hall  of  Fame  where  Elvis 
Presley's  Cadillac  has  been  dismantled  to 
allow  visitors  to  see  its  bar,  TV  and  tele- 
phone. But  a  few  blocks  away  are  the 
newly  built  steel-and-glass  studios  of 
RCA,  MCA,  CBS  and  Capitol  Records 
and  the  headquarters  of  music  publishers 
like  Tree  International  and  House  of 
Gold  Music.  The  recording  facilities  are 


Loretta  Lynn's  agent,  Dai  id  Skepner 
Propelling  country  into  the  mainstream. 


a  lot  older — like  Roy  Acuff,  76,  or  actress 
Sarah  Ophelia  Cannon,  68,  who  as  "Min- 
nie Pearl"  has  been  a  fixture  on  Nash- 
ville's Grand  Ole  Opry  for  40  years. 

These  people  have  been  around  for  de- 
cades, turning  out  records  for  an  audi- 
ence that  was  loyal  but,  until  recently, 
never  grew  much;  singing  at  country 
fairs  and  stock  car  races  or  at  the  Opry 
over  Nashville's  clear-channel  station, 
WSM.  Ralph  Peer's  father,  a  field  engi- 
neer with  the  old  Victor  Talking  Ma- 
chine Co.  (now  RCA  Records),  recorded 
songs  by  Jimmie  Rodgers,  the  "father"  of 
country  music,  as  far  back  as  1927. 

Whatever  the  reasons  for  country's 
transformation  into  the  mainstream  at 
this  late  date,  it  was  fortuitous  for  the 
record  business.  Last  year,  it  went 
through  the  first  downturn  in  15  years 
because  of  the  recession  and  sloppy  con- 
trols on  its  disastrous  "100%  return"  poli- 
cies with  dealers  (Forbes, July  10,  1978). 
But  country  is  doing  so  well  that  some 
industry  people  talk  about  it  as  the  pop 


among  the  most  advanced  in  the  world: 
They're  often  used  by  noncountry  stars 
like  Bob  Dylan,  Perry  Como  and  Paul 
McCartney  because  of  their  quality. 

Like  Hollywood,  the  technicians  and 
artists  may  live  in  Nashville,  but  the 
deals  are  made  around  the  world — par- 
ticularly in  places  like  Australia  and  Brit- 
ain, but  also  in  such  outposts  as  Tokyo. 
Singer  Tammy  Wynette  is  as  successful 
in  England  as  in  the  U.S. — perhaps  more 
so.  Says  her  manager,  Jim  Halsey:  "She's 
a  superstar  over  there.  One  album  last 
year  sold  over  half  a  million  copies  in 
England  alone." 

Halsey,  50,  is  a  good  example  of  today's 
country  music  managers  and  agents. 
Even  if  their  roots  are  rural,  as  Halsey's 
are,  they're  far  from  backwoods  now.  Hal- 
sey drives  a  $25,000  Rolls-Royce  and  does 
business  out  of  a  13th-floor  penthouse  in 
Tulsa,  Okla.,  with  Indian  art  and  floor-to- 
ceiling  windows  through  which  you  can 
see  clear  to  Kansas. 

Halsey  represents  Thompson,  Wyn- 


ette, Roy  Clark,  the  Oak  Ridge  Boysi 
12  other  acts.  With  Clark — his  big 
star — getting  $50,000  a  night  for 
certs,  and  the  others  each  grossing 
tween  $750,000  and  $4  million  this  ) 
Halsey  will  do  about  $30  million  in 
ings.  He  keeps  track  of  things  throu 
$12,000  Lanier  computer  on  whicl 
calculates  daily  cash  flow  and  proje 
income  and  stores  the  names  of  I 
owners,  radio  stations,  rodeos  and  f; 

David  Skepner,  42,  started  out  aboi 
far  from  country  as  you  can  get.  The 
of  a  pharmacist,  he  grew  up  in  Be\ 
Hills  and  started  in  the  mail  roor) 
MCA  in  1961  when  it  was  still  a  ta 
agency.  Within  nine  months  Ske 
was  handling  international  produc 
and  sales  for  MCA  TV's  recording  art 

One  of  those  artists  was  Loretta  L 
"I  didn't  know  Loretta  Lynn  from 
bottom  of  my  boot,  and  cared  le 
Skepner  recalls.  "But  I  got  her  booke 
the  last  three  minutes  of  the  David  E 
show  in  1968.  I  happened  to  be  on 
East  Coast  and  went  over  to  the  stud: 
time  to  see  her  in  rehearsals,  walke 
and  saw  her  on  the  monitor,  and  be 
that  was  the  beginning."  As  mucl 
anyone,  he  and  Lynn,  who  he  now  r. 
ages  exclusively,  propelled  country  m 
into  the  mainstream. 

For  years,  RCA  Records  had  betv 
20%  and  25%  of  the  country  music 
ord  business.  Now,  both  Capitol  and 
(which  is  pushing  "progressive  coun 
stars  like  Willie  Nelson)  have  ga 
ground.  The  three  are  possibly  neck 
neck  now,  each  accounting  for  betv 
20%  to  23%  of  country  record  si 
MCA  is  a  distant  fourth  at  10%. 

"Country  music  is  where  the  re 
business  was  20  years  ago,"  says 
Ilberman,  a  vice  president  of  RCA 
ords.  "And  some  of  the  advantage 
that  old-fashioned  record  business 
paying  off.  Country  stars  are  self-9 
cient.  They  don't  look  to  you  for  ' 
support,'  which  is  a  dirty  word  in 
record  business  these  days.  You  d 
have  the  expenses  and  hang-ups.  Co 
try  acts  tend  to  work  more." 

All  that  adds  up.  While  the  ave 
rock  album  costs  about  $250,00C 
make,  according  to  Halsey,  a  com 
album  can  be  produced  for  as  littli 
$15,000  and  rarely  more  than  $50, 
The  tour  support  to  which  Ilbermai 
ieisde.,  hotel  rooms,  food  and  nigbti 
showcasing  for  rock  stars)  is  ana 
headache  whose  absence — so  far, 
way — makes  country  a  lot  more  pr 
able  for  all  concerned. 

Country  music  has  come  a  long  I 
"At  one  time,  we  had  to  give  away ' 
nessee  walking  horses  as  door  prize 
keep  the  audience  when  we  put 
shows  for  New  York  advertising  exi 
tives,"  says  Frances  Preston,  head  of 
in  Nashville.  "We  don't  have  to  do 
now.  Now,  they're  coming  to  us.  ■ 
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Liquid  fertilizer,  like  this  being  sprayed  on  an  Iowa  corn  field,  typifies  litigation-prone  products 


More  and  more  businesses 
tteed  insurance  broker  planning 
:o  cover  being  socked  with 
oroduct  liability  actions.  The  way 
i\lexander  &  Alexander  looks  at 
i  he  liquid  fertilizer  industry  will 
help  explain  how  we  will  look  at 
/our  liability  risks.  In  this  case, 
we  look  through  the  eyes  of  the 
chemical  manufacturer.  Probe 
vhere  the  claims  might  arise  — 
rom  formulation  right  on 
hrough  to  end  product  use, 
nisuse  and  possible  abuse. 

Short-term 

md  long-term  protection 

Only  by  working  from  a 
client's  point  of  view  can  we  be 
;ure  of  providing  the  most 
omprehensive,  cost-efficient 
trograms  possible. 

This  insider's  vantage  point 


enables  our  product  liability 
specialists  to  formulate  the  best 
short-  and  long-term  protection 
for  any  manufacturer  or  associa- 
tion. Accurately  representing  any 
client  in  any  industry  to  the 
underwriter— keeping  the  dollars 
and  cents  of  safety  in  mind, 
controlling  costs  and  claims, 

Each  industry  has  different 
needs.  For  insurance,  for  risk 
management,  for  human 
resource  management,  for  finan- 
cial services.  And  each  of  our 
120  offices  here  and  overseas  has 
the  facilities,  expertise  and 
strength  to  fulfill  the  require- 
ments of  any  company,  large  or 
small,  in  any  industry. 


We  think  a  big  reason  A&A 
has  become  one  of  the  largest  and 
most  trusted  insurance  brokers 
worldwide  is  that  we  work  the 
same  way  with  every  client. 
From  the  client's  point  of  view. 


Alexander 
gAJexander 

From  the  client's  point  of  view. 


CAN  THIS 
NATION 

STILL  COMPETE 
OR 

CAN  WE  ONLY 
TALK  ABOUT  IT? 


David  M.  Roderick, 

Chairman, 

United  States  Steel 


^CJloganeering  won't 

bring  back  America's 
competitive  edge  in  the 
world.  The  problem  is  bigger 
than  that.  So  is  the  solution. 

'This  nation,  which  practi- 
cally invented  the  idea  of  fair 
[trade,  can  still  prosper  by  that 
ideal.  Returning  to  productiv- 
ity levels  we  once  demanded 
fof  ourselves,  and  which  made 
ius  a  force  to  be  reckoned  with 
in  international  trade,  will 
Require  a  deep  -  shared  com- 
Imitment  from  the  many  seg- 
iments  of  American  society, 
frhe  people  of  this  country  can 
still  produce.  Certainly  as  well 
las  any  other  industrial  society 
[anywhere. 

"What  is  needed  to  make 
possible  meaningful  produc- 
tivity levels  again  is  capital. 
Capital  for  more  productive 
plants  and  equipment. 
Capital  for  modernization. 
[The  very  survival  of  American 
industry  depends  on  it. 

"The  steel  industry  alone 
has  a  capital  requirement  of 
nearly  $7  billion  per  year 
through  this  decade  just  to 
meet  government  require- 
ments, modernize  or  replace 
existing  facilities,  and  expand 


capacity  to  respond  to  this 
country's  ever  increasing  steel 
requirements. 

"For  the  necessary  capital 
to  be  available,  tax  laws  must 
change  to  allow  American 
industry  to  be  at  least  tax 
competitive  with  foreign 
competitors. 

"Our  tax  laws  must  allow 
for  the  recovery  of  invest- 
ments in  plant  and  equipment 
in  at  least  as  short  a  period  as 
our  international  competitors 
. . .  not  five  to  ten  times  longer 
as  is  the  case  today. 

"Facing  up  to  and  then 
acting  positively  on  the 
investment  and  capital 
requirements  of  American 
industry  will  produce 
improved  productivity,  more 
jobs,  reduce  inflation, 
and  return  America  to  its 
traditional  position  of 
competitiveness  throughout 
the  world. 

"We  believe  this  country 
deserves  this  much.  What  do 
you  believe?" 


United  States  Steel 

600  Grant  Street,  Pittsburgh,  PA  15230 


UsS 


TRADEMARK 


Echoing  Fiorello  LaGuardia,  J.  Peter  Grace 
can  say  that  when  he  makes  a  mistake  it's  a 
beaut.  But  don't  forget  to  add  that,  despite 
those  mistakes,  hes  built  one  fine  company. 


The  house  that 
Peter  built 


By  Maurice  Barnfather 


Now  we've  got  all  the  pieces  in 
place,  we're  going  to  grow  au  na- 
ture/." That's  J.  Peter  Grace  talk- 
ing about  his  promising  energy  division. 

W.R.  Grace's  entry  into  natural  re- 
sources in  1973  shows  signs  of  being  as 
successful  a  move  as  its  entry  into  spe- 
cialty chemicals,  which  over  35  years 
transformed  his  grandfather's  small 
banking  and  shipping  empire,  heavily  de- 


pendent on  plantations  in  South  Ameri- 
can banana  republics,  into  a  broadly  di- 
versified $5.3  billion  (sales)  company 
built  around  the  fifth-largest  chemical 
combine  in  the  U.S.  Grace's  energy  re- 
serves include  73  million  barrels  of  oil 
and  over  300  billion  cubic  feet  of  natural 
gas,  and  it's  astride  239  million  tons  of 
coal.  Energy  services  are  a  plus,  too,  with 
95  of  98  drilling  rigs  gainfully  employed. 

We  know  what's  happened  to  oil  and 
gas  prices.  If,  as  many  believe,  there's  a 


sharp  pickup  in  coal  demand  over 
next  five  years,  Grace  will  be  sitting  p  i 
ty.  Net  1980  natural  resources  operat| 
income  could  reach  $100  million,  vs. 
million  last  year.  That  will  chal 
Grace's  profits  mix,  now  58%  chemicl 
29%  natural  resources  and  13%  consul 
er,  to  50% -40% -10%  in  three  years,  si 
J.  Peter.  Earnings?  Over  $6  in  1980,  ml 
than  $7  next  year,  and  $9  to  $10  a  st| 
in  1983  are  outside  estimates.  Not 
for  a  company  that  was  earning  less  1 1 
$2  a  share  in  the  early  1970s.  If  Gra 
earnings  curve  hasn't  been  smoothly 
ward,  the  general  trend  has  certail 
been  clear. 

But  Peter  Grace  has  made  his  sharl 
mistakes,  mistakes  that  have  tendetl 
make  outsiders  lose  sight  of  his  ovel 
accomplishments  and  the  basic  qua| 
of  the  company. 

In  the  1960s  the  thing  was  forvl 
integration.  So  Grace  bought  compai 
that  converted  polyvinyl  chloride  : 
everything  from  low-margin  shower 
tains  to  Venetian  blinds.  But  that  dii 
work.  Grace  wound  up  converting  prcj 
to  losses.  To  his  credit,  he  bit  the  bil 
and  got  out.  "We  looked  like  jerks  ha'! 
to  sell  all  those  companies,"  remarks| 
ter  Grace  with  a  grimace. 

At  one  point  he  went  on  a  consul 
products  kick.  Some  of  the  acquisit  [ 


W.R.  Grace's  J.  Peter  Grace 

"We  looked  Wee  jerks  having  to  mell  all  those  companies.' 
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When  you  ycanta  rank  that 
can  put  together  money 
for  major  projects 


OUR  SOLUTION: 


In  major  capital 
investment  every 
project  is  unique, 


every  loan  tailor-made. 

So,  project  financing  at  Bank 
of  Montreal  involves  tailoring 
our  services  to  meet  your  special 
needs.  Finding  solutions  attrac- 
[tive  to  both  lenders  and  sponsors. 

That's  why  our  Project  Financ- 
ing Group  is  organized  into  teams 
with  direct  access  to  major 
decision-making  authority. 

When  you  call  us,  you 
call  direct. 

MAJOR  INVESTMENTS 
WORLDWIDE 

liome  examples:  Last  year  Bank  of 
Montreal,  together  with  Bank  of 

America  and  Manufacturers 
-lanover  Ltd.,  helped  put  together 
he  $660  million  (U.SJ  needed 
o  back  development  of  the 
hird  largest  copper  mine  in  the 

world,  Mexico's  La  Caridad. 


i  •  The  loan  was  the  largest  ever 
granted  a  Mexican  private  sector 
company. 

•  Our  Mining  Services  Depart- 
ment supplied  the  necessary 
technical  expertise. 

•  This  one  project  will  double 
the  copper  mining  capacity 
of  Mexico. 

Besides  La  Caridad,  Bank  of 
Montreal  last  year  helped  arrange 
financing  for  such  major  private 
sector  projects  as  a  Spanish  utility 


and  a  steelworks  and  chemical 
company  in  Denmark. 

Now,  when  you  want  a  bank 
that  can  fit  the  solution  to  the 
problem  (not  vice  versa),  you 
have  our  credentials. 

THE  FIRST 
CANADIAN  BANK 


Bank  of  Montreal  was,  indeed,  the 
first  bank  established  in  Canada, 
in  1817.  And  the  first  to  venture 
outside  of  Canada,  to  the  U.S. 
and  England,  in  1818. 

But  to  us,  "first"  is  more  than 
a  date.  It's  an  attitude. 


An  early 
branch  bank 
in  Mexico. 


We  intend  to  live  up  to  the  "first" 
in  The  First  Canadian  Bank, 
worldwide. 


The  45"story  Chicago  Marriott  stands  |ust  about  where  it  ought  to  be-right  in  the  middle  of  things. 

The  right  hotel  is  never  hard  to  find 


The  Marriott  Hotel  people  have  built  their 
reputation  on  doing  things  right. 

And  one  of  the  things  they  do  most  consistently 
right  is  to  be.  somehow,  in  just  the  right  location  for 
the  business  you  want  to  conduct,  in  any  given  city 

In  New  York,  for  instance,  Marriotts  Essex  House 
is  right  on  Central  Park.  In  Chicago?  Right  on  Michi- 
gan Avenue  (photo) -and  also  at  OHare  International 
Airport.  In  Kansas  City  Cleveland,  Miami,  L.A.  and 
Rochester,  also  conveniently  right  near  the  airport. 
In  Philadelphia?  Right  at  the  edge  of  the  Main  Line. 

Some  cities  already  have  several  Marriotts. 


Atlanta,  four.  Houston,  three.  Five  in  Washington,  D.G 
And  new  Marriotts  are  blooming  worldwide.  Marrioc 
can  now  do  it  right  for  you  in  Saudi  Arabia,  Kuwait,  j 
Holland.  Even  right  on  the  beach  in  resorts  like 
Acapulco,  Barbados,  Santa  Barbara,  and  Marco  Island. 

To  reserve  at  a  Marriott  where  you're  headed, 
call  a  professional,  your  travel  agent.  Or  dial  toll-free 
800-228-9290. 

WHEN  MARRIOTT  DOES  IT, 
THEY  DO  IT  RIGHT     %4         ,        •  g^-^g  - 

Harriott  Hotels 


were  healthy:  Herman's  is  the  largest 
retail  sporting  goods  chain  in  the  U.S., 
and  Channel,  Handy  Dan  and  Handy 
City  are  the  biggest  players  in  the  lucra- 
tive do-it-yourself  market.  But  in  the 
mid-Sixties  Grace  tried  to  become  a  ma- 
jor European  food  company,  snapping  up 
pasta,  jam,  ice  cream,  chocolate  and  even 
a  chewing  gum  business,  everywhere 
from  France  to  Spain  through  the  Neth- 
erlands, Italy  and  Germany.  It  never 
worked.  Over  20  businesses  had  to  be 
sold,  almost  all  at  a  loss.  Only  the  resale 
of  French-based  Jacques  Borel  restau- 
rants at  a  substantial  profit  over  book 
value  saved  Grace  from  severe  losses. 

Meanwhile,  red  ink  still  flows  at 
Grace's  Del  Taco  chain  of  Mexican  fast- 
food  restaurants,  which  will  lose  over 
$10  million  this  year.  Says  Peter  Grace: 
"We  grass-rooted   185   restaurants  in 


Flick  had  coincidentally  just  sold  29%  of 
Daimler-Benz  to  Deutsche  Bank  (a  block 
of  shares  later  sold  on  to  the  public)  for 
nearly  $900  million.  He  wanted  to  ex- 
pand westward,  distance  himself  as  far 
from  the  borders  of  the  Soviet  Union  as 
possible.  Flick  contacted  Grace,  who  was 
just  about  to  make  a  public  offering. 

A  deal  was  struck  in  January  1976. 
Flick  was  willing  to  pay  $26  a  share,  18% 
more  for  the  new  shares  than  Grace  was 
advised  it  could  get  with  a  public  offer- 
ing. Since,  under  German  law,  holding 
25%  of  a  foreign  company  allows  tax-free 
capital  gains  and  dividends  from  that 
holding,  Flick  soon  asked  for  more  of 
Grace  and  in  1978  made  a  tender  offer  at 
$35  a  share  that  succeeded  in  taking  his 
holding  above  30%.  It's  since  been  whit- 
tled down  to  27%  by  acquisitions,  but 
Grace  is  clearly  protected  from  an  un- 


Harold  R.  Logan,  head  of  Grace's  natural  resources  group 
Sitting  pretty  on  millions  in  coal,  gas  and  oil. 


about  18  months.  Some  of  the  locations 
weren't  the  best,  and  they've  been  hurt 
by  the  recession."  So  in  two  to  four 
months  Del  Taco  is  going  to  be  chopped 
down  to  (hopefully)  profitable  size.  "It's 
going  to  come  out,  and  it  won't  look  very 
sweet,"  warns  Peter  Grace.  But  the  pain 
will  be  more  than  eased  by  the  growing 
energy  profits. 

Now  Peter  Grace  says  he's  happy.  No 
more  diversification.  Why  the  change  of 
heart  after  all  these  years?  One  reason  is 
the  superb  prospects  of  the  natural  re- 
sources division  in  the  hands  of  long- 
time Grace  executive  Hal  Logan.  Why 
take  a  chance  at  diluting  that? 

Peter  Grace  and  his  family  own  just 
3%  of  W.R.  Grace  common.  By  far  the 
largest  shareholder,  with  a  controlling 
27%  interest,  is  Friedrich  Karl  Flick, 
head  of  Germany's  biggest  family-owned 
group,  the  Friedrich  Flick  Industrial 
Holding  Co. 

Flick  and  Grace  are  old  friends,  dating 
back  to  when  Flick  worked  for  three 
years  at  Grace's  bank  in  the  1950s.  So  in 
1975-76,  when  W.R.  Grace  needed  fresh 
capital  for  expansion,  Flick  was  around. 


friendly  takeover. 

Do  the  Flick  interests  now  run  Grace? 
Says  J.  Peter:  "Not  at  all,  they  just  act 
like  3  out  of  35  directors.  That  was  made 
quite  clear  at  the  beginning.  They  have 
their  own  businesses  in  Europe  and  they 
wouldn't  have  time  to  be  attempting  to 
be  more  than  just  directors." 

Will  a  Flick  man  succeed  Peter  Grace, 
now  67?  "There's  no  agreement,"  says 
Grace  cautiously.  Nor  will  he  say  if  or 
when  he  will  retire.  When  he  does  retire 
he  can  do  so  with  the  grace — no  pun — of 
a  man  who  built  well  and  learned  from 
his  mistakes.  If  anything  bothers  him  it 
is  that  the  press  and  Wall  Street  have 
paid  so  much  attention  to  his  well-publi- 
cized missteps.  "Look,"  he  says  impa- 
tiently, "I  love  you  people  in  the  press.  I 
love  you  personally.  But  why  do  we  have 
to  spend  so  much  time  talking  about  Del 
Taco,  say  3%,  $90  million  of  our  assets? 
It's  a  lot  of  crap."  If  that  sounds  an  off- 
hand way  of  dismissing  a  venture  whose 
losses  will  run  into  tens  of  millions  of 
dollars,  it's  only  fair  to  add  that  for  every 
dime  Peter  Grace  has  lost  for  his  share- 
holders he's  made  several  dollars.  ■ 
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So  you  thought  you  had  heard  all  you  ever 
wanted  to  about  FASB-8.  Well,  now  they're 
changing  the  rules  again.  Don't  cry — this 
time,  you  might  even  get  to  like  them. 


Once  more . . 
with  feeling 


Numbers  Game 


NO  ACCOUNTING  STANDARD  Written 
by  the  Financial  Accounting  Stan- 
dards Board  has  come  in  for  more 
scorn  or  derision  than  FASB-8  on  curren- 
cy translation,  finished  back  in  1975. 
The  rule  created  huge  earnings  swings  in 
virtually  any  firm  that  did  substantial 
overseas  business.  Worse,  these  swings 
had  little  to  do  with  how  well  the  over- 
seas subsidiaries  were  really  doing. 

Now  the  FASB  has  taken  another  shot 
at  foreign  currency  translations.  While 
there  are  still  problems  and  confu- 
sions, the  new  guidelines  are  clear- 
ly a  huge  improvement  over  the  old 
number  8.  At  long  last. 

The  draft  has  been  out  for  only  a 
few  weeks.  So,  few  companies 
have  had  time  yet  to  calculate 
what  their  earnings  will  look  like 
under  the  new  rules  if  they  are 
passed.  But  by  and  large,  first  reac- 
tions have  been  quite  favorable. 

That's  no  mean  feat.  At  the  end 
of  each  year,  companies  have  to 
translate  the  balance  sheets  of  for- 
eign subsidiaries  into  dollars,  so 
they  can  be  consolidated  into  the 
rest  of  the  company:  Francs  and  dollars 
are  even  harder  to  add  than  apples  and 
oranges.  At  first,  it  would  seem  like  a 
simple  exercise  to  pick  a  rate  of  ex- 
change and  just  change  the  subsidiaries' 
balance  sheets  into  dollars.  But  it's  not  so 
simple. 

Under  the  current  system,  you  trans- 
late property,  plant,  equipment  and  in- 
ventories at  historical  rates  of  ex- 
change— the  rates  in  effect  when  you 
bought  them.  After  all,  goes  the  logic, 
you  can't  get  money  directly  out  of  these 
items  until  you  sell  them,  so  why  mark 
them  up  or  down?  A  traditional  histori- 
cal accounting  line. 

Liabilities,  on  the  other  hand,  are 
translated  at  current  exchange  rates — as 
they  will  be  paid  off  in  current  dollars. 

It  was  a  valiant  effort  by  the  theoreti- 
cians to  accommodate  business  reality. 


But  it  didn't  work.  Liabilities  moved  up 
and  down  with  the  currency,  nonmone- 
tary assets  stayed  where  they  were  and 
the  firms  had  to  report  the  differences  as 
huge  gains  and  losses. 

Under  the  new  system,  the  FASB  has 
reluctantly  acknowledged  that  matching 
old  currency  values  with  new  currency 
values  on  opposite  sides  of  the  same  fi- 
nancial statements  created  an  artificial 
imbalance.  The  FASB  now  rules  that  the 
company's  assets  also  move  with  curren- 
cy changes.  That  means  both  assets  and 
liabilities  are  translated  at  current  ex- 
change rates.  There  will  still  be  resultant 


gains  and  losses — any  third-grader  will 
tell  you  that  when  you  multiply  two 
numbers  by  the  same  number  the  differ- 
ence between  them  changes — but  the 
swings  won't  be  as  violent  as  under  the 
old  system.  More  important,  they  won't 
he  reflected  in  the  income  statement  at 
all.  Here's  how  it  works: 

Company  ABC  has  an  overseas  subsid- 
iary, called  Alpha  Inc.,  in  the  mythical 
kingdom  of  Klub.  The  currency  in  Klub, 
naturally,  is  called  the  klub.  At  the  begin- 
ning of  the  year  one  klub  is  equal  to  one 
U.S.  dollar. 

As  the  year  begins,  Alpha  has  plant, 
property  and  inventories  of  1  million 
klubs — equal  to  $  1  million  and  no  cash  or 
equivalent  on  hand.  It  has  debt  of 
500,000  klubs  (dollars)  and  stockholders' 
equity  of  500,000  klubs  (dollars). 

Over  the  course  of  the  year,  Alpha's 


operating  figures  don't  change.  But 
Klubban  economy  is  booming  anfl 
currency  appreciates.  By  year's  end 
klub's  value  has  doubled  and  one  kh 
worth  two  dollars. 

Under  old  FASB-8,  the  assets  are 
valued  at  historical  rates,  so  they 
translated  into  $1  million.  But  the  lia 
ties  are  figured  at  the  current  2-to-l  ij 
The  500,000  klubs  translate  to  $1 
lion.  Instead  of  having  $500,000  of  s 
holders'  equity,  as  Alpha  did  at  the  b 
ning  of  the  year,  the  firm  has  zero  eq 
That's  a  loss  for  the  year  of  $500 
which  would  then  go  through  the 
ent's  income  statement. 

Using  the  new  method,  everythu 
translated  at  current  rates.  The  1  mil 
klubs  of  assets  are  valued  at  $2  mil 
The  debt  is  brought  to  $1  million 
stead  of  a  deficit  of  $500,000,  A 
shows  a  gain  in  stockholders'  eq 
from  $500,000  to  $1  million. 

This  translation  won't  affect  the  p 
and  loss  statements.  (Naturally,  mo 
which  is  repatriated  in  real  transaa 
will  still  show  up  there.)  The  new  sys 
allows  assets  to  move  with  the  cum 
and  change  the  shareholders'  equity 
recognizes  that  there  isn't  any  real 
flow  involved.  The  company's  st 
holders'  equity  may  grow,  but  it's  no) 
kind  of  gain  the  firm  can  spend.  Acc» 
tants  would  say  those  gains  and  lc 
haven't  been  "realized"  yet. 

There's  still  the  problem  of  t 
changes  in  shareholders'  eqi 
however.  If  currencies  seesaw„ 
changes  will  be  evened  out.  If  t 
is  no  such  seesawing,  and  one 
rency  continues  to  appreciat 
relation  to  another,  that  equity 
continue  growing  until  the  sub 
iary  is  sold  or  liquidated,  or  shr 
ing  until  the  auditors  decide 
the  firm  will  never  make  up 
equity  losses. 

This  is  quite  a  change  for 
accountants.  "In  the  past,  anytl 
that  went  to  stockholders'  eq) 
went  through  earnings,"  says  De 
Beresford,  a  much-respected  partner  \ 
Ernst  ik  Whinney.  "The  Europeans  dl 
differently  and  we  used  to  call  their  a 
tions  to  equity  that  didn't  go  through 
income  statement  'dirty  surplus.'  " 

Dirty  or  not,  most  firms  willl 
thrilled  to  get  rid  of  those  unpredict 
earnings  gyrations.  But  there  are 
who  think  the  investor  may  be  misle 
all  this.  "Who  said  that  earn) 
shouldn't  be  volatile  if,  in  fact,  they  a, 
asks  David  Solomons,  accounting  pre 
sor  at  the  Wharton  School.  "It  mak 
lot  of  people  uncomfortable.  But  if 
rency  translations  are  volatile,  ' 
shouldn't  the  earnings  numbers  ref 
that?" 

Because  investors  don't  know  wha 
make  of  that  apparent  earnings  voU 
ity,  says  Paul  Bruce,  administrator  (\ 
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Risk  control  % 
means  cost  control 


insider  more  than  a  low  insur- 
ice  premium  when  buying  com- 
ercial  insurance.  Consider  the 
railable  Risk  Control  resources, 
i  important  cost  benefit  factor. 

Professional  services 

Dmmercial  Unions  professional 
sk  Control  staff  can  evaluate 
fety  and  health  hazards  in  your 
>erations— from  large  construc- 
m  and  manufacturing  to  small 
•mmercial  and  service  firms. 

Specialized  service 
ver  400  technical  support 
lecialists  in  environmental 
iences  and  safety  disciplines 
n  stimulate  management  to 
jvelop  effective  Risk  Control 
ograms.  CU's  accredited 


c 


u 


Insura 


Environmental  Sciences  lab, 
Technical  Resources  Library  and 
Safety  Training  programs  can 
help  meet  your  business'  needs. 

Specific  objectives 
CU's  Risk  Control  staff  and  safety 
programs  can  help  you  establish 
specific  and  realistic  Risk  Control 
objectives  for  managing  loss  expo- 
^  sures— resulting 
~\v  in  an  effective 
safety  program 
and  cost  control. 


Commercial  Union  Insurance  Companies,  One  Beacon  Street,  Boston,  Massachusetts  02108 


Numbers  ( Jame 

nancial  disclosure  at  International  Har- 
vester. "If  those  figures  are  all  in  income, 
the  investor  is  going  to  say,  'My  God,  I 
don't  know  what's  going  to  happen  with 
the  company  next  year.'  The  investment 
community  often  sees  fluctuations  as 
risk.  But  the  fluctuations  in  exchange 
rates  are  not  any  indication  of  risk." 

In  any  case,  the  careful  investor  will 
still  he  able  to  find  the  relevant  currency 
translation  figures  in  footnotes  explain- 
ing changes  in  shareholders'  equity.  A 
diligent  investor  loses  no  information 
with  the  new  system,  while  the  unso- 
phisticated investor  may  be  saved  some 
confusion 

Not  all  corporate  comptrollers  are 
ready  to  throw  their  hats  in  the  air.  If,  as 
is  often  the  case,  the  dollar  happens  to  be 
stronger  than  the  currency  being  trans- 
lated, the  assets  abroad  become  worth 
less  and  the  firm  must  subtract  from  its 
stockholders'  equity.  Naturally,  the 
firm's  depreciation  charge  would  go 
down,  which  would  give  a  nice  boost  to 
earnings.  And,  as  equity  diminished,  the 
firm's  return  on  equity  would  quickly 
rise.  But  in  the  long  run,  this  would  still 
force  the  firm's  books  out  of  whack — 
with  120%  inflation  in  Israel,  say,  a  fac- 
tory that  cost  $  100  million  could  wind  up 
20  years  later  booked  at  $100. 

Says  Roger  Cason,  a  partner  at  Main 
Hurdman  &  Cranstoun:  "At  one  point 
the  board  was  going  to  suggest  different 
rules  for  dealing  with  hyperinflationary 
economies,  but  they  couldn't.  How  can 
you  define  hyperinflationary?  Twenty 
years  ago,  18%  inflation  in  the  U.S. 
would  have  been  hyperinflationary — and 
that's  where  we  were  last  year." 

"But  the  FASB  is  going  to  have  to  do 
something  about  the  problems  in  hyper- 
inflationary economies  at  some  point," 
adds  Douglas  Bender,  a  partner  with 
Price  Waterhouse.  "Otherwise  you're  go- 
ing to  find  some  patently  absurd  situa- 
tions with  assets  written  down  to  a  few 
pennies." 

Ironically,  in  one  way  the  new  ruling 
may  even  help  slow  inflation  in  the  U.S. 
by  strengthening  the  dollar.  Under  old 
FASB-8,  many  firms  borrowed  from  U.S. 
banks  in  order  to  finance  overseas  oper- 
ations. It  only  made  sense  to  borrow  in 
dollars,  since  that  way  the  liability  would 
not  be  adversely  affected  by  currency 
translations  in  countries  with  strong  cur- 
rencies. Unfortunately,  this  also  meant 
that  waves  of  dollars  went  overseas.  But, 
under  the  new  regulations,  "companies 
will  be  encouraged  to  borrow  in  the  local 
currency,  if  interest  rates  are  satisfac- 
tory," says  Hans  Storr,  chief  financial 
officer  of  Philip  Morris.  "Now,  changes 
in  underlying  assets  abroad  will  match 
any  devaluation  loss." 

The  new  exposure  draft  is  also  a  rare 


instance  of  cooperation  between  the  U.S. 
and  foreign  countries — in  this  case,  the 
U.K.  and  Canada — to  develop  consistent 
accounting  systems.  Obviously,  if  there 
ever  was  an  area  of  accounting  that  cries 
out  for  international  agreement,  curren- 
cy translation  is  it.  Both  the  U.K.  and 
Canada  are  setting  up  a  system  very 
similar  to  the  new  FASB-8. 

The  new  exposure  draft  violates  a  ba- 
sic tenet  of  U.S.  accounting:  All  changes 
on  the  balance  sheet  must  flow  through 
the  income  statement.  Accountants 
raise  all  sorts  of  other  theoretical  flaws 
with  the  new  system.  Yet  the  curious 
thing  is  that  the  new  rule  is  by  most 
accounts  the  soundest  yet  devised. 

"Foreign  currency  translations,"  says 
Peat,  Marwick,  Mitchell  partner  Walter 
Schuetze,  "is  one  area  that  it  is  impossi- 
ble to  come  up  with  a  perfect  solution 
for.  People  will  always  be  raising  some 
theoretical  or  practical  problems.  But 
when  we  have  insoluble  problems,  as 
long  as  we  get  recognizable  agreement, 
then  I  say,  'What  the  hell!  Let's  just  go 
ahead  and  do  it.'  " 


Welcome  to  the  club 

"Corporation  has  several  new  posi- 
tions ...  for  individuals  with  two  to 
three  years  of  Big  Nine  audit  experi- 
ence," ran  the  ad  for  $945  million  (sales) 
Harsco  Corp. 
Big  Nine? 

Yes,  nine.  Main  Hurdman  &  Cran- 
stoun is  the  ninth-largest  accounting 
firm  in  the  U.S.  and  is  increasingly  being 
referred  to  as  a  member  of  that  exclusive 
group,  formerly  the  Big  Eight. 

But  why  open  the  clubhouse?  Next 
there'll  be  a  Big  Ten,  and  before  you 
know  it  a  Big  Twenty,  right?  Wrong. 
Main  Hurdman  deserves  inclusion  be- 
cause it's  a  member  of  the  international 
firm  Klynveld  Main  Goerdeler  (KMG), 
the  third-biggest  firm  in  the  world  after 
Price  Waterhouse  and  Coopers  &.  Ly- 
brand,  which  vie  for  the  first  two  slots. 
So,  unless  you  want  to  have  two  Big 
Eights — domestic  and  international — 
you  have  to  enlarge  the  group  by  one. 
Besides,  if  you  do  have  two  Big  Eights, 
poor  Touche  Ross  falls  off  the  interna- 
tional list. 


Achilles'  heel 

When  research  into  internal  controls  was 
conducted  by  the  Financial  Executives 
Institute,  673  senior  executives  of  U.S. 
corporations  indicated  what  activity 
caused  them  the  greatest  concern  in  the 
area  of  internal  controls.  An  astonishing 
60%  responded  with  some  version  of 
"electronic  data  processing." 

Says  Dennis  Severance  of  the  Univer- 
sity of  Michigan's  Graduate  School  of 
Business,  who  worked  on  the  study, 
"The  widespread  belief  that  computer 


technicians  feel  more  allegiance  to  fl 
technology  than  to  the  company 
employs  them  makes  the  cause  of  n 
agement  uneasiness  clear. 

"To  an  ever-increasing  degree,"  St 
ance  goes  on,  "sensitive  corporate 
are  stored  in  computer  memories  ao 
sible  to  anyone  at  a  terminal  whj 
knowledgeable  about  the  system.  1 
are  exposed  to  potential  manipulatii 
misuse  or  destruction  through  q 
ations  that  require  only  a  fraction 
second  and  can  be  completed  hundl 
of  miles  away." 

Of  course,  the  major  accounting  fi 
have  worked  out  all  kinds  of  control 
terns  for  preventing  this  kind  of  abus 
addition,  the  American  Institute  of 
tified  Public  Accountants  has  come: 
with  guidelines  for  avoiding  potei 
problems  with  computer  controls. 

Still,  Severance  has  his  doubts  al 
how  much  these  things  will  cut  dowl 
computer  abuse — at  least  in  the  : 
term.  "Auditors,  frankly,  admit  that 
time  and  effort  needed  to  certify  the 
quacy  of  controls  on  existing  data  ar< 
beyond  their  ability,"  he  says,  "g) 
current  expertise  and  manpower." 


Bamboozled 

Shogwi  may  be  very  popular  televii 
fare,  but  the  Land  of  the  Rising 
hasn't  gotten  good  ratings  for  its  acc< 
tants.  When  two  fellows  of  the  Instii 
of  Chartered  Accountants  in  Engj 
and  Wales — Michael  Lafferty  and  Di 
Cairns— did  a  study  of  200  multinat 
als  in  20  countries,  they  ranked  Jap 
multinationals  15th  out  of  20.  The  r; 
ings  were  based  on  evaluations  of  cor) 
nies'  overall  accounting,  nonfinancia 
counting,  segmentation,  inflation 
counting,  general  disclosure  and  o 
criteria.  Japanese  financial  statemi 
did  poorly  in  virtually  all  areas. 

Only  Brazil,  Belgium,  Luxembourg 
aly  and  Spain  fared  worse,  while 
U.S. — long  accepted  as  the  world 
counting  leader — came  in  number 
In  fact,  rating  individual  annual  rep 
report-card  style  from  A  to  F,  only 
U.S.  firm  scored  below  a  B:  Coca-C 
coming  in  with  a  C.  Said  Lafferty,  "T 
C  was  primarily  given  because  of  ij 
equate  segmentation  information.  It 
difficult  to  break  things  out." 

But  although  Coke's  rating  was  poc 
the  U.S.,  it  looked  great  alongside  cor 
nies  from  many  other  nations.  In  fac 
200  companies  studied  in  all,  som« 
were  given  Fs.  Among  them:  Italy's  A 
lia;  Japan's  Nippon  Steel;  Switzerla 
Hoffmann-LaRoche;  Luxembourg's 
bed  and  Belgium's  Union  Miniere. 

The  multinational  with  the  higj 
ranking?  Not  a  U.S.  firm,  but  the  Net) 
lands'  Philips  Lamp.— Ricixird  Greene 
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What  is  NCR  up  to  now? 


Ve're  using 

lading-edge  technology 
3  put  computer  power 
/here  the  action  is. 


yery  time  you  use  or  are  served  by  an 
CR  computer  or  terminal,  we're  putting 
ie  latest  technologies  to  work— for  you. 
?chnoiogies  like  microelectronics, 
hich  shrinks  complex  circuitry 
Dwn  to  Lilliputian  proportions. 

nanks  to  microelectronics,  we  can 
ack  trie  same  processing  power 
at  once  filled  an  entire  computer 
>orn  into  a  compact,  lightweight 
■rminal.  And  our  customers 
an  put  that  processing  power 
herever  they  need  it— customers 
5  diverse  as  Presbyterian  Hospital 
f  Dallas,  John  Deere,  and  Kings 
land  Family  Entertainment  Center 

icroelectronics  also  enables  us 
i  design  and  build  computers 
tat  are  more  powerful,  more 
iliable,  more  energy  efficient, 
id  more  affordable  for 
jsinesses  of  every  size. 

}  stay  in  the  forefront  of  this  tech- 
ulogy,  we  operate  our  own  microelec- 
onics  facilities,  where  we  design  and 
anufacture  custom  integrated  circuits  that 
eet  our  specific  requirements.  It's  what 
xj'd  expect  from  the  first  company  to 
arket  an  all-solid-state  business  computer 


Microelectronics  is  just  one  of  the  tech- 
nologies we're  putting  to  work  for  our 
customers.  We're  also  using 
lasers,  fiber  optics,  plasma 
displays,  micrographics, 
and  a  host  of  other  develop- 
ments to  solve  information 
processing  problems. 

n  fact,  we've  been  using 
leading-edge  technology 
to  help  business  and  in- 
dustry around  the  world 
for  nearly  a  century.  And 
we  plan  to  continue, 
long  after  today's  tech- 
nology is  as  obsolete 
as  the  vacuum  tube. 

NCR  systems  are  up  to 
meeting  your  complete 
data  processing  require- 
ments. Because  data 
processing  is  our 
only  business. 


NC 


□ 


Complete  Computer  Systems 


NATURAL  GAS  ALONE  WONT  SOLVE 
AMERICAS  ENERGY  PROBLEMS. 


Over  the  past  years,  we've  found  a 
lot  of  natural  gas  to  fuel  our  grow- 
ing economy.  And  we're  looking 
for  more. 

But  even  with  our  estimated  tril- 
lions of  cubic  feet  of  natural  gas 
reserves,  someday  we'll  run  out. 


So  MAPCO  is  involved  in  many 
other  kinds  of  energy  —  oil,  coal, 
uranium,  even  geothermal. 

And  because  Americas  energy 
must  be  moved  from  where 
its  found  to  where  its  needed, 
we're  extending  our  network 

#  MAPCO 


of  weather-free  pipelines  to 
7695  miles. 

The  energy  business  of 
the  future  will  be  a  very  big 
business  indeed,  as  long  as  we 
keep  using  our  most  important 
resource... 

Imagination. 


BRINGING  IMAGINATION  TO  THE  BUSINESS  OF  ENERGY 

MAPCO  INC.  •  1800  S  BALTIMORE  AVE.  •  TULSA,  OK.  741  19  •  SYMBOL  MDA/NYSE/MWSE/PSE 


Compact  Video  Systems  started  in  a  ga- 
survived  a  disastrous  fire  and  went  on 
\iock  heads  with  RCA. 

I     One  day, 
it  an  earthquake 
i     party ... 


The  Up-And-Comers 


/  Video  President  Bob  Seidenglanz  and  Chairman  Greg  Biller 
better  mo  use  trap,  one  of  the  JaMteat-rising  mhow  biz  stars. 


Compact  Video  Systems  really  did 
start  in  Bob  Seidenglanz'  Burbank, 
Calif,  garage  in  1970.  But  much 
more  important  was  the  following  year's 
earthquake,  which  started  things  rolling. 
The  violent  tremor  buckled  buildings 
and  freeways  throughout  the  northern 
reaches  of  Los  Angeles  and  forced  tem- 
porary evacuation  of  the  neighborhood. 
When  neighbors  were  allowed  to  return 
home  days  later,  an  "earthquake"  party 
was  staged  to  celebrate. 

That's  when  Seidenglanz,  an  electron- 
ics dreamer,  met  Greg  Biller,  hard-bitten 
businessman.  For  some  time  Biller  had 
known  that  Seidenglanz,  a  Jack  Nicklaus 
look-alike  who's  often  asked  for  auto- 
graphs, was  building  something  in  his 
garage  across  the  street.  A  camper,  Biller 
thought,  but  never  having  spoken  to  Sei- 
denglanz he  wasn't  sure.  Well,  actually 
Biller  had  spoken  to  Seidenglanz  once. 
"One  day  my  wife  backed  into  his 
pickup  truck  and  the  s.o.b.  charged  me 
$25  for  scratching  the  paint,  so  I  didn't 
particularly  like  him,"  recalls  the  salty 
Biller,  a  former  Gulf  Oil  western  regional 
controller  who  also  owned  part  of  an 
electronics  business.  Anyhow  Biller,  a 
well-heeled  investor,  wrapped  his  hand 
around  a  drink  at  the  earthquake  party, 
and  listened  with  growing  interest  as 
Seidenglanz  talked  about  what  was  going 
on  in  the  garage. 

Seidenglanz  explained  that  while 
working  with  ABC  Wide  World  of  Sports  he 
had  acquired  a  videotape  education,  ev- 
erything from  truck  driving  to  experi- 
ence with  sophisticated  electronic  equip- 
ment. He  had  become  fascinated  by  vid- 
eotape. Having  worked  part  time  on  a 
number  of  Hollywood  film  crews  with 
sound,  special  effects,  cameras  and  the 
laboratory,  he  knew  that  in  a  couple  of 
ways  videotape  was  vastly  superior  to 
shooting  film.  First,  it  was  ready  for 
viewing  almost  instantly,  and  second,  it 
could  be  edited  much  quicker.  Neverthe- 
less, videotape  wasn't  used  much  on  lo- 
cation except  for  sports  because  it  re- 
quired a  40-foot  trailer  of  electronic  gear, 
at  least  a  15-man  crew  and  a  day's  setup 
time  before  anything  could  be  taped.  Sei- 
denglanz figured  if  he  could  shrink  that 
gear  down  to  a  smaller  truck  with  a  crew 
of  six  or  seven,  he  could  open  whole  new 
vistas  for  videotape.  Commercials  and 
variety  specials  would  move  right  off  the 
sound  stage  and  into  the  field. 

So  Seidenglanz  quit  his  job  (one  after 
ABC)  and  went  to  work  in  his  garage. 
After  all,  hadn't  he  and  a  neighborhood 
friend  spent  their  spare  time  when  they 
were  kids  in  the  Fifties  building  every- 
thing from  Soap  Box  Derby  racers  to 
model  airplanes  scaled  from  top-secret 
blueprints  belonging  to  the  friend's  fa- 
ther, an  aircraft  designer  at  nearby  Lock- 
heed in  Burbank?  Hadn't  they  even  built 
tinfoil  hot-air  balloons,  launching  them 
into  Lockheed's  radar  "to  screw  it  up"? 
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"Using  40-foot  video  trailers 
it  took  an  entire  day  and 
$25,000  in  crew  time  just  to 
set  up  for  one  scene.  The 
Compact  Video  truck  can 
shoot  21  scenes  a  day  for 
about  $250  each." 


I 

I 


1 


A  smaller  television  trailer  should  be  a 
piece  of  cake. 

Seidenglanz  was  right.  What  emerged 
from  his  garage  is  today  Compact  Video, 
a  $34  million  company  that  does  three- 
things.  First,  it  rents  out  videotape 
trucks  and  crews  to  shoot  commercials 
and  variety  shows.  Second,  it  manufac- 
tures mobile  tape  facilities  for  others,  up 
to  $3  million,  and  fixed  television  stu- 
dios, up  to  $10  million.  Third,  it  owns 
"postproduction"  facilities,  where  tape- 
shot  by  Compact  Video,  or  anybody  else, 
can  be  edited  and  have  any  special  effect 
added,  from  laughter  to  color  adjustment. 

Compact  Video  has  been  a  star  per- 
former. Earnings  have  been  growing  at 
an  impressive  68%  a  year  since  1974  and 
until  a  recent  stock  offering  that  in- 
creased equity  by  65%,  Compact  was 
returning  more  than  20%  on  equity. 
Debt,  once  nearly  60%  of  capitalization, 
has  now  been  trimmed  back  to  just  25% . 

But  things  weren't  nearly  so  inviting 
back  when  Greg  Biller  first  heard  about 
it  at  the  earthquake  party  in  1971. 
There  was  just  that  three-quarters  built 
video  truck  in  Seidenglanz'  garage.  Still, 
Biller  liked  what  his  neighbor  was  say- 
ing. He  expressed  an  interest  in  learn- 
ing more,  maybe  even  backing  him. 
"Seidenglanz  took  me  around  and 
showed  me  what  other  people  were  do- 
ing and  how  he  could  do  it  better," 
Biller  recalls.  "After  a  fashion,  I  was 
convinced."  Seidenglanz,  living  off  sav- 
ings, some  free-lance  income  and  his 
wife's  salary,  needed  the  money.  Biller 
actually  balked  once,  but  shortly  after- 
ward agreed  to  back  Seidenglanz. 

"I  sat  Bob  down  and  told  him  how  it 
was  going  to  be,"  Biller  explains.  "I  said, 
'Bob,  you're  going  to  take  40%,  I'll  take 
30%  and  another  neighbor  in  the  deal 
will  take  30%.'  "  Seidenglanz  threw  in 
all  his  ideas  and  materials,  while  Biller 
and  the  second  neighbor  each  pitched  in 
$25,000.  Seidenglanz  now  had  what  he 
badly  needed — enough  money  to  buy  the 
gear  required  to  continue  building  his 
truck,  and  an  experienced  businessman 
who  could  make  his  dream  work  at  the 
bank.  Along  the  way  their  relatives  in- 
vested another  $200,000.  Compact  Video 
was  on  the  road. 

In  1971  Seidenglanz  opened  a  small 
factory  in  Burbank  and  his  first  truck 
hit  the  streets  equipped  with  two 
cameras,  two  tape  machines  and  a  crew 
of  six,  including  Seidenglanz.  "We  went 
to  some  production  companies  to  show 
them  what  we  could  do,"  he  says,  "and 
they  found  it  mind-boggling."  Seiden- 
glanz soon  clinched  a  series  of  milk  com- 
mercials, starring  Pat  Boone,  Vikki  Carr 
and  others. 

The  big  chance  to  show  what  it  could 
do  came  with  three  variety  shows.  "I 
measured  what  we  could  do  against  what 
I  used  to  do  with  the  40-footers,"  Sei- 
denglanz explains.  "With  the  40-footers 


it  took  an  entire  day  and  $25,00Cl 
time  just  to  set  up  for  one  scerjl 
the  Compact  Video  truck,  wf 
shoot  a  scene  for  about  $250. 
York  City  we  once  shot  at  21  I 
locations  in  a  single  day."  Word 
that  Bob  Seidenglanz  and  Compl 
eo  had  a  better  mousetrap.  Withl 
no  competition,  the  company  h;| 
business  than  it  could  handle  befol 
What  happened  in  those  early  | 
Compact  Video  remains  the  gel 
Compact  Video  today.  The  cc| 
doesn't    manufacture  much 
equipment,  but  rather  modifies  s<| 
cated  machines  made  by  other 
nies,  blending  them  into  a  custorl 
tape  truck,  editing  facility  or  telf 
station. 

Compact  Video's  trucks  ral 
price  from  about  $150,00C.| 
$3  million.  Compact  buys 
all  of  the  components  from  leatl 
videotape  machines,  like  Ampex.l 
like  RCA,  Compact  blends  themf 
single  system — television  station 
bile  studio  or  whatever.  Compact' 
neers  aren't  the  MIT  sort,  but  ratll 
hands-on,  tinkering,  Seidenglanz) 
One  engineer  brags  that  Compact| 
could  modify  a  videotape  player  to 
toilet  paper.  He  might  be  right.  ^1 
nothing  in  Compact  Video's  domal 
gone  unmodified.  Seidenglanz'  oil 
fice  door  closes  electrically  behind  f 
tor — shades  of  a  late-night  horror  sil 
after  Seidenglanz  taps  a  foot  switc| 
der  his  desk. 

Compact  jumped  heavily  into  i| 
facturing  trucks  for  sale  to  others 
cal  1980,  getting  off  to  a  fast  stjl 
winning  an  order  to  outfit  the  fleil 
Entertainment  &.  Sports  Prograrrl 
Network,  a  cable  venture  85%  owrl 
Getty  Oil,  with  five  trucks  and  a  [ 
television  studio.  The  $11  million! 
ESPN  order  matched  Compact's 
pany-wide  revenues  for  fiscal  1979. 
that  the  company  has  cranked  oul 
entire  ESPN  order,  Wall  Street  isl 
tizzy  deciding  if  Compact  Videcl 
drum  up  enough  new  equipment  sa  [ 
replace  the  ESPN  order.  After  all,  ml 
facturing,   growing  fast,  account:[ 
nearly  half  of  revenues.  "We  can 
think  we  will,"  Seidenglanz  calmlj 
clares  with  a  $4  million  order  in 
and  others  in  the  talking  stage. 

Compact's  other  big  business,  tel 
sion  postproduction  services,  is  realj 
outgrowth  of  the  company's  old 
truck  business.  In  the  early  Seveil 
Compact  crews  shot  tape  for  a  com  f 
cial  or  variety  show,  then  turned  the 
over  to  an  unrelated  company  for  edil 
and  other  postproduction  work.  "Ini| 
1972  I  realized  we  weren't  getting  a 
fair  shake  in  the  editing  process," 
denglanz  explains.  "What  came  out  I 
often  nothing  like  what  we  sent  into 
editing  stage — the  quality  was  poo 
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AEP  to  build 
new  skyscraper 


COLUMBUS,  Ohio  (AP)  - 
A  new  32-story  skyscraper  will 
serve  as  corporate  headquarters 
for  American  Electric  Power  Co. 
when  the  building  is  completed 
in  mid-1983. 

W.S.  White  Jr.,  board  chair- 
man and  chief  executive  officer 
for  AEP,  said  Tuesday  that  the 
structure  will  be  located  in 
downtown  Columbus  near  the 
Scioto  River.  He  announced  the 
building  project  at  a  news  con- 
ference with  Gov.  James  A. 
Rhodes  and  Columbus  Mayor 
Tom  Moody. 

The  company,  which  re- 
cently acquired  Columbus  & 
Southern  Ohio  Electric  Co.,  is 
moving  its  main  offices  to  Ohio 
from  New  York  City. 

Ground  is  to  be  broken  next 
spring  on  a  5.3-acre  site,  White 
said.  The  structure  initially  will 
house  800  to  900  AEP  workers, 


he  said. 

Until  then,  employees  tem- 
porarily will  be  housed  in  the 
Borden  Building  in  downtown 
Columbus. 

Although  construction 
costs  have  not  yet  been  deter- 
mined, the  company  plans  to  ask 
for  competitive  bids,  White  said. 
The  land  was  acquired  from  Na- 
tionwide Development  Co.  for 
$4  million,  he  said. 

At  first,  AEP  employees 
will  occupy  only  half  the 
building,  with  the  rest  rented 
out,  White  said.  But  because  the 
company  "is  growing  and 
dynamic,"  the  entire  structure 
eventually  may  be  occupied  only 
by  AEP  workers,  he  said. 

Rhodes  praised  the  com- 
pany for  its  decision  to  move 
into  Ohio,  saying  it  would  boost 
the  state's  and  city's  sagging 
economies. 


The  Advocate,  Newark,  Ohio 
July  30, 1980 


Were  American  Electric  Power. 

Col.MvZt aIsS  Appalachian  Power, 

TndSa^l 2? **"  2?io  Electric, 
Indiana  &  Michigan  Electric, 

Kentucky  Power,  Kingsport  Power, 

Michigan i  Power,  Ohio  Power, 

and  Wheeling  Electric. 


American  Electric  Power 


Ihe  Up-And-Comers 


"There's  a  massive  pro- 
gramming explosion  going 
on.  Every  time  you  put  a 
satellite  up,  you've  got  the 
possibility  of  24  channels, 
each  potentially  as  big  as 
ABC,  NBC  or  CBS." 


was  kind  of  like  flying  an  airplane  but 
leaving  the  landing  to  someone  else.  You 
can't  do  that,"  he  says.  "It  became  appar- 
ent to  us  that  we  would  have  to  get  into 
the  postproduction  business." 

So  in  1974  Compact  Video  bought  a 
building  and  Biller  asked  how  long  it 
would  take  to  install  a  basic  postproduc- 
tion facility.  "I  said  30  days,  if  you  don't 
ask  any  questions,"  Seidenglanz  recalls. 
Biller  didn't,  but  the  Burbank  building 
inspector  did,  shutting  down  construc- 
tion because  Seidenglanz  hadn't  both- 
ered with  a  building  permit.  "I  didn't 
want  to  wait  six  months,"  he  says.  Sei- 
denglanz paid  a  fine  and  secured  his  per- 
mit in  a  few  days.  Another  successful 
Compact  Video  improvisation. 

Compact's  posh  studios  are  a  fantasy- 
land,  providing  just  over  half  of  fiscal 
1980  s  revenues.  Producers  of  television 
shows  such  as  Alice,  That's  Incredible  and  a 
host  of  variety  specials  bring  in  reels  of 
unedited  videotape  for  melding  into  a 
single  half-hour  or  hour-long  show.  At 
any  moment  a  dozen  reels  can  be  ac- 
cessed by  Compact's  specially  modified 
computer,  bringing  up  just  the  right  shot 
at  the  right  time.  In  the  case  of  Bob 
Hope's  China  special  last  year,  producers 
came  in  with  more  than  75  hour-long 
reels  for  editing  into  a  three-hour  special. 

Once  the  tape  is  edited,  all  sorts  of 
special  effects  can  be  added — col- 
or, applause,  laughter,  music  or 
any  sound  effect  imaginable.  Compact 
has  thousands  of  sounds  on  tape,  includ- 
ing a  collection  of  auto  engines  idling — 
just  about  any  model  you  want.  Com- 
pact's secret  is  mastery  of  electronics  in 
a  business  where  "down"  time  is  ex- 
tremely expensive.  "If  we  charge  for 
eight  hours  of  studio  time,"  Seidenglanz 
says,  "we  give  them  eight  hours.  Other 
studios  might  be  broken  down  for  two  of 
their  eight  hours." 

In  the  standard  manner  for  high-risk 
startup  ventures,  Biller  and  Seidenglanz 
managed  to  raise  money  first  from  them- 
selves, then  from  relatives  and  equip- 
ment manufacturers,  and  later  through 
SBIC  and  bank  loans,  most  backed  by 
personal  guarantees.  But  the  SBIC  loans 
came  with  a  price  tag — several  board 
seats  for  banker  types.  Seidenglanz  soon 
rued  the  day  SBIC  executives  made  it 
onto  his  board.  "It  was  a  disaster.  Banker 
types  are  afraid  to  do  things.  It  took  me 
two  years  to  get  them  off  the  board." 

Once  established,  Compact  Video's 
business  faced  serious  peril  only  once,  in 
a  disastrous  1974  fire.  Half  of  the  com- 
pany's tape  equipment  burned  in  a 
sound-stage  blaze.  Overnight,  two-thirds 
of  Compact's  revenues  disappeared.  "It 
took  five  years  for  the  insurance  com- 
pany to  pay  off  in  full,"  Biller  says.  "Dur- 
ing those  next  few  months  we  had  to  go 
on  meeting  payrolls,  paying  bills  and  so 
on,  after  two-thirds  of  our  revenues  went 
up  in  smoke.  I  personally  raised  a  lot  of 


money  to  buy  new  equipment 
worked  without  pay  while  doing  I 
erybody  in  the  company  took  a  pj 
until  we  could  replace  those  revei 
But  it  wasn't  all  bad,  Biller  r< 
"There  was  a  dramatic  attitude  c 
among  our  employees.  People  car 
gether  and  excelled,  putting  it  ba< 
gether.  It's  like  after  that  earthc 
People  pull  together  in  adversity." 

Since  then  the  business  has 
booming,  with  revenues  tripling  las 
as  the  cable  TV  tidal  wave  rolled  i; 
denglanz,  36,  and  Biller,  50,  are 
nicely  too.  Stock  in  Compact  I 
which  went  public  two  years  ago,  : 
ing  around  24.  They  paid  a  dime  .i 
and  each  owns  more  than  150,000 
today  (out  of  2.9  million  outstandi 

Compact  is  lucky  to  be  in  the 
business  at  the  right  time  for  mor 
one  reason.  Video  volume  growth 
great  that  Compact  is  able  to  v 
around  in  a  land  of  competitive 
without  being  crushed.  For  ins 
Compact  duels  with  RCA  in  tela 
station  and  mobile-truck  manufaci 
Not  only  does  RCA  have  the  name 
television  systems  business,  it  all 
CIT,  a  captive  finance  subsidiar 
can  arrange  handy  loans  to  RCA 
tomers.  "There's  enough  business 
erybody,"  says  Biller,  dismissir 
RCA  size  edge.  "No  one  can  po 
dominate  it." 

Obviously  Compact  Video  ca 
gin  to  market  worldwide  ai 
can.  Seidenglanz  hopes  to  rii 
that  shortcoming  soon  by  reach 
agreement  with  a  major  supplier  t 
ket  overseas  (except  for  the  U.K.) 
tape  systems  designed  and  asseml 
Compact  Video. 

Seidenglanz'  enthusiasm  for  th 
ness  hasn't  dimmed  much  since 
rage  days.  "There's  a  massive  pr< 
ming  explosion  going  on,"  he  ex 
"Every  time  you  put  a  satellite  up 
got  the  possibility  of  24  channel 
potentially  as  big  as  ABC,  NBC  c 
That's  where  the  real  growth  is  fi 
building  those  fixed  facilities  or 
units."  Of  course  all  the  new  pr 
ming  being  developed  for  those  cr 
isn't   hurting   Compact  Video 
Much  of  it  is  being  run  through 
pact's  postproduction  studios, 
"pears  this  industry  is  growing  in  o 
as  fast  as  it  did  in  the  previa 
years,"  Seidenglanz  adds.  "And 
the  programming  and  hardware 
for  private  corporate  videotape  ] 
tions   might   exceed   the  comi 
broadcast  market,"  he  beams, 
now  I  see  no  end  in  sight." 

Seidenglanz  must  not,  becau 
hedging  his  bet  very  little.  "I'm 
invested  in  all  of  the  leading  cab 
panies,"  Seidenglanz  smiles.  One 
another,  if  cable  television  make: 
so  too  will  Bob  Seidenglanz—  John 
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RCA  improves  color  TV 
with  an  electronic  ^ 
"f  ine  tooth  comb"  A 
that  separates     I  m 
color  from  detail, 
And  enhances  both.% 


1722-1 

.907 


rrt  t  f  *  m 


The  Dynamic  Detail  Processor- a  ^Q^BMg^^ 

tiny  solid  state  comb  filter  device  with    ^^^^  ^^^^^^^ 

a  computer-like  "memory"  -  is  producing 
sharper  and  clearer  color  TV  pictures  than  ever 
before  in  RCA  Limited  Edition  ColorTrak  TV  sets.  By 
electronically  separating  the  signals  responsible  for  color  ■ 
and  picture  detail,  the  comb  filter  allows  both  signals  ■ 
to  be  fully  processed  by  the  set.  As  a  result,  minute  m 
details  fake  on  remarkable  new  definition  and  clarity, 
while  color  streaking  and  crawling  edges  (like  those  • 
on  checkered  sport  jackets)  are  virtually  eliminated.  ■ 
RCA  color  TV  sets  are  the  first  to  have  this  solid  state 
marvel  of  technology  designed  into  them. 

The  Dynamic  Detail  Processor  is  a  product  of 
RCA  Research  -  the  kind  of  dedicated  research  that  ■ 
has  been  a  tradition  at  RCA  for  over  sixty  years. 
Today,  many  years  after  Nipper  started  listening 
j*M    to  His  Master's  Voice,  research  and  ■ 
development  of  electronic  products  are  1 
funded  at  the  highest  levels  in  our  1 
tffljiMHIltffl     company's  history.  Our  commitment 
is  as  it  has  always  been,  to  the 
advancement  of  technology  -  to 
I  the  creation  of  imaginative,  but 

practical,  products  that 
expand  the  human 
HiEa|i||i||«HBlMiaiMtti »    horizon.  ©i98orca corporation 
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A  tradition  on  the  move. 


Where  Politics  and 
Economics  Converse... 


Id 


mm 


.the  Financial  Times  Excels. 


t  fact  that  the  U.S.  becomes  daily  more 
indent  on  events  abroad  —  events  over  which 
business  exerts  no  control. 

a  fact  that  the  U.S.  has  changed  more  in  the 
years  than  in  the  previous  10.  This  change 
ts  some  businesses  more  quickly  than  others. 

a  fact  that  the  impact  of  political  and 

lomic  developments  abroad  is  cumulative, 
impact  on  American  business  is  part  of  a 

n  of  international  interdependence,  the  links 
lich  tighten  each  year.  This  international 
dependence  is  a  crucial  element  of  Americas 

lomic  malaise. 

)elieve  that,  with  a  business  to  run,  you  cannot 
itor  events  everywhere  in  the  world  which 
t  you. 

we  can  and  we  do.  The  FT  has  3 1  full-time 
spondents  round  the  world  backed  by  an 
rt  team  of  editors  in  London.  The  FT  places 
esources  of  its  255  specialists  at  your  disposal. 
i  are  employed  to  monitor 
ts  24  hours  a  day,  7  days 
?k,  round  the  world.  Their 
sis  excels  in  the  most 
:ult  of  areas  —  where  the 
lexities  of  international 
cs  and  economics 
rge. 


FINANCIALTIMES 


Interest  rates  fail  ZT^l  ,  Iran  negotiates 

EEC  deal 


sawn*  sterhog  j  as  U.S.  'enters 

bar  UK  up  2.7c;  •  • 

MYoyin  Tokyo  at!  a  mild  recession 

film  row  new  high  \£\ 


We've  a  tough  job  ahead  —  making  ourselves 
known  to  the  American  business  executive.  But 
we  know  we  have  something  from  which  Ameri- 
can business  can  profit:  A  newspaper  designed  to 
meet  the  priorities  of  the  international  business 
executive. 

We  airspeed  the  FT  from  Frankfurt,  West 
Germany,  for  same-day  hand-delivery  in  selected 
areas  of  New  York  and  Washington,  D.C. 
Next  day  in  downtown  Chicago,  Boston  and 
Los  Angeles  and  by  mail  elsewhere. 

If  you  already  know  us  and  need  us,  order  your 
daily  subscription  by  marking  the  term  of  your 
choice  and  return  this  ad  with  your  business  card: 

□  1  year  $365 

□  6  months  $183 

□  3  months  %  92 

We  have  found  that  a  fine  product  is  the  best 
advertisement  possible.  A  single  thorough  look 
at  the  Financial  Times  is  the  best  way  for  you  to 
decide  if  your  business  can 
profit  from  the  FT  Please 
write  to  us  on  your  company 
letterhead  and  we  will  be 
happy  to  send  a  free  issue  for 
your  assessment. 


o»  budge  oil  deal  with 
posibic  East  Europe 


RBfffHfii 


Soviet  Union  'arranges  pE555s  wesrun-ii^untr 
$lbn  loan  for  Warsaw    E&'SS  :-r— 


Financial 
Times 

75  Rockefeller  Plaza 
New  York,  N.Y.  10019 


It's  not  a  family  business, 
but  it's  still  a  family. 


It's  Bill,  the  company's  best  salesman,  who  taught  you 
a  thing  or  two.  It's  Mary  Ann,  the  secretary  who  always 
remembers  your  birthday.  Co-workers  who  share  suc- 
cesses —  and  disappointments.  For  millions  of  America's 
workers,  it's  the  family  away  from  home  —  eight  hours  a 
day,  year  after  year. 

At  USLIFE  Corporation,  we  believe  the  well-being  of 
these  on-the-job  families  is  important  to  every  business. 
Because  it  can  improve  productivity  — 
and  profits. 

One  way  we  help  is  by  providing 
businesses  of  all  kinds  with  low-cost 
life  insurance  plans  and  other  em- 


IKLIFE 

life  is  a  family  affair 


ployee  benefit  programs.  That  has  helped  USLIFE  beco 
one  of  America's  largest  life  insurers  —  and  in  just  13 
years.  And  with  ten  life  insurance  and  ten  other  financ 
services  companies  in"  our  organization,  you  might  say 
USLIFE  is  a  family  of  companies.  The  family  that  can 
insure  the  family  in  your  business.  Just  look  for  the 
USLIFE  company  in  your  area. 

And  the  next  time  someone  where  you  work  has 
anniversary  or  a  birthday,  why  not  j 
the  celebration.  Remember,  it's  all 
the  family. 


USLIFE  CORPORATION 

125  Maiden  Lane  N  Y  ,  N  Y  10038 


OUR  FAMILY  OF  COMPANIES 

The  United  States  Life  Insurance  Company  •  USLIFE  Life  Insurance  Company  of  California  'USLIFE  Credit  Life  'Great  National  Life  •  Old  Line  Life  'All  American  Life  •  General  United  Life 
Lincoln  Liberty  Life 'Sooner  Life -Security  of  America  Life  •  USLIFE  Advisers.  Inc.  -  USLIFE  Credit  Corporation 'USLIFE  Equity  Sales'  USLIFE  Financial  and  Insurance  Services'  USLIFE  Reat 
USLIFE  Real  Estate  Services  •  USLIFE  Savings  and  Loan  Association  •  USLIFE  Systems  •  USLIFETitle  Insurance  Company  of  Dallas  •  USLIFE  Title  Insurance  Company  of  New  York 


spite  a  stakeout  in  mens  wear,  Palm  Beach 
:.  has  built  itself  into  an  apparel  profit 
der  through  substantial  diversification. 

Farewell  to  the 
ice-cream  suit 


leacb  President  Elmer  L  Ward  Jr. 

a  single  product  into  virtually  every  area  of  apparel. 


By  Stanley  Ginsberg 

Back  in  the  days  when  84-year-old 
Elmer  L.  Ward  Sr.  was  a  young 
man,  Goodall-Sanford  of  Sanford, 
Me.  was  the  leading  producer  of  auto- 
mobile dusters.  Once  Detroit  started  put- 
ting roofs  on  its  buggies,  however,  Elmer 
had  a  lot  of  white  wool-cotton  blend  on 
his  hands.  So  he  started  making  men's 
summer  suits  out  of  it.  In  time  his  Palm 
Beach  ice-cream  suits  became  de  rigueur 
for  the  well-appointed  gentleman. 

Now  the  ice-cream  suit  itself  is  becom- 
ing passe.  But  his  son  Elmer  L.  Jr.,  55,  has 
responded  with  equal  success  as  presi- 
dent of  $400  million  (sales)  Palm  Beach, 
Inc.  (Elmer  L.  Sr.  is  still  chairman).  Over 
the  past  decade,  Palm  Beach  has  expand- 
ed into  men's  and  women's  sportswear, 
formal  and  casual  outerwear  and  tailored 
women's  clothing.  More  importantly, 
the  company's  return  on  equity  has 
soared  from  a  moribund  1.6%  to  as  high 
as  31.9%  in  1977  before  falling  to  a  still- 
respectable  23.5%  last  year.  There  have 
been  acquisitions,  of  course.  But  com- 
bined acquired  sales  volume  accounted 
for  $48  million  of  Palm  Beach's  $324 
million  in  overall  revenues.  Much  of  that 
successful  diversification  has  been  inter- 
nally generated. 

"Our  acquisition  program  was  under- 
taken with  the  idea  of  balancing  our 
product  mix,"  explains  Executive  Vice 
President-Finance  William  B.  Anneken. 
"We  started  out  with  a  single  product — 
men's  white  summer  suits — and  a  single 
selling  season — spring.  Now  we  feel  that 
cyclical  downturns  in  any  one  or  two 
lines  will  be  offset  by  continuing  im- 
provement in  all  of  the  others." 

Doubleknits  were  Palm  Beach's  first 
significant  product  shift.  "Before  we  be- 
gan using  knits  in  1971,  the  spring  sea- 
son accounted  for  65%  of  our  sales,"  says 
Ward  Jr.  "By  1972  sales  were  almost  level 
through  all  four  quarters."  How  did  Palm 
Beach  fare  when  the  doubleknit  market 
collapsed  in  1974?  Ward  smiles  broadly. 
"We  got  out  in  1972  after  we  saw  them 
drop  from  80%  of  advance  commitments 
to  20%.  We  knew  it  was  time  to  leave." 

In  response,  Ward  moved  in  two  other 
directions:  In  menswear  he  began  pro- 
ducing a  four-piece  texturized  polyester 
suit/sports  ensemble.  Next,  for  $3.75  mil- 
lion he  acquired  Evan-Picone,  then  a  $6 
million  (sales)  manufacturer  of  women's 
tailored  clothing.  "They  were  rebuilding 
their  business  after  a  bad  relationship 
with  Revlon,"  recalls  Ward.  The  addition 
of  Evan-Picone  to  Palm  Beach's  existing 
women's  lines,  which  had  been  acquired 
five  years  earlier,  brought  the  company's 
1973  women's  wear  sales  to  $12  million. 
"We  felt  we  were  on  the  leading  edge  of 
an  important  social  trend,"  says  Ward. 
"More  and  more  women  are  going  to 
work  in  the  executive  ranks,  and  they 
need  better  tailored,  classier  clothing — 
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sort  of  their  own  uniform." 

How  right  he  was:  Last  year,  women's 
wear  sales  accounted  for  only  44%  of 
sales  but  contributed  three  quarters  of 
the  company's  $3.71-a-sharc  earnings. 
"The  margins  are  3  times  as  high  there 
because  of  the  year-round  selling  season, 
less  expensive  showroom  selling  and 
quick  turnover — which  shortens  our  col- 
lection period  and  substantially  reduces 
our  interest  charges,"  Ward  explains. 
Menswear  sales  continued  to  grow.  But 
its  low  operating  margins — 6%  in  a  good 
year — would  have  come  under  pressure 
from  the  company's  "substantial"  mens- 
weai  manufacturing  overcapacity  had 
not  the  ladies  taken  up  the  slack. 

The  situation  became  semous  in  1978, 
when  the  bottom  tell  out  oi  Palm  Beach's 
polyester  business.  "It  was  a  double 
whammy,"  says  Anneken.  "On  the  one 
hand,  low-end  manufacturers  like  Levi 
Strauss  and  1  laggar  came  in  under  us 
with  their  'related  separates/  which  you 
could  buy  a  piece  at  a  time.  On  the  other 
hand,  there  was  an  abrupt  dropoff  in  con- 
sumer demand  where  we  anticipated  a 
high-level  peak." 

Result:  The  menswear  business 
showed  a  $3.5  million  loss  last  year — its 
first  ever.  Thanks  to  Ward's  diversifica- 
tion efforts,  however,  Palm  Beach 
showed  flat  earnings  overall. 

"The  industry  is  going  through  an  im- 
portant change,"  Ward  observes.  "In  the 
future,  a  tew  Luge  companies  will  ac- 
count for  the  great  majority  of  labels." 

Ward  hopes  to  be  among  the  survivors 
by  getting  into  virtually  every  area  of 
apparel  Palm  Beach's  acquisition  of  Ea- 
gle in  December  1978,  tor  example, 
brought  the  company  into  shirtmaking 
and  added  the  moneymaking  Pierre  Car- 
din  name  to  the  told.  (Ironically,  Cardin 
approached  Palm  Beach  in  1968  with  a 
pioposal  tor  licensing  his  designs  to 
them.  "We  didn't  think  we  needed  it," 
says  Anneken,  somewhat  sheepishly. 
"We  won't  make  that  mistake  again.") 

A  bare  three  months  later  the  B.W. 
Harris  ileal  was  concluded.  Combined 
with  the  company's  Powderhom  Moun- 
taineering  outdoor  clothing  line,  ac- 
quired  in  1976,  Harris'  Zero  King  now 
has  ,i  complete  product  line  in  the  men's 
and  women's  outerwear  market. 

Four  months  after  that,  in  )une  1979, 
Palm  Beach  paid  Consolidated  Foods 
$14.5  million  in  cash  for  Cant,  a  $30 
million  (1978  sales!  manufacturer  of  ca- 
sual shirts  "Consolidated  was  eager  to 
get  out  ol  the  e  lothing  business  entirely," 
says  Ward,  who  rebuffed  its  advances 
twice  before  agreeing  to  the  deal.  "For 
our  money,"  says  Anneken,  "we  got 
$12.5  million  in  inventories — and  left 
Con  Foods  with  the  fixed  overhead."  Al- 
though the  cost  of  computerizing  the 
combined  Eagle-Cant  operation  generat- 
ed a  slight  loss  last  year,  Anneken  ex- 
pects to  see  a  profit  in  the  future. 


Haspel,  $15  million  (sales),  completes 
the  circle:  It  is  probably  the  best-recog- 
nized label  in  men's  summer  suits.  "The 
Haspel  family  was  in  disarray,"  says 
Ward.  "They  were  not  even  able  to  ship 
last  year  It  someone  had  not  bought  it, 
the  company  would  have  gone  under." 
Ward  has  extended  the  Haspel  line  into 
women'ssuits. 

Meanwhile,  Palm  Beach's  house 
brands — including  Palm  Beach,  fohn 
Weitz,  Fitzgerald  and  Cianni  Versace  for 
men  and  Country  Set  and  1  )iva  for  wom- 
en— are  busily  making  the  transition 
back  into  natural  fibers.  "We're  banking 
on  a  change  to  less  casual  clothing,"  says 


Anneken.  With  labels  ranging  fro 
treme  European  styling  to  ultraconi 
tive  in  all  price  ranges,  Palm  Be 
well  poised  to  ride  any  fashion  curi 
Wall  Street  may  not  be  very  imp 
by  Palm  Beach,  whose  shares  tr$ 
just  5  times  this  year's  projected  $ 
share  earnings.  But  given  some  im| 
ment  in  menswear  and  moderately 
interest  rates,  the  company's  eal 
could  show  substantial  increj 
thanks  to  the  keen  survival  instin 
Elmer  Ward  Sr.  and  Jr.  And  the  inev 
end  of  the  recession  and  upsurge  u 
sumer  spending  can  only  signal  rj 
turn  of  warm  breezes  to  Palm  Beac 


A  highflyer  in  the  late  Sixties  that  took  a  n 
dive  in  the  Seventies,  this  little  conglomerat 
reborn  as  a  highflyer  again. 

Born  again 
Criton 


Sometimes  people  who  have  had  a 
bad  past  leave  town  and  change 
their  names.  Companies,  too. 
Chairman  Carroll  M.  Martenson  per- 
suaded his  board  to  change  Heath  Tecna 
Corp.'s  name  to  Criton  Corp.  (sales,  $200 
million)  in  July.  The  new  name  is  about 
as  tar  from  the  old  one  as  could  be  con- 
trived. Martenson,  a  burly  man  of  59 


who  took  over  the  Bellevue,  Wash., 
company  in  1971,  would  just  as  sod 
everybody  forgot  the  company  'a 
Forget  the  collapse  of  its  stock  un< 
old  management.  Forget  the  deep  f 
into  the  red.  Forget  the  mad  pirn 
conglomeration  in  the  Sixties. 

Reborn  as  Criton,  the  compan 
compiled  an  excellent  record.  Its 


Criton  C.oip  C.hairnuoi  and  CI-'O  C.coroll  M  Martenson 
A  veteran  turnaround  artist  doing  his  thing. 
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Reynolds  Aluminum. 

Helping  the  ears  we  love 

get  mileage  we 
can  live  with. 

Fuel  shortage  or  not,  most  Americans  don't  want  to  end 
their  love  affair  with  the  car.  So  at  Reynolds  Aluminum, 
we're  helping  to  engineer  a  reconciliation. 

In  1973,  Reynolds  helped  develop  a  new  alloy  and 
forming  process  for  making  aluminum  bumper  face  bars  and 
most  recently  a  developmental  aluminum  truck  frame.  Those 
lightweight  aluminum  parts  weigh  less  than  half  as  much  as 
steel  ones.  Every  pound  that  aluminum  trims,  saves  over  a  gallon 
of  gasoline  in  a  car's  average  lifespan. 

Consider  the  cumulative  economies  of  aluminum  deck 
lids  saving  25  pounds.  Hoods  saving  30  pounds.  Wheels  cutting 
up  to  50  pounds  per  car.  And  intake  manifolds  lighter  by 
5  pounds.  And  it's  easy  to  see  how  aluminum 
plays  a  big  part  helping  car  makers  make  progress. 
980  cars  already  average  over  120  pounds  of  aluminum, 
md  on  the  strength  of  that  weight  m 
avings  alone,  those  cars  will  save 


billion  gallons  of  fuel  by  1990. 

All  that  time,  the  aluminum 
arts  have  a  natural  defense 
ainst  red  rust.  And  they  can 
;  melted  down  and  recycled. 

Of  course,  there's 
ore  to  better  mileage  than 
st  more  aluminum.  Work- 
g  together,  we  can  help 
merica  save  fuel. 

And  that  can  help 
ise  the  energy  crisis. 

onserving  our  resources 
nd  energy.  Aluminum  can 
id  Reynolds  does. 


REYNOLDS 
ALUMINUM 


WILLTW  FUTURE 
BEMEAITHY? 

4  # 

\  n  A  v 

The  demand  for  quality  health  care  will  only  acceler- 
ate in  the  future.  New  technology  and  new  prior- 
ities within  the  health  care  delivery  system  call  for 
inventive  approaches.  AMI  is  creating  them. 

As  owners  and  managers  of  over  100  hospitals 
worldwide,  we're  using  the  best  of  today's  technology 
to  ensure  even  better  patient  care.  Our  mobile  CAT 
scanner  fleet,  the  world's  first  and  largest,  is  a  fore- 
runner of  many  high  technology  shared  medical  ser- 
vices we'll  be  bringing  to  communities  we  serve. 

Using  computer-aided  design  AMI  is  creating  a 
new  kind  of  health  care  center.  One  that  promotes 
shorter  hospital  stays,  greater  use  of  outpatient  ser- 
vices, and  increased  operational  and  medical  efficiencies. 
These  hospitals  of  the  future  will  provide  diagnosis 
through  satellite  communication,  new  treatment 
techniques,  and  technologies  we've  yet  to  imagine. 

Innovative  responses  to  the  changing  needs  of  our 
marketplace  are  the  way  AMI       mm  mm  mm  n 
is  growing.  We  believe  they  ^HlWI 
will  be  an  important  part  „  _ 

of  a  healthier  future  for  The  International 

Health  Care 
Services  Company 


us  all. 


©1980 


For  more  information  on  how  we  see  the  future  of  health  care,  write  to  The  Director  of  Communications, 
American  Medical  International.  414  North  Camden  Drive.  Beverly  Hills.  California  90210  (213)  278-6200 


uity  last  year  was  better  than  40% 
here  wasn't  a  penny  of  bank  debt, 
n  today  is  a  conglomerate  that 
s  airplane  interiors,  aircraft  and 
onic  equipment,  as  well  as  alumi- 
and  glass  high-rise  building  exter- 
It  bears  scant  resemblance  to  its 
r  self. 

rted  in  1950  by  Harold  Heath,  a 
ne  Boeing  Co.  machinist,  Heath 

was  primarily  a  jetliner  parts  sub- 
actor  for  Boeing.  But  like  many  an- 
entrepreneur  in  the  Sixties,  Heath 
5  sights  on  building  a  conglomerate. 

years  1966  to  1969  alone,  he  made 
icquisitions  in  everything  from  hi- 
itable  components  and  lead  glass  to 
ion  shielding  and  electron  micro- 

th  Tecna  became  a  highflyer,  its 
aching  40  by  1968.  But  even  with 
;quisitions,  Boeing  accounted  for 
70%  of  Heath  Tecna's  business. 
Boeing  hit  its  slump  in  1970, 
Tecna's  profits  collapsed;  so,  too, 
s  stock,  nose-diving  from  48  in 

0  less  than  1  in  1975. 

!  company's  lenders  pressured  the 

1  of  directors  into  ousting  founder 
i  and  bringing  in  Martenson  to  re- 
aim.  (Heath  today  is  vice  president 
sveland-based  Access  Corp.,  a  docu- 
jretrieval-systems  company.)  As  an 
jace  group  vice  president  at  Tex- 
jic,  Martenson  had  acquired  a  bril- 
.eputation  as  a  turnaround  artist.  In 
jter  of  months  he  divested  Heath 
|  of  many  of  the  cash-draining  ac- 
lons  made  by  Heath.  By  1973  Mar- 
S.  had  stanched  the  bleeding  and 
Id  a  positive  cash  flow.  He  also 

ted  to  president  Donald  Stenquist, 
D,  who  had  been  a  group  vice  presi- 
nder  Heath. 

1  Martenson's  smartest  move,  in 
»vas  to  get  into  aircraft  interiors,  a 
I  ss  that  today  comprises  a  sixth  of 
;iny  sales  and  over  a  fifth  of  operat- 
i.nings.  Criton  practically  has  that 
t  t  all  to  itself,  its  only  major  com- 
I  being  Armco's  HITCO  division, 
jo  Martenson's  joining  the  com- 
i  Heath  Tecna  had  been  making 
Had  stowage  bins  for  Boeing  747s. 

artenson  then  decided  to  get  into 
i  ng  and  manufacturing  the  interi- 
;  jlder  passenger  jetliners,  which  is 
;  a  much  bigger  business.  Airlines 
!  aited,  Eastern,  TWA  and  Western 
Jown  anywhere  from  $200,000  to 
)P0  for  a  typical  interior  that  in- 
| :  overhead  stowage  bins,  lighting, 
and  sidewall  paneling.  Although 
l:|  and  Lockheed  make  their  own 
nrs,  McDonnell  Douglas  has  con- 
:  with  Criton  to  make  interiors  for 
!  3C-9s. 

Urn's  other  aircraft-related  busi- 
moreover,  are  benefiting  from 
rospace  industry's  bulging  order 
I  Over  the  next  five  years,  Criton 
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expects  to  generate  a  projected  $85  mil- 
lion in  sales  on  its  existing  programs 
with  aircraft  manufacturers  in  interior 
contracts  and  other  business  such  as 
wing-to-fuselage  fairings.  This  is  on  top 
of  Criton 's  present  order  backlog  of  $107 
million  in  this  area.  Boeing  is  still  Cri- 
ton's  biggest  single  customer,  but  it  ac- 
counts for  less  than  5%  of  company 
sales,  compared  with  70%  in  1970. 

After  the  Air  Transportation  Products 
group,  which  provides  over  half  its  oper- 
ating profits,  Criton's  next  biggest  in- 
come contributor  is  the  Electronics  and 
Defense  group,  which  makes  electrical 
connectors  for  computers,  air-navigation 
test  equipment,  hearing  aids  and  hearing 
test  equipment  Electronics  and  Defense, 
which  has  had  earnings  growth  of  94% 
annually  over  the  last  five  years,  provides 
23%  of  Criton's  operating  profits. 

Because  it  is  tied  to  the  construction 
cycle,  Criton's  Architectural  Products 
group,  which  makes  aluminum  and  glass 
exteriors  for  high-rise  buildings,  will 
show  an  earnings  decline  this  year.  The 
company  as  a  whole,  however,  should 
easily  top  1980,  despite  the  recession. 


Per-share  earnings  have  gone  from  18 
cents  in  1974  to  $3.49  in  the  last  fiscal 
year.  New  income  was  $12  million,  an 
increase  of  56% .  Net  operating  earnings 
for  the  first  six  months  were  $1.69,  vs. 
$1.32  a  year  earlier.  On  top  of  this  there 
is  a  $1.33-per-share  gain  from  the  sale  of 
Criton's  ESD  electrical-parts-distribut- 
ing business. 

The  stock,  which  has  been  split  three 
times  since  1977,  has  been  a  sensational 
performer.  As  recently  as  1978  it  sold  at 
4;  in  late  September  it  was  at  25 — more 
than  a  fivefold  increase  in  the  last  33 
months.  In  a  market  where  hundreds  of 
stocks  sell  below  book  value,  Criton  sells 
at  a  premium  of  91%  over  book.  Criton, 
like  its  predecessor  company,  has  be- 
come a  highflyer. 

With  $10  million  in  cash  and  virtually 
no  debt  on  his  balance  sheet,  Martenson 
plans  to  make  an  acquisition,  preferably 
a  manufacturing  company  with  a  25% 
return  on  investment  and  a  leader  in  its 
industry.  "We  aren't  committed  to  any 
industry  or  product,"  says  Martenson. 
"My  goal  is  to  maintain  a  high  return  on 
shareholders'  equity."  ■ 


The  OPEC  conference  at  Vienna  last  month 
may  not  have  solved  the  mounting  oil  glut, 
but  perhaps  another  Mideast  war  will 


Why  are  oil 
stocks  skittish? 


The  Streetwalker 


Does  the  Iran-Iraq  shooting  war 
bode  ill  for  the  oil  stocks?  Should 
the  large  integrated  oil  companies 
be  avoided  because  of  a  growing  inven- 
tory glut?  Or  are  there  still  good  buys 
around?  The  OPEC  meeting  in  Vienna 
last  month,  which  produced  a  price 
agreement  but  no  public  early  agreement 
by  the  Saudis  to  cut  crude  production 
from  9'/2  to  8V2  million  barrels  a  day, 
won't  help.  Analysts  already  edgy  about 
the  glut  speculated  on  a  probable  decline 
in  oil  company  profitability  next  year. 

A  number  of  months  ago,  analysts  like 
Morgan  Stanley's  Barry  Good  and  Cyrus 
J.  Lawrence's  Charles  Maxwell  were  al- 
ready lowering  projected  earnings  for  the 


second  half  of  1980  and  the  first  half  of 
1981.  With  U.S.  refinery  capacity  utiliza- 
tion down  from  a  high  of  87%  in  the  fall 
of  1 979  to  77%  by  June,  while  prices  paid 
for  crude  were  rising,  it  was  apparent 
that  refining  margins  were  being  eroded. 

The  situation  has  only  worsened  since 
then.  Worldwide  inventories  now  ap- 
proach a  1 10-day  supply  (compared  with 
about  90  days  last  fall),  and  refinery  utili- 
zation has  dropped  to  71%.  Unless  the 
Iraq  war  disrupts  supplies,  the  portents 
for  refining  profits  are  poor. 

Some  analysts  have  revised  1981  earn- 
ings down  further  than  others.  Among 
the  most  bearish  is  highly  respected 
Charles  Maxwell,  perennially  on  the  In- 
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Hie  Streetwalker 


ial  Investor  ail-American  team, 
his  year  Maxwell  turned  cautious 
lery  margins  before  most,  causing 
f  in  March.  But  the  refinery  stocks 
red  and  ran  back  up  until  August, 
ke  many  other  analysts,  Maxwell 
the  excess  supply  situation  is 
han  a  short  six-  to  eight-month 
he  that  the  Saudis  and  their  OPEC 
rs  can  solve  by  closing  down  pipe- 
'I  think  there's  a  lot  more  to  this 
wn  than  just  refining  and  market- 
akness,"  he  says.  "A  severe  pas- 
;s  ahead  for  the  industry  in  lower 
um  profitability."  Maxwell  ex- 
/orldwide  unit  volume  to  decline 
east  another  2%  on  top  of  1980's 
:line.  And  even  in  a  stronger  econ- 
1  1982  he  expects  no  gain.  That 
mean  that  current  production  lev- 
aid  exceed  demand  by  roughly  3 


ie  long  run  you  have  to 
there  will  be  increasing 
nd  for  a  limited  prod- 
says  Fayez  Sarofim.  "Be- 
,  with  war  erupting  in 
Xiddle  East,  I'd  rather 
a  temporary  o  vers  apply 
than  the  alternative." 

i  to  4  million  barrels  a  day. 
Maxwell  doubts  the  OPEC  nations 
i  willing  to  cut  back  production 
ere  near  that  much.  Result:  Prices 
.11  be  under  pressure  and  refining 
s  will  continue  to  be  squeezed, 
est  hit,  Maxwell  figures,  will  be 
emationals,  with  earnings  off  6% 
[  after  a  23%  gain  this  year.  The 
:ics  should  fare  better,  because 
in  realize  higher  prices  for  their 
But  even  they  may  only  show  7% 
in  1981  and  1982,  well  below 
expected  29%  earnings  gain, 
well's  numbers  are  hotly  disputed 
lysts  like  Bruce  Lazier  of  Paine 
r  Mitchell  Hutchins,  who  had  also 
I  caution  in  investing  in  refinery 
early  this  year.  "Despite  deterio- 
refinery  margins  the  better  mter- 
ils  should  be  able  to  post  a  10%- 

increase  in  earnings  next  year," 
.  "The  average  domestic  oil  com- 
hould  post  10%  earnings  gains, 
f  the  better  ones,  20%  or  more." 
ie  quickly  adds  a  word  of  caution. 
Id  still  avoid  companies  heavily 
ed  with  refinery  earnings,  particu- 
lose  who  sell  into  the  wholesale 

on  a  spot  basis.  Gross  margins  of 
arketers  have  really  gone  to  pot 
arly  1979.  Then  companies  like 
I  Oil  and  Crown  Central  Petro- 
I'ere  grossing  an  unusually  hefty 
:S25-a-barrel  margins.  That  was 
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SOME  SERIOUS  NOTES 
ON  MOVING. 

By  Victor  Borge 

When  you  move,  make  sure  your  mail  arrives  at 
your  new  address  right  after  you  do. 

The  key  is  this:  Notify  everyone  who  regularly 
sends  you  mail  one  full  month  before  you  move. 
One  last  serious  note.  Use  your  new  ZIP  Code. 


Don't  make  your  mail  come  looking  for  you. 
Notify  everyone  a  month  before  you  move. 
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The  Streetwalker 


when  independents  and  dealers  were 
scrambling  for  scarce  oil  and  were  will- 
ing to  pay  almost  any  price.  Today  mar- 
gins may  be  under  $4  a  barrel.  When  you 
take  into  account  overhead  and  depreci- 
ation, spot  refiners  are  probably  barely  at 
breakeven  or  even  losing  some  money." 

Even  fuel-oil  contract  refiners,  like 
Amerada  Hess  and  to  some  extent  Mara- 
thon Oil,  have  been  hit — despite  the  fact 
that  their  contracts  are  partially  indexed 
to  price  change.  Their  gross  margins, 
says  Lazier,  are  down  from  1979  higbs  of 
$6  to  $7  a  barrel  spread  to  about  $3,  or 
about  the  breakeven  level,  after  all  costs. 


ential  will  now  be  much  narrowed  if  the 
recent  pricing  accord  is  adhered  to,"  he 
adds,  "and  some  oil  companies — I  be- 
lieve Shell  and  Mobil  among'them — arc- 
under  federal  government  cost  guideline 
constraints.  If  it  weren't  for  that  they'd 
be  making  more  money.  That's  why  you 
can't  make  blanket  statements  about  all 
oil  companies'  profitability." 

All  beside  the  point,  says  C.J.  Law- 
rence's Charles  Maxwell.  The  question 
is:  "How  do  you  carry  20%  more  inven- 
tory at  much  higher  prices  than  a  year 
ago?  That's  a  heavy  burden."  A  good 
question.  According  to  Petroleum  Intelli- 


Not  so  hot  spot 


In  1979,  with  supplies  of  crude  tight,  refiners  who  operated  through  the  spot 
market  were  reaping  a  bonanza  on  each  barrel  of  refined  oil  sold.  No  more.  Now 
most  of  the  spot  refiners  are  facing  the  specter  of  losses.  Contract  refiners,  too, 
are  being  squeezed,  but  most  of  them  are  still  in  the  black. 


Dollars  per  barrel 
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*  Spot  product  spreads 
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Gasoline  refineries 
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But  don't  run  out  and  sell  Amerada, 
warns  Lazier.  Founder  Leon  Hess  has  an 
ace  up  his  sleeve:  production  earnings 
from  the  North  Sea.  (Even  Maxwell 
agrees  with  that,  and  he  also  likes  Conti- 
nental along  with  Lazier.) 

The  refiners  likely  to  be  hurt  the  least, 
says  Lazier,  are  those  that  sell  mainly  to 
their  own  stations:  Shell,  Exxon,  Stan- 
dard of  Indiana  and  Mobil  among  others. 
Their  spreads  are  probably  down  to  $5  or 
so — off  by  one-third — but  still  well  above 
the  $3.50  a  barrel  average  of  1977-78. 
Shell  Oil's  refinery  margins  are  actually 
higher  than  a  year  ago  on  cheaper  crude 
prices  and  improved  efficiency. 

"Of  course,  Mobil,  Exxon,  SoCal  and 
Texaco  have  had  access  to  lower-cost 
crude  from  Aramco — though  that  differ- 


geni  e  Weekly,  carrying  400  million  barrels 
of  excess  inventory  costs  $200  million  a 
month  That  may  be  little  problem  for 
Exxon,  Mobil  and  Texaco,  who  have  bil- 
lions in  cash  on  hand.  But  for  some 
smaller  producers  it's  tougher.  Moreover, 
as  analyst  Maxwell  points  out,  oil  com- 
panies have  been  under  pressure  to  in- 
crease exploration  budgets  sharply.  So 
they'll  be  feeling  the  impact  of  chargeoff s 
from  writeoffs  and  dry  holes. 

Morgan  Stanley's  Barry  Good  thinks 
that  the  international  oils  are  likely  to 
fare  worse.  "First,  margins  abroad  hit  a 
level  2Vi  times  what  they  were  in  the 
U.S.  Second,  U.S.  majors  have  been  con- 
strained by  DOE  regulations.  Gasoline  is 
still  price  controlled.  So  domestic  mar- 
gins haven't  been  as  high  as  they  could 


have  been.  The  benefit  in  a  surplus 
tion  is  that  margins  for  domestic  p 
ers  have  less  distance  to  fall." 

Another  plus  in  favor  of  dome- 
operations,  explains  Good,  "is  that 
U.S.  each  incremental  barrel  of 
either  imported  or  it's  the  next 
trolled  barrel.  So  obviously  the 
mental  barrel  in  the  U.S.  is  a  high' 
barrel.  Contrast  this  with  the 
tional  incremental  barrel  of  oil.  Tl 
barrel  today  is  below  the  official 
When  it's  below  the  average  co- 
barrel  of  oil,  that  always  spells  tr< 
But  that  could  change  if  Middle  Ea 
plies  are  cut  off. 

For  now  Barry  Good  has  all  the 
nationals  on  hold  except  Mobil  a 
Cal,  which  look  cheap.  Unlike  M< 
he  figures  the  current  glut  will  di 
by  the  end  of  1981 — even  if  the  t 
stops.  In  the  meantime  he's  recorr 
ing  a  few  large  domestic  oil 
ARCO,  Standard  of  Indiana,  Stan' 
Ohio  and  Marathon. 

Mitchell  Hutchins'  Lazier  agree 
Good  that  many  analysts  are  ov> 
ing  Mobil:  "Mobil's  stock  is  ch 
times  earnings — and  the  market 
ing  no  value  to  its  Hibemia,  New 
land  play."  He's  also  enthusiastic 
domestics  like  Amerada,  ARCO, 
Union  Oil  of  California,  Gett 
Pennzoil.  Says  Lazier,  "Even  if 
lieve  that  some  oil  stocks  are  ter 
ily  overpriced  on  the  basis  of  disc 
dividend  growth  per  share,  m 
them  are  still  only  selling  at  $3  to 
barrel  of  market  value  in  secur 
(U.S.,  Canada  and  the  North  Se 
for  more  than  $5  a  barrel.  Yet 
nies  have  been  willing  to  pay  up 
to  $15  a  barrel  to  acquire  dome 
companies." 

Rotan  Mosle's  able  analyst  Gee 
tel  agrees  that  there  are  still  goo< 
"The  glut  has  been  going  on  for  al 
year.  So  why  worry  about  it  now 
been  concentrating  on  domestic  ] 
ing  companies  instead.  A  nun 
them  are  still  buys."  Which  ones- 
ton  Oil  &  Minerals,  Getty,  SoCal, 
Oil  of  California,  Quaker  State  < 
and  gas  as  well  as  the  oil  lubr 
business)  and  Burlington  Norths 
the  Union  Pacific  for  their  ene 
serves,  which  Hertel  figures  haver 
fully  discounted  by  the  market. 

Lazier,  too,  has  some  offbea 
plays,  urging  clients  to  invest  in 
gas  stocks  with  sizable  domestic 
gas  reserves — stocks  like  Texas  E 
Transco  and  Texas  Oil  &  Gas.  S 
"These  companies  don't  have  tc 
about  an  oil  glut  or,  for  that  matte 
glut.  There  may  be  a  small  surplu 
around  today,  but  the  price  diff< 
between  oil  and  gas  is  so  substant 
favor  of  gas  that  there's  still  an  in 
for  people  to  switch  to  gas.  Even 
ing  off  in  fuel  prices  isn't  going  l 
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HARRIS  technology 
on  the 
ob 

n  semiconductors, 

terris  Corporation 
)roduces  a 
vide  range  of 
itegrated  circuits, 
vith  emphasis  on 
;tate-of-the-art, 
ligh-performance 
malog  and  large 
cale  memory  and 
ligital  products. 

With  low-power 
1ARRIS  CMOS 
nemory  circuits, 
>roducers  of 
^formation  processing 

ystems  can  reduce  equipment  size,  weight  and  energy 
onsumption.  And  guarantee  data  retention  with  battery  backup. 
HARRIS  technology  works  worldwide— in  communication 
quipment,  information  systems,  government  systems, 
emiconductors  and  printing  equipment.  For  information,  write: 
larris  Corporation,  Melbourne,  Florida  32919. 


HARRIS 

COIN/I MUIMICATIOIM  AND 
!N FORMATION  PROCESSING 


IT  TOOK 

BAD  TIMES 

TO  SHOW  YOU 
HOW  GOOD 
DINERS  CLUB 
REALLY  IS 


In  the  thirty  years  since  we  invented  the  charge  card,  we've  learned  that  economic 
situations  are  temporary.  Members  aren't. 

So  despite  what  everyone  else  was  doing,  we  refused  to  restrict  them  with  any 
pre-set  spending  limits.  Or  burden  them  with  interest  charges.  Our  members  are  all 
responsible  business  people  and  sophisticated  travelers  who  pay  their  bills  each  month. 

And  while  other  cards  couldn't  wait  to  add  charges,  we  continued  to  provide 
exclusive  benefits  at  no  charge: 

Two  cards  while  others  weren't  issuing  any.  Separate  billing  statements  for  each. 
Cardholders'  choice  of  billing  cycles.  No  charge  for  currency  conversion. 

That's  what  happens  when  you're  a  charge  card  that's  ^gpaB^kSnf^*1*^*1 
been  through  it  all.  A  lpB 

You  don't  have  to  put  your  members  through  anything.  J/KBM^^K/^r 

Can  you  afford  not  to  be  a  member  of  the  club  ?    ^^^H     3812  3H5bi8  ooiq 
For  an  application,  call  toll-free  1-800-525-7000.  ^"ml^A^-^iil 

In  Colorado,  tali  303-770-7252.  38  J?    }L       -   "  5C 

DINERS  CLUB  INTERNATIONAL 

C  The  Diners'  Club.  Inc..  1980.        WE  MEAN  BUSINESS. 


[he  Streetwalker 


enough  to  justify  using  oil — at 
r  another  season." 
1  Mosle's  Hertel  even  suggests 
|  stocks  with  energy  subsidiar- 
npanies  like  Williams  Cos.  and 
[ississippi.  Says  he,  "You  get  a 
play — rising  fertilizer  prices  and 
omestic  gas  and  oil  production." 

does  it  all  add  up  to?  That  in  a 
market,  the  international  oils 
w  friends  on  Wall  Street  at  the 
t — even  though  many  of  the 


stocks  are  down  from  their  highs.  The 
domestic  oils,  by  contrast,  have  more 
than  a  few  friends,  particularly  now  with 
the  Iran-Iraq  war.  The  general  attitude, 
however,  is  still  not  strongly  bullish. 

With  at  least  one  major  exception. 
Down  in  Houston,  pension  fund  man- 
ager Fayez  Sarofim  (Forbes,  June  9)  says, 
"Fortunately  the  energy  business  is  so 
large  and  diverse  that  there  are  plenty  of 
opportunities."  While  he's  been  empha- 
sizing domestics  for  his  $7  billion  in 
accounts,  Sarofim  still  thinks  the  inte- 
grated majors  are  fine  investments — for 
the  long  term.  "There  may  be  an  oil  glut 


for  a  year  or  two,"  he  allows,  "but  in  the 
long  run  you  have  to  think  there  will  be 
increasing  demand  for  a  limited  product. 
I  don't  think  an  investor  buying  these 
stocks  today  at  5  times  earnings — com- 
pared with  9  times  for  the  market  as  a 
whole — will  do  badly  during  the  1980s. 
In  the  meantime  you  get  as  much  as  a 
7%  dividend  return  and  companies  with 
strong  balance  sheets,  lots  of  cash  and  no 
unfunded  pension  liabilities.  Besides, 
with  war  erupting  in  the  Mideast — I'd 
rather  have  a  temporary  oversupply  of  oil 
than  the  alternative.  Who  knows  what 
tomorrow  may  bring?"— Howard Rudnitsky 


Pricing  the  imponderable 


n  before  the  shooting  started  last  month,  analysts  dif- 
d  on  prospects  for  the  major  oils,  closer  on  domestics, 
er  apart  on  the  internationals.  Now  they  have  a  new 
onderable — the  fighting  in  the  Middle  East.  The  worse 


it  gets,  the  mooter  their  forecasts.  But  as  Fayez  Sarofim 
says  (see  story),  haven't  prices  of  the  big  internationals 
discounted  all  but  the  worst?  Below,  selected  earnings 
estimates  from  understandably  uncertain  analysts. 


-Earnings  per  share- 


52-week 


Price/ 


Current 


1979 

1980  estimates 

1981  estimates 

Recent 

price 

earnings 

dividend 

»y 

actual 

high 

low 

high 

low 

price 

range 

ratio 

yield 

$  9.74 

$13.00 

$12.50 

$14.00 

$13.00 

69 

73V8-52 

6 

8.1% 

9.48 

13.50 

12.75 

14.00 

12.25 

69 

891/2^t3'/4 

5 

4.9 

6.48 

8.25 

8.00 

9.00 

7.85 

353/8 

415/8-27 

4 

6.8 

3.66 

5.00 

4.75 

5.75 

5.50 

44lA 

44 'A -34 

10 

3.6 

rd  Oil  of  California 

10.44 

13.25 

13.00 

14.50 

13.00 

74V4 

85  -52'/2 

6 

4.8 

c  Richfield 

4.74 

7.00 

6.50 

8.00 

7.25 

50% 

507/8-^2'/4* 

9 

3.7 

rd  Oil  (Indiana) 

5.11 

7.00 

6.75 

8.50 

7.50 

67% 

653/8^6' 

10 

3.2 

7.34 

12.00 

10.40 

13.50 

11.50 

88% 

97%-60 

8 

2.0 

ental 

7.58 

9.00 

9.00 

9.50 

9.50 

55  Vi 

59   -39 '/a 

6 

4.0 

rd  Oil  (Ohio) 

4.91 

7.50 

7.50 

8.50 

8.35 

56 

56    -42  Vi* 

7 

2.5 

ange  since  stock  split 


liat's  a  Butler  building! 


as  any  building. 

Yet,  it  will  also  give  you  all 
the  important  time  and  money 
savings  of  systems  construction. 

To  learn  more  about 
energy-saving  Butler  buildings, 
call  the  local  independent 
contractor  who  can  build  one 


for  you.  See  "Butler  Mfg.  Co. 
Builder"  in  the  White  Pages. 
Or  write  Butler  Mfg.  Co. ,  . 
Dept.  B-397,  BMA  Tower, 
Kansas  City,  Mo.  64141.  o 


BUTLER 


Fairchild's  been  to  the  edge  and  back.  Why, 
when  it's  poised  for  a  giant  step  forward,  has  it 
sold  half  its  most  promising  business? 


Spaced 
out? 


By  Maurice  Barn  father 

Why  has  Fairchild  Industrii 
half  its  potentially  lucrative  s 
communications  business  to  Coi 
tal  Telephone?  It  seemingly  r 
need  to.  It  has  willingly  sunl 
million  into  American  Satelli 
(ASC)  over  seven  years,  comf 
absorbed  losses  of  $38  million 
years,  and  along  the  way  still  m 
to  turn  a  1973  deficit  of  20  c 
share  into  likely  earnings  appro 
$4  a  share  this  year. 

The  answer  is  simple:  Fairchild 
tiger  by  the  tail  and  it  doesn't  war 
go.  Within  five  years  ASC's  re 
could  hit  $300  million,  and  prof 
million.  That's  rather  too  much 
for  Fairchild  to  handle  alone  on  tc 
own  considerable  expansion. 

But  Continental's  got  the  comn 
tions  knowhow  and  financial  mi 
help,  and  will  also  itself  be  a  custo 
ASC:  As  such,  Continental  is  a' 
access  charges  to,  say,  AT&T's  s 
communications  network.  It's  a  gc 
ative  deal  all  around.  We'd  call  it  sy 
tic  if  that  hadn't  become  a  dirty  w> 

Says  ASC  Chairman  Emanuel  ] 
kis,  "Fairchild  made  it  clear  alwa 
it  was  seeking  a  partner  for  An 
Satellite.  Fairchild  does  not  have 
age  in  communications,  it  is  not 
munications  company.  Continen 
He  adds:  "I  was  testifying  at  the  c 
sional  hearings  for  the  new  te 
munications  bill.  So  was  Contir 
Charles  Wohlstetter.  It  seemed 
that  the  objectives  of  Continent; 
child  and  American  Satellite  we 
close  together."  Fthenakis  called 
stetter,  the  two  managements  me 
deal  was  struck  inside  a  month, 
nental  gets  half  of  American  Sate 
$12  million,  with  Fairchild  havL 
claim  on  $22  million  of  future 
Continental  gets  into  ASC  chea 
child  gets  the  partner  it  wanted. 

"We  don't  know  a  damned  thin 
space,  but  we  surely  know  about  c 
nications,"  explains  Wohlstetter. 
nental  already  had  a  long-range  p. 
group  that  identified  satellite  tn 
sion  as  an  explosive  growth  area 
looked  around:  "There  was  Com: 
available  for  purchase;  RCA,  hard 
I  would  call  a  realistic  target  for 
pany  like  ours;  and  Western 
which  had  some  pluses  but  a  grea 
minuses.  And  American  Satellite 

Here's  what  happened  after  F; 
shook  hands  with  Continental 
ASC  had  leases  on  lines  from  \ 
Union  satellites  for  some  150  cus 
like  Metropolitan  Life,  BankA 
Western  Bancorporation,  Boeing ; 
ton,  it  made  sense  to  cut  cost 
lease  when  you  can  own?  Jointly 
ASC  had  the  resources  to  negot 
August,  20%  ownership  of  each 
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We  take  the  usual  risk 
out  of  writing  unusual  risks. 

Finding  a  dependable  market  for  excess/ 
surplus  insurance  has  never  been  the  easiest 
assignment. 

One  company  helping  to  change  all  that  is 
Chubb  Custom  Market  Inc. 

Chubb  Custom  Market  brings  the  reputa- 
tion and  facilities  of  one  of  the  country's 
most  respected  management  teams  to  this 
segment  of  the  insurance  business. 

This  means  that  Chubb  has  the  capability 
to  handle  virtually  every  kind  of  personal  or 
commercial  property/casualty  risk.  No  matter 
how  simple.  No  matter  how  complex. 

Chubb  Custom  Market  represents  yet 
another  area  of  our  specialization,  and 
demonstrates  how  Chubb  is  geared  to  give 
you  whatever  resources  you  need. 


CHUBB 


Chubb  Custom  Market  Inc. 

49  J.F.K.  Pkwy.,  Box  300,  Short  Hills,  N.J.  07078 


Chubb  is  proud  to  play  a  part  in  bringing  you  The  Dick  Cavett  Show.  Watch  for  it  on  your  local  PBS  station. 


"I  was  testifying  at  the  hear- 
ings far  the  telecommunica- 
tions bill.  So  was  Charles 
Wohlstetter.  It  seemed  to  me 
that  the  objectives  of  Conti- 
nental, Fairchild  and  ASC 
were  very  close."  The  two 
managements  met,  and  a  deal 
was  struck  inside  a  month. 


three  orbiting  Western  Union  satellites 
plus  one  of  the  two  others  planned  (it's 
also  now  got  20%  of  WU's  fifth  satellite). 
In  a  separate  deal,  Continental  and  Fair- 
child  each  bought  25%  of  Western  Union 
Space  Communications  Inc.  (Spacecom). 
Spacecom  is  under  contract  to.  NASA  for 
ten  years  starting  in  1982,  during  which 
time  it  will  service  the  space  shuttle  and 
track  enemy  satellites. 

Why  is  Western  Union  selling?  Last 
year's  group  profits  collapsed  from  $53.8 
million  to  $16.7  million.  Its  Telex  service 
is  hardly  a  growth  area.  The  Westar  satel- 
lite programs  will  not  be  the  jewel  in 
Western  Union's  crown,  they  will  he  the 
crown.  But  they  are  expensive.  Each  sat- 
ellite costs  $25  million,  plus  another  $30 
million  to  launch — that's  $55  million  a 
satellite,  or  $275  million  for  five.  ASC 
got  a  fifth  of  that  for  about  $50  million. 


1975  profits,  pulled  Maryland-basec 
child  from  the  corporate  grave.  Ul 
nosed  out  Northrop  Corp.  from  a 
Force  contract  to  develop  and  bi 
ground-support  fighter  plane.  Fai 
has  since  built  over  400  of  its  A- 1 
craft,  grossing  close  to  $2  billion 
changes  to  the  aircraft  should  si 
productive  life  throughout  the  1981 
This  wasn't  Uhl's  first  coup  at 
child.  In  1970  he  ousted  General  El 
from  contracts  to  build  Applic; 
Technology  Satellites,  used  for  t< 
everything  from  TV  broadcasts  to 
gational  aids.  Fairchild  shouted  ' 
when  it  learned  GE  had  tendered 
the  closing  date,  and,  after  resubmi 
won  the  contract.  Not  everyone  o 
neuvers  GE,  but  hustling  of  that  kii 
marked  Fairchild's  progress.  No 
military  aircraft  business  accoun 


Fairchild  Chairman  Edward  G.  Uhl 
Not  everyone  outmaneuvers  GE. 


Nice  work.  A  half-share  of  Spacecom  was 
given  free  to  Fairchild  and  Continental 
so  as  to  halve  Western's  potential  devel- 
opment costs.  "We  have  a  $786  million 
contract  with  NASA  over  ten  years, 
which  has  grown  to  $1  billion.  Any  pro- 
gram of  that  size  involves  risks  of  over- 
run and  uncertainty,"  explains  Philip 
Schneider,  vice  president  of  Western 
Union's  Satellite  Systems  &  Services. 

Continental  and  Fairchild  will  be  a  for- 
midable partnership.  Continental  has 
gone  from  nothing  to  the  nation's  third- 
largest  independent  (non-Bell)  telephone 
company  (behind  United  Telecommuni- 
cations and  General  Telephone)  with 
sales  of  $1.1  billion  and  net  income  last 
year  of  $1 14  million  against  $98  million 
in  1978.  Fairchild's  no  slouch  either.  Its 
1979  sales  increased  from  $544  million 
to  $718  million  and  net  income  from 
$23.2  million  to  $40  million.  And  Ed 
Uhl,  who  has  run  Fairchild  for  19  years, 
is  no  less  of  a  CEO  than  Continental's 
skillful  Wohlstetter.  A  seat  of  the  pants 
rescue  operation  in  1976,  after  halved 


64%  of  profits,  commercial  aircraft 
lin  executive  and  Metro  com 
planes),  36%.  Uhl  has  22%  of  Bi 
Ramo  Corp.,  which  earlier  this  ye 
jected  his  takeover  approach.  But 
VSI  Corp.  (Forbes,  Sept.  29),  a  metal 
ucts  and  electronic-components 
for  $280  million. 

Will  Fairchild's  links  with  Contii 
lead  to  a  merger  between  the  two 
Wohlstetter:  "I  doubt  that.  We  ha' 
own  fish  to  fry.  We  are  in  comm 
tions  and  propose  to  stay.  Fairchilt 
the  space  business  and  is  going  to  s 
that.  What  we  are  doing  is  taking 
can  Satellite  out  of  Fairchild  and  p 
it  in  a  stand-alone  position." 

But  Uhl  thinks  Continental  anc 
child  might  hunt  together.  Pre 
jointly  or  separately,  Continents 
made  a  smart  deal  and  given  Fairc 
step  up  into  a  new  league.  "It's  I 
difficult  ball  game  with  a  losing  t 
Uhl  says  of  Fairchild's  immediate 
"Now  we  have  a  winning  team, 
going  to  keep  it  that  way."  ■ 
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Dun  &  Bradstreet  answers  the 
escalating  need  of  business  for  the  faster  receipt 
of  timely,  targeted  information  that  is  essential 
in  making  sound  decisions. 


D&B's  new  DUNS  DIAL  gives 
you  instant  access  to  the 
information  you  need  via  a 
direct,  toll-free  telephone  call. 

With  this  new  Dun  &  Bradstreet  extension,  you 
simply  dial  a  special  800-exchange  number 
for  answers  to  your  questions, 

provided  in  seconds,  regard- 
ing any  of  over  4.5  million 
U.S.  companies.  Nothing  more 
than  an  ordinary  telephone  is 
required,  which  means  Duns  Dial  is 
available  to  all  D&B  subscribers- 
companies  large  and  small,  coast 
to  coast. 

D&B's  new  DUNS-VUE  lets  you 
view  information  via  a  terminal 
right  on  your  desk. 

This  new  Dun  &  Bradstreet  connection,  soon 
to  be  a  reality,  allows  subscribers  to  hold 

"conversations"  between  their  desk- 
top terminal  and  D&B's  computer- 
ized data  base.  With  fingertip  action, 
a  Rating  Display  or  a  stand-alone 
Summary  Display -with 
IilH\V\\\\\\\  vital  data  updated  weekly 
mmmmmmmmmmm  appears  right  before 
— — — — — —    y0ur  eyes 


D&B's  new  CUSTOMER  PRINT 
TERMINAL  SERVICE  puts 
hard-copy  business  reports  in  your 
hands  in  minutes. 

Dun  &  Bradstreet  brings  you  the 
ultimate  in  business  information 
communications -the  instant  relay 
to  your  offices  of  D&B  Business  ..- 
Reports  in  printed  form.  A 
two-page  report  takes  less 
than  two  minutes!  Gone  are 
the  days  of  waiting  for  Reports 
by  mail,  as  the  rollout  of  this  new  D&B  service 
gathers  momentum  in  the  coming  years. 

"Information,  please."  These  are  the  words 
you  hear  increasingly  from  CEOs,  corporate 
treasurers,  sales  directors  and  credit  exec- 
utives. We  have  been  listening!  As  the  world's 
leading  source  of  business  information, 
Dun  &  Bradstreet  is  100%  committed  to 
advanced  transmission  technology- 
to  on-line,  real  time  systems  for  the  fastest 
possible  relay  of  information  that  keeps 
the  wheels  of  commerce  turning.  Yes,  Dun  & 
Bradstreet  is  the  essential  business. 

Dun  &  Bradstreet 

a  company  of 

The  Dun  &  Bradstreet  Corporation 
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BehindThe  Figures 


Kdited  by  Jefferson  ( Jriusrn 


It  even  smells  nice 


^^^^^^^ 


Hein  I  Koolsbergen 

An  oil  shale  pioneer  tackles  ethanol. 

"I  think  I  know  a  little  bit  about  the 
synfuels  business,"  says  Hein  I.  Kools- 
bergen, 57,  Tosco's  former  chief  execu- 
tive who  left  after  a  policy  dispute  back 
in  1976.  A  pioneer  in  the  oil  shale  indus- 
try, Dutch-born  Koolsbergen  now  heads 
U.S.  Ethanol  Corp.  which  hopes  to  have 
the  nation's  largest  ethanol  production 
plant  on  line  by  1982. 

The  plant  will  produce  100  million  gal- 
lons of  ethanol  a  year  from  1.2  million 
tons  of  corn.  It  will  be  built  close  to 
refineries  and  pipelines  on  the  Mississip- 
pi where  the  corn  and  fuel  can  be  shipped 
by  barge.  Koolsbergen  estimates  that  the 
project  will  cost  $150  million,  a  pittance 
compared  with  the  tremendous  capital 
requirement  for  an  oil  shale  plant  (ap- 
proximately $2  billion).  Raising  the  cash 
from  banks  and  insurance  companies 
should  be  easy,  he  figures,  with  or  with- 
out help  from  the  Synthetic  Fuels  Corp. 
which  m  theory  will  guarantee  up  to 
90%  of  the  fixed  capital  for  synthetic 
fuels  plants. 

Koolsbergen  has  had  little  difficulty 
lining  up  suppliers  and  marketers.  I.S. 
Joseph  Co.,  Inc.,  a  major  grain  products 
marketer  based  in  Minneapolis,  will  han- 
dle the  supply  of  com  feedstock  for 


Koolsbergen's  plant  and  will  market  the 
agricultural  by-products  (protein-rich 
animal  feed  and  com  germ).  The  Missou- 
ri Farmers  Association,  a  175,000-mem- 
ber  cooperative  headquartered  in  Colum- 
bia, Mo.,  will  provide  additional  corn  in 
exchange  for  ethanol.  United  Refining 
Co.  of  Warren,  Penna.,  with  more  than 
650  outlets  in  Pennsylvania,  western 
New  York  and  eastern  Ohio,  will  be  one 
of  the  distributors. 

Once  the  plant  is  built,  Koolsbergen 
figures  that  U.S.  Ethanol  will  gross  $250 
million  annually  and  make  a  tidy  profit. 
Then,  with  a  bow  to  environmentalists, 
he  adds:  "And  the  fumes  from  the 
smokestack  will  be  very  good,  very  fresh 
to  smell!"— Linda  Gasparello 

Betting  the  Overthrust  Belt 

North  America  is  where  the  oil  indus- 
try's money  is  these  days,  and  nobody 
knows  it  better  than  Richard  W.  Fetzner 
of  Sun  Co.,  whose  recent  acquisition  of 
Seagram's  Texas  Pacific  Oil  Co.  for  $2.3 
billion  was  the  second-largest  commer- 
cial transaction  in  history  (after  Shell's 
$3.65  billion  purchase  of  Belridge  Oil  Co. 
last  year).  A  field  geologist  in  the  Fifties 
and  Sixties,  Missouri-bom  Fetzner,  51, 
has  explored  for  oil  in  South  America, 
Burma,  Thailand,  Angola  and  the  North 
Sea.  Today  as  a  Sun  Group  vice  president 
operating  out  of  Radnor,  Penna.,  it's  his 
job  to  make  sure  that  the  Texas  Pacific 
deal  pays  off. 

While  TP's  proven  reserves  of  300  bil- 
lion cubic  feet  of  gas  and  120  million 
barrels  of  oil  place  it  among  the  top  five 
nonintegrated  U.S.  producers,  the  35,000 
barrels'day  that  TP  currently  produces 
won't  really  reduce  the  Sun  refineries' 
above-average  (nearly  45%)  dependence 
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Richard  W.  Fetzner  of  Sun  Co. 

The  real  boon  lies  in  the  unexplored. 


on  foreign  oil.  The  real  boon — and 
hope  for  self-sufficiency — lies  in  T] 
explored  land,  3  million  acres  c< 
trated  in  Texas  and  the  highly  proi 
western  Overthrust  Belt. 

Sun  plans  to  invest  $400  million 
TP  properties  over  the  next  five 
and  Fetzner  says  that  "at  least  $20 
lion  to  $300  million"  of  that  will  be 
looking  at  unexplored  territory.  "T| 
deal,"  says  Fetzner,  "positions  ui 
dominant  factor  in  the  U.S.  explo 
picture  for  some  years."  One  wd 
note:  Sun's  cost  of  finding  oil  has  £ 
been  among  the  highest  of  the  n 
"I'm  not  saying  we're  a  highly  succ 
exploration  company,"  Fetzner 
cedes,  "we're  a  highly  successful  p 
tion  company." 

How  long  before  TP's  exploratior 
erties  yield  significant  returns  to 
Under  the  terms  of  sale,  Seagram 
49%  of  profits  from  the  production 
found  on  TP's  nonproducing  prop 
once  Sun  has  recouped  purchase  and 
opment  costs  and  begun  pulling  in  a 
on  investment  of  18%.  If  that  happ 
less  than  20  years,  says  Fetzner,  " 
mean  we've  made  some  very  signi 
discoveries."  Sun  has  "committed 
very  significant  chips"  in  its  gam 
emphasize  onshore  exploration  an 
duction  in  the  U.S.— Karen  Cook 

The  worm  in  the  appl 

As  Washington's  voters  prepare 
place  Governor  Dixy  Lee  Ray — si 
already  been  defeated  in  the  prirr 
the  state's  bankers  are  mounting  a 
campaign  to  repeal  Washington's 
law  that  places  a  12%  ceiling  on  coi 
er  loan  interest  rates.  "It's  an  arb 
outdated  price-controlling  of  credi 
merely  rules  out  credit  for  much 
middle  class,"  fumes  Chairman  W 
lenkins,  61,  a  lanky  Jimmy  Stewar 
whose  SEAFIRST  Corp.  owns  $9. 
lion  (assets)  Seattle  First  National 
the  nation's  20th  largest. 

You'd  think  Jenkins  would 
scarcely  a  care  these  days,  what 
Washington's  population  grown 
2.7%  a  year,  about  triple  the  na 
average,  thanks  to  forest  products 
culture  and  Boeing,  and  with  pe 
income  climbing  17%  last  year,  vs 
for  the  U.S.  as  a  whole.  The  worm 
apple  is  the  state's  81 -year-old,  i. 
supported  law  limiting  consumei 
interest  to  12%.  Its  effect,  of  course 
render  new  loans  for  appliances, 
boats  and  autos  marginally  profit 
not  downright  unprofitable  whe 
the  federal  funds  rate  approaches  \2 
April  the  rate  hit  19%;  it  has  reo 
edged  up  toward  11%. 

With  nearly  20%  of  the  bank  j 
billion  loan  portfolio  in  consumer 
Jenkins'  profitability  is  smartin 
ease  the  pain,  he  has  slowed  the  g: 
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The  man  who  closed  the  Open. 


Some  moments  never  end. 

Jack  Nicklaus'  triumph  in  the 
980  U.S.  Open  at  Baltusrol  was  one 
if  them. 

It  marked  his  fourth  Open  title 
nd  eighteenth  major  championship. 

It  also  closed  the  door  on  the 
[uestion,  who's  the  greatest  golfer 
ver. 

And  put  Jack  right  where  he 
•elongs:  among  the  greatest  per- 
armers  in  all  of  sports  history. 

Spoils  Illustrated  was  right  there 


with  him.  Not  merely  to  cover  him. 
But  to  capture  his  intensity  and 
magic. 

We  did  it  in  words  and  fast-close 
color  photography  created  by  a 
staff  as  dedicated  to  their  work  as 
Nicklaus  is  to  his. 

And  we  do  this,  each  week, 
superbly  enough  to  attract  16  mil- 
lion avid  readers.  Young,  intelligent 
readers.  Readers  with  money  to 
spend. 

This  national  audience  is  Sports 


Illustrated's  basic  advertising  buy. 
And  when  you  have  special  market- 
ing problems,  we  also  offer  a  range 
of  special  geographic  and  demo- 
graphic editions. 

Sports  Illustrated's  news:  It's 
some  of  the  biggest  news  in  the 
world  each  week. 

Be  a  part  of  it. 

Sports  Illustrated 

America's  Sports  Newsweekly. 

©  1980  Time,  Inc  All  rights  reserved 
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of  those  loans  to  a  trickle — less  than 
1%  in  the  first  half  of  this  year,  vs.  28% 
for  all  of  1979.  "The  only  state  with  a 
worse  [interest)  ceiling  than  ours  is  Ar- 
kansas," he  growls,  "and  Arkansas  is  a 
dustbin.  "^Lawrence  Minard 


William  Jenkins  ofSEAFIRST  Corp. 
Lobbying  against  the  squeeze. 


Fan  man 

Burton  A.  Burton  is  a  man  riding  an  old 
idea  whose  time  has  come  again:  He 
makes  overhead  fans  just  like  the  ones  in 
your  grandmother's  high-ceilinged  Victo- 
rian house.  His  privately  owned,  Pasade- 
na, Calif.-based  CasaBlanca  Fan  Co.  will 
make  about  300,000  this  year,  each  run- 
ning on  just  100  watts,  and  stirring  up 
sales  expected  to  reach  $50  million,  on 
which  Burton  stands  to  make  about  $3 
million.  That's  quite  a  jump  since  1978, 
when  sales  were  $7  million. 

CasaBlanca  makes  over  100  varieties 
of  overhead  fan,  most  replicas  of  vintage 
designs.  But  nothing  is  old-fashioned 
about,  the  prices:  The  fans  retail  from 
$200  to  $800,  from  the  simplest  four- 
blade  model  to  one  that  includes  an  or- 
nate lighting  fixture.  Burton  thinks  he 
has  about  20%  of  the  consumer  market. 

Burton,  a  52-year-old  former  precision- 
machine  executive  who  could  double  for 
Jimmy  Carter,  started  CasaBlanca  in 
1973  about  the  time  of  the  Arab  oil  em- 


vi  if 


Burton  A  Burton  of  CasaBlanca  Ban  Co. 
Nothing  old-fashioned  about  his  prices. 


bargo.  The  coincidence  meant  nothing 
then,  but  is  beginning  to  loom  larger 
with  the  company  just  invading  the  in- 
dustrial market.  Installed  on  factory  or 
warehouse  ceilings,  a  battery  of  fans  will 
cut  winter  heating  bills  sharply  by  taking 


warm  air  that  hangs  uselessly  n« 
ceiling  and  blowing  it  down  to  thfl 
CasaBlanca's  small  but  growing 
business  recently  included  600  f 
Saudi  Arabia.  That's  one  way  to  g« 
a  few  petrodollars—  William  Harris 


China  countertraders 

One  major  problem  U.S.  firms  encounter 
when  doing  business  on  mainland  China 
is  that  payment  is  often  made  in  "coun- 
tertrade"— baskets,  shoes  and  jewelry  in- 
stead of  hard  cash.  That's  because  the 
Chinese  are  short  of  hard  cash.  Trouble 
is,  the  U.S.  exporter  often  takes  a  loss 
when  trying  to  unload  that  countertrade 
back  home. 

But  help  is  on  the  way.  A  former 
Washington  lobbyist  named  Ruth  Noble 
Groom  and  her  friend  Leslie  Schweitzer, 
who  has  a  background  in  international 
marketing  with  a  chemical  company  in 
Finland,  nave  formed  a  company  (with 
the  backing  of  China  trade  specialist 
Martin  Klingenberg)  that  will  deal  with 
the  countertrade  problem  for  U.S.  ex- 
porters. For  a  fee,  Washington,  D.C.- 
based  Noble  Trading  Corp.  will  handle  all 
negotiations  with  the  Chinese  concern- 
ing countertrade  and  then  ship  and  mar- 
ket the  goods  itself.  Corporate  clients  are 
guaranteed  payment  in  hard  cash  within 
two  years.  Any  profits  over  and  above 
full  reimbursement  have  been  split  50- 
50.  For  small  countertrades  worth 
$250,000  or  less,  Noble  uses  contacts  at 
retailers  like  Bloomingdale's  and  Nei- 
man-Marcus.  But  most  countertrade 
deals  are  welbover  $1  million  and  those 
go  to  wholesalers. 

"There's  a  much  bigger  market  than 
we  ever  dreamt  of,"  says  Groom,  an  en- 
ergetic brunette.  "One  company  was  told 


to  take  $80  million  in  countertr 
their  high-technology  plant," 
Schweitzer.  "Ridiculous!" 

Noble  has  already  gotten  choos] 
the  type  of  countertrade  it  will 
clients  accept  from  the  Chines» 
never  take  products  that  haver 
successfully,"  Groom  explains. 


Groom  and  Schweitzer  of  Noble  Trat 
Guaranteed  money-back.  China 


222 


FORBES,  OCTOBER 


Guess  how  many  people  on  this  page 
will  work  beyond  normal  retirement. 


Your  estimate  is  probably  too  low.  Unless  you've  seen 
e  recent  study,  American  Attitudes  Toward  Retirement 
id  Pensions. 

This  research,  commissioned  by  Johnson  &  Higgins 
hd  conducted  by  Louis  Harris  and  Associates,  reached 
Kecutives  at  212  leading  companies  as  well  as  1,699 
brrent  employees  and  retirees. 

Our  findings  call  into  serious  question  many  currently 
eld  assumptions.  For  instance,  many  past  reports  suggest 
sat  only  10%  to  25%  of  the  work  force  intends  to  stay  on. 


Harris  finds  that  51%  intend  to  stay  at  work,  full  or  part  time 
Furthermore,  though  executives  think  guaranteed 

income  and  vesting  are  the  most  important  things  in 

pension  plans,  employees  don't  think  so. 

The  wealth  of  reliable  information  in  this  study  can 

help  you  shape  employee  pension  programs  to  cope  with 

changing  conditions  and  attitudes. 

You  are  invited  to  review  both  the  Harris  study 

and  two  newly  developed  J&H  pension  planning  analytical 

tools  (BAI  and  GAIN)* .  Simply  call  any  J&H  office. 


"'Benefit  Adequacy  Index  and  General  Ad|ustment  for  Inflation 

Johnson  Higgins 

The  Private  Insurance  Broker/ Benefit  Consultant.  We  answer  only  to  you. 


EMPLOYEE  BENEFIT  AND  ACTUARIAL  CONSULTING;  RISK  AND  INSURANCE  MANAGEMENT  SERVICES  THROUGHOUT  THE  WORLD 
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tory  in  Peking  alters  existing  products 
just  for  us." 

By  establishing  their  manufacturing 
credentials,  the  partners  hope  eventually 
to  persuade  American  companies  to  ac- 
cept countertrade  credits  for  their  sales  to 
China.  Noble  would  then  simply  pay 
companies  for  these  credits  and  build  up 
a  continuous  stream  of  Chinese  export 
business.— Flora  S  H  Ling 

Sixth  is  sweeter 

Who  is  the  sixth -largest  U.S.  automaker, 
behind  GM,  Ford,  Chrysler,  American 
and  VW?  The  Model  A  and  Model  T 
Motor  Car  Reproduction  Corp.,  that's 
who.  "Of  course,  there  are  a  few  million 
units  between  us  and  the  next  one  up," 
observes  Harry  J.  Shay,  55,  founder, 
president  and  sole  proprietor. 

At  the  end  of  Model  A  Corp.'s  first 
model  year  next  month,  the  company 
will  have  produced  10,000  brand-new 
Model  As  (exact  replicas  except  for  a 
fiberglass  body  and  a  1980  Ford  drive 
train).  Every  13  minutes  another  one 
rolls  off  the  assembly  line  at  Shay's  Bat- 
tle Creek  plant — not  much  different 
from  the  rate  Henry  Ford  first  produced 
them  in  1927.  Meanwhile  Shay  is  gear- 
ing up  for  next  year's  model,  the  original 
1955  Ford  Thunderbird.  "We  hope  to 
make  a  1928  Ford  Roadster  Pickup  in 
1982,"  he  adds. 

By  manufacturing  only  classic  cars, 
Shay,  a  lifetime  auto  engineer  for  the 


majors,  avoids  massive  tooling  and  de- 
sign costs  (many  firms  manufacture 
parts  for  old  car  buffs).  He  escapes  costly 
government  testing  requirements  by 
limiting  annual  production  to  10,000. 
Thanks  to  the  economies  of  assembly 
line  production,  Shay's  cars,  sold  through 
Ford  and  Lincoln-Mercury  'dealers  at 
$9,500  suggested  retail,  undercut  the 
nearest  competitor  by  more  than  $8,000. 

Henry  Ford  would  be  impressed  by 
some  of  Model  A  Corp.'s  other  numbers 
as  well.  Shay  founded  the  company  in 
October  1978  with  a  $50,000  equity 
stake.  Within  seven  months  he  had 
raised  $5  million  working  capital  by  re- 
quiring a  $500  deposit  from  dealers  with 
each  order.  In  the  quarter  ended  Sept.  31, 
Model  A  went  into  the  black  for  the  first 
time;  1980  sales  should  hit  $75  million, 
1981  sales  $100  million.  Pretax  margins 
are  about  10% ;  the  return  on  an  equity  of 
only  $50,000  is  frightening. 

For  all  that,  Shay,  who  once  founded  a 
chain  of  aquarium  stores  because  of  his 
fondness  for  tropical  fish,  does  admit 
that  he  isn't  in  it  just  for  the  money;  he's 
a  bit  of  an  old-car  buff  himself.  "It's  kind 
of  like  an  alcoholic  wanting  to  own  a 
bar,"  he  says.— Neuxomb  Stillwell 

Value  added 

"T-shirts  are  a  fad  staple,"  says  Jim 
Moore.  "Obviously  they're  a  staple;  peo- 
ple have  been  wearing  them  for  years. 
The  fad  is  up  to  us."  The  fad  part — what 
is  printed  on  the  T-shirts — is  also  where 
the  money  is,  as  Moore  well  knows:  He 
runs  the  Shirt  Shed  in  Wabash,  Ind., 
which  he  founded  in  1971.  At  $32.5  mil- 
lion in  revenues  last  year  and  $1.8  mil- 
lion in  net  income,  the  Shirt  Shed  is  one 
of  the  biggest  and  fastest-growing  of  the 
companies  that  print  funny,  outrageous 
or  trendy  sayings  and  designs  on  T- 


Nexus  Industries'  Jim  Moore 
From  T-shirts  to  riches. 

shirts.  Some  60,000  companies  in 
in  various  aspects  of  this  iri 
grossed  a  staggering  $3  billion  toi 
lion  last  year. 

Moore  got  into  the  business  b 
dent.  Then  29,  he  owned  a  Ben  Ft 
store  in  Peru,  Ind.  T-shirts  were 
like  crazy,  and  Moore  couldi 
enough  of  them.  So  he  bought  a 
printing  machine,  put  3/4-inch  pi 
on  top  of  the  stock  bins  in  the  1 
the  store  and  started  printing  1 
"with  our  heads  up  in  the  rafters, 
he  began  selling  to  other  Ben  F 
stores,  then  to  the  entire  chain.  1 
he  hit  the  jackpot  by  signing  up  1 
still  his  biggest  customer. 

In  April  Moore  sold  out  for  $8 
to  Nexus  Industries,  a  New  Yorl 
holding  company.  He  still  runs  th 
Shed,  as  well  as  two  other  Nexus 
T-shirt  companies,  Tropic  Togs 
ami  and  Los  Angeles-based  Great 
can  Factory.  His  deal  with  Nexu 
bring  him  another  $10  million  b 
depending  on  the  earnings  of  t 
companies. 

Back  in  the  Seventies,  Moore 
when  he  had  a  tiger  by  the  tail  a 
moving  into  a  bigger  facility  evt 
months,  "My  banker  told  me 
growing."  Instead,  he  got  anothe 
er.  Now,  the  T-shirt  business  is 
cessful  that  Nexus  has  closed  dow 
other  businesses  and  staked  its  fu 
Jim  Moore.  He  thinks  it's  a  go 
"Our  business  will  end,"  he  sai 
years  after  the  last  baby  is  b  " r 
earth."— Jean  A  Briggs 


Model  A  President  Harry  J.  Shay  and  one  of  his  new  cars 
Henry  Ford  would  be  impressed. 


Keeping  the  faith 

"Brothers  and  sisters,  antisocial 
ments  trying  to  prove  Poland  a  s 
failure  are  pandering  vicious  slan 
socialist  state  workers  own  the  rr 
production.  These  workers  are  n<| 
ing  against  the  Polish  state  .  . 


I'S  lit 

ever 


wer, 
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1.  USE  IT 


2.  SAVE  IT 


3.  RETURN  IT 


4.  REMELTIT 


5.  REMAKE  IT 


6.  REUSE  IT 


The  aluminum  can. 
Recycling  it  conserves  energy 
and  natural  resources. 


's  light,  quick  chilling  and  convenient.  And 

's  fast  becoming  America's  most  popular 
everage  container.  But  that's  only  half  the 
tory.  Because  by  returning  used  aluminum 
ans  for  recycling,  Americans  are  really 
elping  to  save  energy. 

very  time  an  aluminum  can  is  recycled,  we 

ave  95  percent  of  the  energy  needed  to  make 
sw  metal  from  bauxite.  Last  year,  the  alumi- 
num industry  received  a  record  7.1  billion  used 
luminum  beverage  containers  for  recycling. 

y  putting  those  cans  back  to  work,  enough 
nergy  was  conserved  to  meet  the  residential 
ectrical  needs  of  a  city  like  Pittsburgh, 
ennsylvania  for  over  a  year.  And  recycling 


also  helps  Alcoa"  reduce  its  consumption  of 
coal  and  bauxite,  both  valuable  natural 
resources. 

Recycling  is  growing  fast.  In  the  last  seven 
years,  thousands  of  civic  groups  and  individual 
collectors  have  earned  over  $180  million 
through  recycling.  And  recycling  has  added  an 
estimated  15,000  new  jobs  to  the  economy- 
jobs  that  didn't  previously  exist. 

For  additional  information  about  this  exciting 
new  industry  that  saves  more  and  more 
energy  as  it  grows,  write  Aluminum  Company 
of  America,  446-K  Alcoa  Building,  Pittsburgh, 
PA  15219. 


We  can't  wait  for  tomorrow. 


□ALCOA 
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ing  the  Fifties  he  served  seven  years  in 
Leavenworth  fur  conspiring  to  advocate 
the  overthrow  of  the  U.S.  government. 
He  also  embodies  the  party's  fate.  In 
1932  the  CP  candidate  for  President, 
William  Z.  Foster,  drew  102,000  votes.  In 
his  1976  run,  Hall  got  59,000  votes. 

After  his  talk  at  the  meeting  last 
month,  Hall  fielded  some  questions  and 


Gus  Hall  of  the  Communist  Party  U.S.A. 
The  embodiment  of  a  turbulent  post. 


striking  against  grievances  within  the 
social  structure." 

Thus,  one  evening  last  month  in  a 
second-floor  meeting  hall  on  Manhat- 
tan's West  Side,  spoke  Gus  Hall,  69,  gen- 
eral secretary  of  the  Communist  Party 
U.S.A.  and,  as  he  was  in  1972  and  1976, 
its  candidate  for  President.  His  audience, 
more  than  500,  had  filed  up  the  stairs, 
past  tables  piled  with  books  and  pam- 
phlets and  red  T-shirts  ("People  Before 
Profits"),  to  hear  Hall  speak  on  the 
meaning  of  the  strikes  in  Poland.  In  a 
clear,  pleasant  voice,  punctuated  only  by 
occasional  murmurs  of  agreement  or  a 
ripple  of  laughter  in  the  otherwise  muted 
Unity  Auditorium,  Hall  said:  "Capital- 
ists are  whistling  in  the  idealistic  grave- 
yard if  they  think  they  have  successfully 
pitted  workers  against  the  socialist  state. 
Socialism  will  come  out  a  winner.  And 
speaking  of  winners  Hall  quickly 

closed  with  an  engaging  vote-for-me 
pitch.  There  could  have  been  no  doubt 
that  they  would.  To  the  predominantly 
white-haired  audience,  visibly  cozy  as 
old  friends  who  keep  meeting  at  the 
same  rallies  and  causes,  Hall  was  more 
than  their  candidate.  He  was  the  em- 
bodiment of  the  CPUSA's  own  turbulent 
past.  He  had  led  workers  in  Youngstown, 
Ohio  against  Republic  Steel  during  the 
bitter  "Little  Steel"  strike  in  1937.  Dur- 


others  passed  the  hat.  When  the  meeting 
was  over,  little  more  than  one  hour  after 
it  began,  he  thanked  the  audience  warm- 
ly and  announced  that  they  had  raised 

$574.— Flora  S  H  Ling 

Sri  Lanka's  minimiracle 

It  was  obviously  hopeless.  Sri  Lanka  (for- 
merly Ceylon),  an  island-nation  off  the 
coast  of  India  with  few  natural  resources 
and  a  population  of  14  million  people  (per 
capita  income  only  $215)  decided  to  seek 
foreign  investment.  But  to  Upali 
Wijewardene,  politically  ambitious  son 
of  a  wealthy  plantation-owner  and  news- 
paper publisher,  and  graduate  in  econom- 
ics from  Cambridge  University,  it  was 
the  chance  of  a  lifetime.  After  the  1977 
ouster  of  the  socialist  regime  of  Sirimavo 
Bandaranaike  by  West-leaning  Junius 
Jayawardene  (both  close  relatives  of 
Wijewardene),  he  became  director  gener- 
al of  the  Greater  Colombo  Economic 
Commission — with  wide  powers  to  at- 
tract foreign  investors. 

It  didn't  take  years  of  study  to  tell 
him  that  what  Sri  Lanka  had  to  offer 
was  its  people:  88%  are  literate  and 
most  speak  English.  With  wages  for 
skilled  labor  running  $35  a  month  and 
worker  productivity — according  to  Busi- 
ness Asia — running  a  close  second  to  Sin- 


gapore and  twice  that  of  Korea 
Wijewardene  needed  was  a  chanc 
tell  his  tale.  While  the  Jayawardene 
ernment  cut  through  the  red  tape 
devalued  the  Sri  Lankan  rupee  by 
Wijewardene  was  off  signing  up 
like  George  W.  Ball,  former  Under 
retary  of  State  and  now  senior  manj 
director  of  Lehman  Brothers  Kuhn 
Inc.,  to  tell  Sri  Lanka's  story. 

Foreign  investors  are  beginning  t 
spond.  So  far  123  companies  have  pc 
$200  million  into  the  zone,  and  no\ 
large  multinationals  are  moving  ir 
dia's  Birla  group  makes  shoes  in 
zone,  West  Germany's  Thyssen  ir 
garments  in  the  zone  and  France's  K 


GCEC's  Upali  Wijewardene 
Getting  help  to  tell  Sri  Lanka's  at 


Colombes  will  make  earthmover 
The  latest  recruit  was  Motorola,  j 
plans  to  sink  $20  million  into  a  sen 
ductor  plant  there.  It  is  a  measi 
Wijewardene's  clout  and  Sri  Lank; 
tense  desire  for  foreign  investmen 
Sri  Lanka  withdrew  from  the  In 
tional  Labour  Organization's  conve 
forbidding  women  to  work  on  th 
night  shift — just  to  attract  Motorol 
Wijewardene  himself  is  bene 
from  the  booming  Sri  Lanka  ecoi 
His  growing  Upali  Group  of  indu 
with  interests  in  automobiles, 
tion  and  plantations,  easily  finar 
string  of  17  racehorses — 11  of  wh] 
keeps  in  England.  As  he  would  j 
"Self  comes  before  philosophie: 
ideologies." — Subrata  N.  Chakravarty 
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You  could  easily  mistake  Wellsboro, 
Pennsylvania  for  other  small  American 
towns. 

But  last  year,  Wellsboro  (population: 
4,003)  made  history. 

It  became  the  first  town  in  America  to 
put  a  commercial  optical  fiber  telephone 
system  into  everyday  use. 

We  should  explain  that  optical  fibers 
are  threads  of  ultra-pure  glass  as  thin  as  a 
human  hair. 

And  over  them,  telephone  signals  can 
be  transmitted  by  laser  light. 

What's  so  great  about  optical  fibers ? 
Well,  if  you  wind  them  into  a  cable,  you  have 
a  miracle  telephone  line. 


Which  can  carry  far  more  telephone 
traffic  than  conventional  copper  lines. 

And  these  lines,  which  cost  less  than 
copper,  aren't  subject  to  noise  interference 
from  nearby  power  lines,  as  copper  lines  are. 

It  was  an  ITT  scientist  who  first  made 
optical  fibers  practical. 

And  ITT  people,  working  with  the  Rural 
Electrification  Administration  and  Common- 
wealth Telephone,  brought  fiber  optics  to 
Wellsboro. 

Mind  you,  Wellsboro  may  still  not  loom 
as  large  in  history  as  that  other  Pennsylvania 
town,  Gettysburg. 

But  for  Wellsboro  (and  America)  it's 
quite  a  first. 

The  best  ideas  are  the  |  1 1 1 1 1 1 
ideas  that  help  people.  JL-1LJL 
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A  piece  of  the  roof 

It  sounds  like  a  mortgage  deal  only  a 
Beverly  Hills  promoter  could  come 
up  with  after  a  boozy  lunch:  "So  you 
wanna  buy  a  house?  Tell  you  what.  I'll 
give  you  a  30-year  mortgage  at  a  third 
off  the  current  rate — just  8% — if  you 
give  me  a  third  of  any  appreciation  on 
the  house  when  you  sell  it.  Well,  what 
do  you  say?" 

Well,  eager  home  buyers  in  Florida, 
Georgia,  Arizona,  Colorado  and  Wash- 
ington, D.C.  who  are  being  offered  such 
terms  are  snapping  up  mortgages  as 
quickly  as  money  can  be  found  for  them. 
No  wonder.  The  "shared  appreciation" 
mortgage  amounts  to  the  only  way  some 
home  buyers  can  afford  houses  at  all  and 
still  be  assured  monthly  payments  won't 
change. 


Indeed,  by  lopping  off  a  third  of  the 
interest  on  a  mortgage,  monthly  pay- 
ments drop  from  the  impossible  into  the 
just  plain  astronomical  range  for  many 
young  couples  seeking  shelter.  Assuming 
a  house  costs  $85,000,  for  example,  and  a 
couple  has  10%  to  put  down,  the  pay- 
ments on  a  30-year  mortgage  at  12% 
come  to  $787  per  month.  But  at  8%,  the 
payments  drop  to  $562,  or  $225  less. 

The  lower  monthly  payments  will  en- 
able many  more  potential  buyers  to 
qualify  for  mortgages.  Assuming  no  more 
than  25%  of  gross  annual  salary  can  go  to 
housing  each  month,  a  breadwinner 
would  need  an  annual  income  of  $37,800 
to  qualify  for  a  12%  mortgage,  but  need 
earn  only  $27,000  to  get  the  8%  mort- 
gage. To  a  young  married  who  wants  his 
own  roof  over  his  head,  giving  up  one- 
third  of  the  future  appreciaton  of  his 
house  is  a  lot  more  appealing  than  trying 
to  come  up  with  another  $10,000  or  so  in 
annual  income. 

Since  announcing  its  plans  two 
months  ago  to  make  such  loans  avail- 
able— through  its  own  affiliate,  Ad- 
vanced Mortgage  Corp.,  and  other  lend- 
ing institutions — Oppenheimer  &  Co., 
Inc.  has  been  besieged  with  requests 
from  house  hunters  ?.nd  builders,  and  to  a 
lesser  degree,  investors. 
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Advanced  Mortgage  is  now  pooling 
$10  million  worth  of  these  new  mort- 
gages into  mortgage-backed,  pass- 
through  securities.  Investors  will  pur- 
chase them  the  same  way  as,  say,  Ginnie 
Mae  certificates.  Ginnie  Mae's  with  an 
equity  kicker. 

Reaction  from  savings  and  loan  and 
other  lending  institutions  has  been  large- 
ly "wait  and  see."  But  one  lender,  Coast 
Federal  S&L  in  Florida,  has  already 
jumped  in  with  both  feet. 
It  agreed  to  write  $2.5  mil- 
lion worth  of  the  new 
loans,-  then  it  will  either 
hold  them  for  its  own  in- 
vestment or  sell  them  to 
other  investors.  Coast 
Federal  announced  its 
plan  on  a  Friday,  Aug.  22; 
by  Monday  morning,  the 
money  for  mortgages  was 
already  committed. 

Jerome  Grossman,  39, 
vice  president  of  Oppen- 
heimer and  a  founding  fa- 
ther of  the  new  scheme,  is 
not  surprised  at  the  reac- 
tion. "We  see  the  home 
buyer  appetite,  but  don't  know  the  inves- 
tor appetite." 

Therein  lies  the  rub,  of  course;  let's 
take  a  look  at  some  figures.  In  the  exam- 
ple already  cited — a  $76,000  mortgage  at 
8%  instead  of  12% — the  buyer  will  pay  a 
total  of  $54,000  over  a  period  of  eight 
years.  He  then  decides  to  sell.  With  the 
12%  mortgage,  his  payments  would  have 
come  to  $75,600,  or  $21,600  more. 

Assuming  the  $85,000  house  appreci- 
ates at  10%  a  year,  it  will  then  be  worth 
$182,200.  The  gross  profit— the  selling 
price  minus  the  purchase  price — 
amounts  to  $97,200.  But  the  seller  then 
has  to  fork  over  one-third  of  that  gain  to 
the  lender,  or  $32,400.  He's  still  ahead 
$64,800,  and  has  saved  another  $21,600 
in  monthly  payments  over  eight  years. 

The  lender  makes  out  nicely,  too.  He 
receives  the  $54,000  in  interest  and  prin- 
cipal, which  can  be  reinvested  as  it  is 
received,  plus  another  $32,400  share  of 
the  profit  on  the  house  when  sold.  Thus 
his  total  return  comes  out  to  better  than 
12%  per  year  on  his  investment. 

The  risk  to  the  investor  is  the  appre- 
ciation factor.  If  the  house  does  not  ap- 
preciate at  all,  his  rate  of  return  is  only 
8% — the  mortgage  rate.  "The  whole  idea 
supposes  that  inflation  will  continue," 
says  Grossman.  "But  even  if  it  doesn't, 


and  interest  rates  drop,  an  8% 
ment  may  then  look  pretty  good." 

It's  conceivable  that  the  idea  w 
peal  to  enough  investors  so  that  " 
money  pools  can  be  created  and 
ties  based  on  the  shared-apprec 
mortgages  will  one  day  trade  as  fr<f1( 
government-backed,  mortgage  bon 

To  the  extent  that  investors  go 
idea,  it  could  skyrocket.  As  Gro 
puffs  on  his  cigar,  he  notes:  "Tl 
$2.6  trillion  in  market  value  of  ho: 
America.  Only  $900  billion  is  in 
The  remainder  is  untapped  equity 
ciation.  Yet  that  enormous  pool 
investor  participation.  It's  an  eno 
market." 


Sailing,  sailing 

With  high-season  hotel  roc 
the  Caribbean  going  for 
$150  per  day  in  a  lot  of  pi 
if  you  get  them — the  idea  of  hirin 
own  yacht  for  a  week  or  so  of  crui 
gaining  a  lot  of  favor.  It  can  actu 
cheaper  than  renting  accommoc 
in  a  hotel.  And  you  don't  have  to 
skippering  yourself  if  you  don't  w 
The  sailing  publications  Cruising 
(July)  and  Yachting  (August)  botl 
printed  guides  to  chartering.  He 
example  of  how  the  costs  work 
one  popular  spot,  the  Moorings, 
tola,  British  Virgin  Islands. 

The  Moorings  has  94  yacrj 
charter  (Gulf star  Custom  37s,  n 
39s,  Morgan  Custom  46s  and  G 
50s),  which  can  be  taken  out  ba  :  K 
with  a  skipper  or  with  a  skipp 
cook.  Rates  vary  with  time  of  th 
size  of  the  boat,  number  of  peoj 


sa 

mi 


Chartered  yacht  offTortola 
Even  the  skipper  is  optional. 
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ind  provisions.  Let's  assume  you 
)me  sailing  experience,  but  are  a 
:tish  about  handling  a  Mariner  39 
miliar  waters  right  away.  And  as- 
rou  are  a  party  of  four.  Cost  for  a 
>ng  charter  would  be  $450  per  per- 
gh  season)  plus  $70  per  head  for 
provisions  (all  but  three  dinners, 
most  people  prefer  to  take  ashore), 
n  hire  a  skipper  for  $56  per  day, 
ou  become  familiar  enough  with 
it. 

ng  two  nights'  stay  at  the  Moorings 
e  night  of  arrival  and  the  night 

departure,  your  per-person  tab 
to  about  $590  for  nine  nights  plus 
's  fee.  Other  extras  would  be  air- 
veral  dinners  and  liquor. 
Moorings  still  has  some  bookings 
r  this  season.  For  information  and 
tions  write  Post  Office  Box 
New  Orleans,  La.  70150,  or  tele- 

800-535-7289.  Incidentally,  if 
in  the  market  for  your  own  yacht, 
iorings  can  also  arrange  purchase- 
ck  arrangements. 

yacked?  lough  lack 

ou  wind  up  in  Havana  en  route 
m  New  York  to  Miami,  what  re- 
lrse  do  you  have  against  the  air- 
Inless  the  airline  can  be  proven 
nt — not  the  airport,  mind  you — 
simply  out  of  time  and  luck.  Air 
;  are  under  no  legal  obligation  to 
m  reimbursement  or  compensa- 
3U  simply  get  an  extra  stop, 
okesman  for  American  Airlines 
owever,  that  carriers  will  do  all 
m  to  speed  you  to  your  proper 
tion,  will  provide  free  overnight 
nodations  and  meals  if  necessary 
11  otherwise  try  to  make  your  on- 
ight  as  pleasant  as  possible.  Hope- 
ithout  any  more  detours. 

Automatic  penalty 

ou  don't  drive  a  stick  shift,  or 
to  in  a  hurry,  you  are  going  to 
a  fortune  in  premiums  at  the  gas 
years  to  come. 

nvironmental  Protection  Agen- 
;st  report  on  gas  mileage  rated  the 
roreign  and  top  20  domestic  1981 
mong  the  foreign  entries,  all  had 
transmissions.   Best  was  the 
agen  Rabbit's  four-speed  diesel  at 
\.  Runners-up  were  the  Toyota 
five-speed  (39  mpg)  and  the  VW 
diesel  five-speed  (38  mpg). 
lg  domestic  cars,  the  Chevrolet 
te   with   a   four-speed  manual 
the  list  (30  mpg).  The  same  Che- 
ith  an  automatic  (26  mpg)  was 
|st-rated    nonmanual  domestic, 
st  were  automatic  Dodge  De  To- 
25  mpg),  Plymouth  Turismo  (25 
d  Plymouth  Horizon  (25  mpg). 
!  the  4  mpg  between  the  Che- 


1981  Chevette 

The  automatic  penalty  on  fuel  coats  adds  up  fast. 


vette  manual  and  automatic  transmis- 
sion models  may  not  sound  like  much, 
over  100,000  miles  it  amounts  to  about  a 
$900  difference  in  fuel  costs,  assuming 
an  average  price  of  $1.75  per  gallon  for 
fuel.  Against  the  Volkswagen  diesel,  the 
difference  in  fuel  cost  amounts  to  $2,565 
over  100,000  miles,  without  even  consid- 
ering the  difference  between  gasoline 
and  diesel  fuel  prices. 

America's  best 

Item:  The  best  place  you  can  get  a 
chuckwagon  supper — steak,  beans, 
potatoes,  biscuits  and  apple  sauce — 
is  at  the  Flying  W  Ranch,  in  Colorado 
Springs.  Cost  is  $9.50. 


Item:  There  really  is  a  cocktail  called 
the  Pousse-Cafe,  all  ten  different-colored 
layers  of  it.  For  only  $1.50,  you  can  get 
one  from  Drew,  the  shy  bartender  at  Pat 
O'Brien's  in  New  Orleans,  which  pur- 
ports to  sell  more  liquor  than  any  other 
bar  in  America. 

Item:  If  you  are  in  the  market  for  a 
personal  submarine,  $16,000  will  fetch 
you  one  from  George  Kittredge  in  War- 
ren, Me.,  a  retired  Navy  captain. 

Hooked?  You  can  get  another  97  ex- 
amples of  such  indispensable  Americana 
in  America's  Best!  100  (Sterling,  $9.95)  in 
which  Boston  PR  man  C.  Paul  Luongo 
names  the  best  octopus-ink  drawings  (by 
Diana  Tillion,  of  Homer,  Alaska),  potato 
chips  (Maui  Potato  Chip  Co.),  etc. 


Withdrawal  pangs 

Have  cash  in  a  money  market  fund  lose  the  $83.33 
and  getting  depressed  about  sag- 
ging rates?  Before  you  yank  it  out 
and  stash  it  anywhere  else — such  as  a  6- 
month  savings  or  30-month  bank  certifi- 
cate— make  sure  you  are  not  going  to 
need  that  money  before  the  term  of  the 
certificate  expires.  Penalties  for  what 
bankers  like  to  call  "premature  with- 
drawal" are  now  very  severe. 

With  six-month  savings  certificates, 
the  minimum  penalty  is  now  a  full  three 
months'  interest,  roughly  $225  on  a 
$10,000  certificate  with  a  10%  annual- 
ized yield.  If  you  have  to  withdraw  your 
money  during  the  first  three  months,  the 
bank  will  actually  dip  into  your  principal, 
and  you'll  get  back  less  than  your  basic 
investment.  Example:  If  you  take  out 
your  $10,000  after  only  one  month,  you 


in  interest  that  your 
money  has  earned  for  that  month,  plus 
another  $141.67  of  principal.  If  you  with- 
draw $7,000  after  one  month,  the  three- 
month  penalty  would  shrink  the  amount 
you  wind  up  with  to  $6,825.  Although 
the  remaining  $3,000  would  still  earn 
10%,  the  interest  rate  penalty  has  the 
effect  of  reducing  your  yield  on  the  origi- 
nal $10,000  to  a  paltry  0.7%. 

With  the  30-month  certificates,  the 
penalty  is  even  more  severe — a  full  six 
months'  worth  of  interest.  If  you  do  opt 
for  the  long-term  certificate,  make  sure 
the  lender  is  one  that  permits  check- 
writing  privileges  against  your  balance. 
These  are  actually  loans  at  1%  above  the 
rate  you  are  receiving,  but  at  least  you 
avoid  that  six-month  penalty. 

Moral:  If  you  think  you  are  going  to 
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need  your  cash  during  the  term  of  the 
certificate,  the  money  market  fund 
might  still  be  your  best  bet.  And  while 
money  funds  might  currently  be  paying 
less  than  certificates,  those  rates  change, 
of  course.  Example:  If  you  put  $10,000  in 
a  six-month  savings  certificate  in  Febru- 
ary, your  yield  would  have  been  1 1.85%. 
But  had  you  put  the  same  cash  in  a  fund, 
say  Fidelity  Daily  Income  Trust,  your 
investment  would  have  produced  an  ef- 
fective yield  of  14.2%,  assuming  rein- 
vested dividends. 

Why  they  get  fired 

You  might  think  otherwise,  but 
headhunters  do  not  like  to  see  cor- 
porate heads  roll.  So  when  the 
likes  of  top  executives  such  as  John  D. 
Backe  at  CBS,  Maurice  Valente  and  lane 
Cahill  Pfeiffer  at  RCA,  Lyman  Hamilton 
at  ITT,  H.  Robert  Sharbaugh  at  Sun  Co., 
Reuben  Gutoff  at  Standard  Brands  (to 
few),  are  dehired,  headhunters 


name  a 


get  nervous.  It's  not  the  way  they  like  to 
see  new  business  develop — they're  hired 
to  put  heads  in  place  that  are  supposed  to 
stay  put  for  a  while. 

Paul  R.  Ray  &  Co.,  executive  recruit- 
ers, looked  over  its  own  files  and  came 
up  with  the  most  common  specific  rea- 
sons why  executives  of  every  stripe  get 
canned.  Fate,  Ray  &  Co.  data  suggest, 
usually  has  little  to  do  with  it.  To  wit: 

•  Incompetence  is  the  single  most 
common  reason,  after  all.  According  to 
Paul  R.  Ray,  president,  this  can  take  sev- 
eral forms.  An  inability  of  the  executive 
to  get  his  arms  around  the  job,  under- 
stand problems  and,  therefore,  find  solu- 
tions is  one.  A  lack  of  a  pragmatic  ap- 
proach to  problem-solving,  too  hypo- 
thetical and  procrastinating  an  attitude, 
with  a  lack  of  control  or  technical  knowl- 
edge of  his  job  is  another.  Intellectual 
dishonesty — telling  the  boss  only  what 
he  wants  to  know,  and  allowing  too 
many  surprises  to  pop  up — is  a  third. 

•  Poor  company  performance  in  sales 
or  earnings  obviously  can  result  in  a 


bloodbath,  as  can  an  acquisition,  merger 
or  other  reshuffling  of  management. 

•  Personality  conflicts  are  not  just 
smokescreens;  they  are  common  enough 
causes  for  dehirings.  Usually  it  is  not 
getting  along  with  the  boss  rather  than 
with  peers  or  subordinates  that  does  it. 

•  Refusing  to  relocate  can  get  you  axed 
in  some  companies,  or  at  least  stall 
progress  indefinitely,  but  many  compa- 


nies are  now  rethinking  their  relofl 
practices.  It's  getting  too  expensii 
shift  people  around. 

•  Inflexibility  might  work  well  j 
Marine  Corps,  but  the  Great  S; 
wouldn't  last  long  in  business,  say! 
Being  too  autocratic,  impatient 
id — perhaps  trying  to  impose  youi 
work  code  on  a  younger  generatic 
an  invitation  to  a  pink  slip. 


How  to  protect 
the  family 
jewels 


Most  collectibles,  from  Picassos  to  comic  books,  have  skyrockets 
the  last  decade.  You  were  smart  and  bought  in.  Are  you  protects 


Longtime  goldbug  Donald  B. 
McShane  is  one  investment  advis- 
er who  actually  practices  what  he 
preaches  to  his  clients  and  in  his  news- 
letter. He  bought  gold  himself,  early  and 
often,  and  early  this  year  was  up  to  his 
ankles  in  Krugerrands. 

About  seven  months  ago,  McShane 
thought  the  economy  was  so  shaky  that 
he  advised  clients  to  leave  only  minimal 
amounts  of  cash  in  their  bank  accounts, 
and  to  shore  up  their  gold  reserves.  He 
actually  feared  banks  closings.  But  the 
banks  proved  to  be  somewhat  safer  than 
McShane's  own  Upper  East  Side  pent- 
house, where  he  kept  his  own  gold  hoard. 
Someone  liberated  him  of  $65,000  worth 
of  gold  coins  and  another  $30,000  worth 
of  cash  and  collectibles.  Moral:  Take  a 
breather  from  patting  yourself  on  the 
back  for  having  been  so  brilliant  over  the 
past  few  years  by  buying  collectibles,  and 
make  sure  you  don't  leave  yourself  wide 
open  to  the  instant  loss  of  those  all  too 
tangible  assets. 

If  you  have  fine  art,  stamps,  coins, 
gold,  silver  or  any  valuables  at  all,  where 
and  how  you  store  and  insure  them  is 
even  more  important  than  how  much 
they  rise  or  fall  in  value.  Yet  many  collec- 
tors are  sadly  unaware  of  how  best  to 
protect  their  investments. 

Myth  number  one:  My  safe  deposit  box  is 
untouchable,  and  insured  by  the  bank  First 
off,  safe  deposit  boxes  are  in  such  de- 
mand that  some  banks  report  years-long 
waiting  lists.  But  even  if  you  do  have 
one,  you  are  simply  out  of  luck  if  it  is 
broken  into  and  the  contents  are  re- 
moved. No  bank  is  covered  for  your  per- 
sonal valuables;  separate  coverage  is  up 
to  you.  And  safe  deposit  boxes  are  not  all 
that  difficult  to  break  open.  In  February, 
for  example,  thieves  broke  into  the  Lin- 
coln Savings  Bank  in  New  York's  China- 
town and  managed  to  rifle  289  of  them. 

Not  only  that,  while  you  alone  possess 
the  keys  to  your  safe  deposit  box,  under 
certain  circumstances  the  bank  itself 
will  break  into  the  box.  In  New  York 


State,  for  example,  if  you  have  no 
the  rental  fee  for  14  months  your  be 
be  opened  and  the  property  sold  tc 
pensate  the  bank.  Five  years  lati 
maining  proceeds  are  turned  over 
State.  And  there  have  been  inst 
where  IRS  agents  have  gotten  mt 
deposit  boxes  without  the  re 
knowledge  or  permission,  accord 
Paul  N.  Strassels,  coauthor  of  Jb 
Need  to  Know  About  the  IRS . 

Myth  number  two-  My  house  is  fu 
sured  and  so  are  its  contents  Horn 
ers'  policies  generally  cover  the  coi 
of  a  house  from  40%  to  50%  « 
insured  value  of  the  home.  So  full 
age  of  a  $100,000  house  would  gii 
$50,000  worth  of  protection  of  it 
tents.  But  there  are  plenty  of  strii 
tached  to  that  coverage. 

For  one  thing,  there  are  limits  o 
much  the  insurer  will  pay  on  any 
item.  Under  a  standard  policy,  the 
are  as  follows:  silver,  silverware, 
ware,  etc.,  $1,000;  jewelry,  watche 
semiprecious  stones,  $500;  seel 
deeds,  manuscripts,  etc.,  $500 
trailer,  $500;  coins  and  cash,  $100 

Remember,  too,  on  many  poll 
$250  deductible  applies  to  each 
that  is  filed.  In  addition,  you  h 


] 


lei 
ens 

i 

la 

- 


Safety  deposit  vault  in  New  York 
Dont  expect  the  bank  to  cover  y> 
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takers'  Compensation 

TO  INSURE 
OR  NOT 

TO  INSURE 


["HAT  IS  THE  QUESTION  OF  THE  SG'S. 

SELF-INSURANCE 
CHILD  REDUCE  YOUR 
IKERS'  COMPENSATION 
DSTS  AND  IMPROVE 
JR  CASH  FLOW.  WE'LL 
"ELL  YOU  HOW-AMD 
SHOW  YOU  HOW. 

You  get  important 
cash  flow  benefits. 

ler  a  fully  insured  workers 
msation  program,  losses  are 
;d  to  you  in  the  year  they  occur. 
•  a  self-insurance  plan,  the  cost 
iss  is  spread  over  the  payout 
I  which  may  be  several  years, 
ifference  in  timing  can  generate 
mprovement  in  your  corporate 
low. 

James  custom-designed 
ormation  service  gives  you 
tter  control,  better  safety. 

too  often,  workers'  compensa- 
;ports  are  more  helpful  to  the 
rice  company  than  to  the  insured, 
accident  reports,  claims  analy- 
d  loss  prevention  programs 
pcifically  designed  to  help  you 
|e  and  reduce  losses.  The  regular 
ily  reports  are  invaluable  in 
ng  on  developing  problems. 
;  can  be  charged  monthly  to  the 
ments  in  which  they  occur, 
vely  emphasizing  the  impact  of 
nts  for  department  heads.  Our 


extensive  experience  proves  that,  in- 
variably, the  result  is  fewer  accidents, 
improved  employee  morale,  and  lower 
workers'  compensation  costs. 

Administrative 
costs  come  ^ 
down,  too. 

Because 
premium 
taxes,  audit 
expenses 
and  under- 


writing 
expenses  are 
eliminated  or  de- 
creased, adminis- 
trative costs  are 
reduced  an  average 
of  25%.  You  only 
pay  for  the  loss 
control,  advisory 
and  consulting 
services  that  you 
require. 

Now  is  the  time  to  look  at  self- 
insured  workers' compensation. 

High  interest  rates,  growing  liberal- 
ization of  statutory  compensation 
benefits,  soaring  medical  costs  and 
increasing  payrolls  make  self- 
insurance  particularly  attractive  at 
this  time. 

Ask  for  a  James 
.  Feasibility  Study. 

How  can  you  be  sure  self-insurance 
of  workers'  compensation  is  right  for 


your  company?  We  suggest  a  James 
feasibility  study  at  your  company.  Our 
risk  management  specialists  will  ex- 
plain the  pros  and  cons,  provide  you 

with  dollars 
and  cents 
proforma 
1  comparisons 
and  answer 
all  your  ques- 
tions. And 
',   it's  worth 
noting  that 
James  ad- 
ministers more 
self-insurance 
programs,  and 
has  more 
specialists  in 
self-insur- 
ance than 
any  other 
broker. 
\  For 
more  in- 
formation 

about  James  workers'  compensation 
self-insurance  programs— or  to  arrange 
for  a  feasibility  study— phone  your 
nearest  James  office,  or  write  to  our 
President,  William  E.  Burch,230  West 
Monroe  Street,  Chicago,  Illinois  60606. 


FRED  S  JAMES  &  CO.,  INC. 
Insurance  Brokers  Since  1858 

Insurance  and  Risk  Management  Services 
Through  More  Than  100  Offices  Around  The  World 


Risk  management  is  essential  to  sound  financial  management. 


Personal 
Affairs 


convince  the  insurer  of  each  item's 
worth  and  that  you  did,  in  fact,  own  it. 
That's  why  brokers  recommend  keeping 
a  detailed  list  of  all  your  personal  proper- 
ty, and  backing  that  up  with  photograph- 
ic evidence. 

Further,  basic  homeowners'  policies 
have  limitations  on  coverage  of  property 
that  is  not  physically  in  the  home. 

Myth  number  three:  What  I  own  is  impossi- 
ble to  insure,  anyway.  Everything  from 
autographs  to  gold  coins  to  photographs 
is  insurable.  If  you  can  get  someone  to 


1970s  painted  them  brick  red  and  built 
them  into  a  basement  fireplace.  He  then 
bragged  to  neighbors  so  much  he  might 
as  well  have  left  them  in  plain  view. 

Clearly  then,  if  you  have  anything 
valuable  at  all,  you  need  additional  insur- 
ance. You  can  either  add  floater  cover- 
age— to  your  existing  homeowner's  poli- 
cy, or  take  out  a  separate  policy  with 
another  insurer. 

Most  collectibles  can  be  protected 
with  one  of  four  kinds  of  floater  cover- 
age— for  fine  art  (including  antiques), 
nonantique  silverware,  stamps  and 
coins,  and  jewelry.  They  are  generally  all- 
risk  policies,  which  means  everything  is 
covered  except  wear  and  tear,  gradual 
deterioration,  moths,  vermin,  war  and 
nuclear  damage.  Fragile  items  like  china 
or  porcelain  require  additional  coverage 
for  breakage. 

Contrary  to  popular  thinking,  the  kind 


Goldbug  Donald  B.  McShane  at  his  home/office 
An  easy  way  to  lose  $65, OOP  in  a  hurry. 


appraise  it,  and  can  satisfy  other  of  the 
insurer's  requirements,  there's  hardly 
anything  that  cannot  be  covered.  (One 
notable  exception:  cash.) 

Myth  number  four.  I  have  my  objects  so 
well  hidden  no  one  could  ever  find  them. 
Nonsense.  Hollowed-out  piano  legs, 
compartments  in  an  organ  bench,  sink 
pipes,  the  freezer — all  are  old  hat  to 
thieves.  Besides,  housekeepers,  insur- 
ance agents,  decorators,  security  system 
installers — anyone  who  enters  your 
home— is  a  potential  tipster.  When  Este'e 
Lauder's  home  was  recently  robbed  at 
gunpoint,  thieves  went  straight  to  a  well- 
hidden  jewelry  cabinet  without  even 
asking  its  whereabouts. 

Even  if  your  method  of  concealment  is 
truly  imaginative,  it  is  only  as  secure  as 
your  lip.  One  Long  Island  silver  hoarder 
who  bought  silver  bars  all  through  the 
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of  security  you  have  and  the  location  of 
your  home  or  apartment  generally  have 
nothing  to  do  with  the  rate  you  pay  for 
insuring  personal  property.  (Jewelry  is  an 
exception — more  on  that  later.)  But 
those  factors  will  determine  whether  or 
not  an  insurer  wants  to  handle  your  busi- 
ness at  all. 

(Location  does  affect  your  rates  for  the 
fire  portion  of  your  fine  arts  coverage, 
however.  It  will  cost  you  more  if  you  live 
in  a  wooden  house  in  the  boondocks 
than  in  a  city  brownstone  that  is  near 
hydrants  and  a  fire  station.) 

If  you  have  costly  valuables,  some  in- 
surers will  insist  upon  certain  security 
devices  in  the  home — electronic  alarms 
and  smoke  detectors,  for  example.  A  col- 
lection worth  seven  figures  or  so  might 
require  an  even  more  elaborate  security 
setup.  In  determining  whether  to  offer 


coverage,  an  insurer  will  also  weig 
frequently  you  are  away  from  horrl 

Note:  If  you  live  in  a  city  lik< 
York,  no  matter  how  sumptuoul 
dwelling,  you  might  have  difficul! 
ting  basic  homeowner's  or  floater 
age.  If  so,  contact  the  insurer  youl 
pany  or  business  uses.  They  will 
times  take  on  a  relatively  smal 
risk"  rather  than  peeve  a  major 
And  remember,  insurers  are  wary 
ing  slapped  with  discrimination 
They  will  never  totally  redline  any 
borhood  or  type  of  individual  9 
coverage.  So  be  persistent. 

The  cost  for  insuring  your  fine 
probably  a  lot  less  than  you  thin 
suming  you  are  fairly  low  fire  risk, 
a  typical  schedule  for  annual  covet 
fine  art:  $10,000,  18  cents  per 
$30,000,  16.3  cents  per  $100;  $< 
15.9  cents  per  $100.  Rates  conti 
drop  beyond  that  amount.  Thus, 
sure  your  $100,000  art  collection 
only  cost  you  $158  per  year. 

Rates  for  stamps  and  coins  and  i 
tique  silverware  are  quite  a  bit  stee 
flat  60  cents  per  $100  for  stamj 
silverware,  $1.60  per  $100  for  coin 
coins  or  stamps  worth  over  $25( 
must  be  listed  separately,  althougl 
lection  of,  say,  Krugerrands  doi 
have  to  be  broken  down  coin  by  c 
collection  of  100  such  coins — val 
$671.50  each— would  cost  $1,07 
year  to  insure.  McShane's  $65,00C 
would  have  run  him  $1,040  a 
cheap,  in  retrospect. 

Jewelry,  of  course,  is  the  most  cc 
all  to  insure.  Rates  do  vary  with  lo 
The  highest  is  $3.15  per  $100  in 
lyn,  N.Y.  Manhattan  rates  are  $1 
$100,  and  the  lowest  in  the  land 
South  Dakota  and  Wisconsin,  j 
cents  per  $100. 

But  if  you  keep  your  jewelry  in 
deposit  box,  rates  drop  drasticai 
only  30  cents  per  $100 — as  long 
stuff  stays  in  the  box.  When  the  j| 
is  worn  or  carried  elsewhere,  the  i 
must  be  notified  and  the  cost  rises 
appropriate  regional  rate. 

What  about  gold  or  silver  bulli 
bars,  wafers  or  other  such  form,  it 
insured  as  jewelry — which  is  very 
sive  if  you  leave  the  stuff  arou 
house.  Left  in  a  bank  vault,  howe\ 
rate  drops  as  it  does  with  j< 
•Stamps,  coins  and  silverware  le 
vault  qualify  for  cheaper  rates,  too. 
deposit  rates,  by  the  way,  rangt 
about  $10  per  year  for  a  map-case 
by-5-by-24-inch  container  to  as  m 
$1,000  for  a  bigger-than-a-breadb 
by-49-by-23-inch  drawer. 

Brokers'  commissions  on  ins 
run  about  15%,  but  are  included 
rates  you  pay.  And  insurance  cost 
on  bona-fide  investments,  are  n< 
deductible.  ■ 
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*  ANOTHER  VIEW  OF  A  CHEMICAL  OOMPANY  ■  SEQUENCE  5 


Gulizar  Artar  talks  about  her  son-m-law,  Hiisnii,  a  technician  with  Turyag,  Turkey. 

For  us,  the  Henkel  annual  party 
is  a  family  affair. " 


law  Hiisnii 


"It  doesn't  take  much 
to  get  me  to  admit 
that  I'm  very  proud 
of  Hiisnii.  In  1956  he 
began  with  Turyag, 
as  we  call  Henkel 
here,  and  since  that 
time  he  had  worked 
his  way  up  to  a  fine 
ition,  with  responsibility  for  de- 
fent  production  and  packaging. 
I'm  just  as  proud  of  the  whole 
rag  family,  which  is  what  a  lot  of 
pie  jokingly  call  us  because  so 
ly  of  us  have  worked  for  Henkel 
;o  long. 

husband  and  I  started  it  all  when 
joined  Henkel,  and  I  really  en- 
id  my  work  in  the  laboratory, 
ir  on,  our  eldest  daughter,  Peri- 
began  in  the  packaging  division 
ursil,  which  is  one  of  our  most 
ular  wash  products.  Then  came 


Hawa,  our  next  daughter,  and  during 
her  long  career  with  the  company 
she  met  and  married  Hiisnii. 
On  top  of  that,  my  granddaughter, 
Hatice,  is  finishing  up  business  school 
and  expects  to  start  working  for 
Henkel  quite  soon. 
I  suppose  it's  unusual  for  three  gene- 
rations of  a  family  to  work  for  any 
company,  and  Hiisnii  says  it  could 
only  happen  in  a  company  like 
Turyag.  I  think  he's  right,  because 
the  work  is  pleasant  and  the  company 
is  strong  and  growing.  Besides,  the 
company  does  so  much  for  us. 
For  instance,  there's  Kurban  Bayrami, 
which  in  Turkey  is  a  little  like  Easter. 
Turyag  makes  this  a  special  annual 
party  with  a  huge  feast  for  all  employ- 
ees and  retirees,  and  lambs  are  given 
to  the  retirees  as  presents.  This  will 
seem  even  more  a  family  affair  for  us 
next  year  with  Hatice  there,  bnnging 


our  number  to  six.  Who  knows?  Our 
'Turyag  family'  could  go  on  forever." 


Turyag  -  Tiirkiye  Yag  Ve 


Mamulati  A.S.,  Izmir,  is  one  of  more 
than  100  companies  of  the  Henkel 
Group,  situated  in  more  than  40 
countries.  Worldwide  sales  in  1979 
=  6.8  billion  DM.  33,000  employees. 
Headquarters  Dusseldorf, 
Federal  Republic  of  Germany. 
Product  range  includes  laundry 
products,  household  cleaners, 
cosmetics,  adhesives,  industrial 


cleaners,  oleochemicals,  auxiliary 
products  for  the  textile  and  leather 
industries.  Over  8,000  products 
for  all  walks  of  life. 


Chemistry  working  for  you. 


"Couponing1  now  costs  manufacturers  more  than  $1  billion  ayi 
and  the  cost  is  rising.  They  may  not  like  where  it  all  ends  up. 


Gents  off 
entropy 


By  Christine  Miles 


OST  SHOPPERS  SEE  COUPONS  as 

the  easiest  way  to  get  a  bargain 
in  these  money-conscious 
times,"  expounds  Steve  |uhasz,  manager 
of  marketing  at  Publishers  Clearing 
House.  He's  apparently  right:  You  can 
see  the  evidence  strewn  across  kitchen 
counter  tops  and  magnetically  hung  on 
refrigerator  doors  in  almost  80%  of 
American  households.  General  Foods, 
the  largest  couponer,  spends  about  $150 
million  a  year  on  coupon  promotions, 
and  it's  not  alone.  Some  90  billion  cou- 


pons will  be  distributed  to  77  million 
U.S.  households  this  year,  an  average  of 
nearly  1,200  apiece,  and  the  number  is 
only  headed  upward. 

Only  about  4%  of  this  deluge  descend- 
ing on  the  heads  of  shoppers  through 
newspapers,  magazines  and  direct  mail- 
ings is  ever  redeemed,  which  leaves  the 
manufacturers  with  mixed  feelings.  On 
the  one  hand,  redemption  costs  will  only 
set  the  couponers  back  over  $  1  billion  (up 
from  $458  million  only  five  years  ago). 
On  the  other  hand,  3.4  billion  items  will 
move  off  the  shelves  this  year  with  the 
help  of  these  little  bits  of  paper,  and  the 


manufacturers  who  coupon  can  in 
ately  measure  the  impact  on  thei 
vidual  market  shares,  so  they're 
Are  they  blithely  getting  then 
onto  a  treadmill  that  they  won't  I 
to  get  off? 

Couponing  began  in  earnest  dur 
Depression,  when  manufactun 
branded  goods  were  especially  del 
to  move  their  products.  Coupon) 
into  a  modest  eclipse  in  the  II 
though  never  wholly  absent — wj 
advent  of  television  and  spectacui 
in  consumer  income;  advertisin 
the  manufacturer  a  bigger  bang 


Donnelley  Marketing's  film  City,  N.C.  coupon  clearing  operation 

The  one  business  where  the  more  paperwork  you  have,  the  better  off  you  are. 
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One  man's  exception  is 
another  man's  rule. 


1978,  Newsweek  International  sur- 
yed  a  group  of  AB  men  in  ten  Euro- 
an  countries  and  came  up  with  a 
imber:  5,871,000. 

Then  they  counted  up  the  AB  men 
10  took  multiple  air  trips  each  year, 
ley  came  up  with  another  number: 
3,000* 

Which  amounts  to  5.2%  of  the  AB  uni- 
rse.  Or  about  one  in  every  twenty. 
A  marketing  needle  in  a  haystack?  Not 
all.  Because  these  exceptional  men  are 
e  rule  for  Newsweek,  the  international 
wsmagazine. 

"Density  of  prospects"  is  what  makes 
ernational  media  far  more  efficient, 
r  many  products  and  services,  than 
:al  media.  And  you  find  that  density  in 
?wsweek  International. 
Ours  is  an  audience  that's  crisp  and 
in;  composed  almost  entirely  of  an  ex- 


ceptional corps  of  businessmen  and  ex- 
ecutives who  are  the  real  prospects  for 
fine  goods  and  services. 

We  attract  these  people  by  providing 
them  with  a  truly  international  view  of 
the  news,  written  and  edited  not  as  an 
American  export,  but  as  a  global  percep- 
tion of  the  events  that  shape  and  color 
their  lives. 

And  we  attract  advertisers  by  provid- 
ing them  with  the  undivided  attention  of 
more  than  two  million  readers:  attention 
gained  by  respect  for  our  reader's  intelli- 
gence and  service  to  their  needs. 

It's  a  unique  combination:  editorial 
magnetism,  advertising  professionalism 
and  marketing  service. 

And  you  find  it  in  one  exceptional 
magazine. 

•Pan  European  Survey,  1978,  t?SL  Ltd  10+  round  trips  by 
air  in  last  12  months 


Only  Newsweek 

Newsweek 


Ml 


THE 

INTERNATIONAL 
NEWSMAGAZINE 


SALES  OFriCES:  New  York  •  Chicago  •  Los  Angeles  •  San  Francisco  •  London  •  Amsterdam  •  Frankfurt/Main  •  Geneva  •  Paris  •  Rome  •  Hong  Kong  •  Manila  •  Sydney  •  Tokyo 
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buck.  In  the  1960s,  manufacturers  in- 
creasingly turned  to  trade  promotions, 
offering  discounts  to  retailers  who  put  up 
special  point-of-sale  displays  or  allowed 
more  shelf  space. 

But  as  brands  became  more  competi- 
tive, shelf  space  scarcer  and  retailers 
harder  to  woo,  manufacturers  turned 
once  again  to  the  consumer,  with  the 
old-time  standby.  George  Simko,  senior 
vice  president  at  Benton  &  Bowles,  Inc. 
in  New  York  explains:  "You  had  the 
birth  of  the  consumer  movement  and 
comparative  shopping;  a  glut  of  new 
product  intros  that  manufacturers  had  to 
move;  rising  grocery  prices  and  inflation 
generally  taking  a  bigger  bite  from  the 
household  budget;  techniques  for  cou- 
poning became  more  sophisticated;  and 
maybe  most  important,  TV  advertising 
became  much  more  expensive  for  the 
average  packaged-goods  company."  It 
has  worked  well  enough,  often  enough, 
to  get  others  to  try  it.  In  the  early  1960s, 
some  350  manufacturers  used  direct  cou- 
poning; by  1979,  over  1,000. 

The  gross  numbers  taking  the  measure 
of  couponing  are  startling.  It  costs  the 
manufacturers,  on  average,  30  cents  in 
direct  costs  every  time  one  is  turned  in: 
about  20  cents  to  the  consumer,  who 
thereby  saves  $720  million  this  year  on 
the  retail  prices  of  things;  7  cents  to  the 
supermarket  industry  for  handling, 
which  thereby  takes  in  $250  million;  and 
some  2  cents  to  the  clearing-house  oper- 
ation that  collects,  sorts  and  totals  up 
coupons  up  for  the  manufacturers  at  a 
cost  of  $80  million  or  so. 

But  that's  not  the  end  of  it.  Newspa- 
pers get  52%  of  all  coupons  printed, 
worth  $210  million  to  them  in  advertis- 
ing revenues,  magazines  get  12.2%.  And 
several  firms  have  prospered  in  the 
smaller,  faster-growing  segments  of  cou- 
poning: Dun  &  Bradstreet's  Donnelley 
Marketing  with  its  Carol  Wright  direct- 
mailing  service  and  $200  million  (sales) 
John  Blair  &  Co.'s  business  in  handling 
four-color  inserts  for  the  Sunday  papers. 

Direct  mail  gives  manufacturers  the 
highest  redemption  rate — 10.5%,  com- 
pared with  the  general  4% — and  very 
little  misredemption  (see  box).  Direct 
mail  costs  more — an  extra  3  cents  or  so 
per  coupon,  but  the  huge  difference  in 
response  justifies  its  use  for  a  lot  of 
manufacturers. 

Carol  Wright  runs  a  co-op  mailing 
with  one  space  for  each  of  the  main 
couponing  categories  that  have 
emerged — cereals,  coffee,  shampoo  and 
detergents,  among  them.  Six  times  a 
year  Donnelley  sends  out  24  million  Car- 
ol Wright  envelopes  filled  with  20  or  so 
nice,  glossy,  full-color  coupons — postage 
alone  costs  some  $2  million.  Fifteen 
months  before  each  mailing,  Donnelley 
asks  manufacturers  if  they  want  to  re- 
serve a  category.  If  General  Foods  com- 
mits for  a  Maxwell  House  promotion,  it 


knows  that  no  other  coffee  ads  will  be 
included  in  that  mailing.  If  it  doesn't,  it 
knows  somebody  else's  surely  will  be. 
That,  plus  direct  mail's  precise  demo- 
graphic targeting,  explains  much  of  the 
medium's  popularity. 

There  once  was  competition  for  this 
lucrative  business — a  firm  called  Metro 
Mail  plowed  millions  into  its  Red  Letter 
promotion  in  the  early  1970s.  Intense 
price-cutting  presently  appeared,  and  te 
Red  Letter  folded  with  huge  losses.  Even 
Donnelley  admits  there  is  demand 
enough  for  another  firm,  but  when 
would-be  competitors  look  into  the  busi- 
ness, they  have  been  turned  off,  thus  far, 
by  what  happened  to  Metro  Mail. 

John  Blair  &  Co.  has  specialized  in 
another  fast-growing  field:  freestanding 
inserts  that  draw  well  but  not  as  well  as 
direct  mail.  Freestanding  inserts  have 
about  a  5%  redemption  rate  and  cost 
less — 28  cents  vs.  33  cents  for  direct  mail. 
Blair,  a  $200  million  New  York  Stock 
Exchange  company,  gets  76%  of  sales 
and  64%  of  profits  from  its  graphics  busi- 
ness, much  of  that  the  Sunday  supple- 
ments. The  inserts'  share  of  total  cou- 
poning has  jumped  from  12%  to  15% 
since  1977  and  is  headed  higher.  Blair 
does  20  co-op  inserts  a  year,  and  about  as 
many  single-company  inserts. 

But  note  that  both  direct  mail  and 
inserts  benefit  from  manufacturers'  fear 
of  the  growing  coupon  market  as  well  as 
from  their  enthusiasm  for  it.  Also  note 
that  as  more  and  more  coupons  flow  into 
the  consumers'  hands,  it  gets  easier  and 


easier  for  the  shopper  to  be  coupor 
tive,  and  wait  for  a  coupon  for  his 
usual  brand. 

Isn't  that  a  signal  that  the  manu 
ers  are  beginning  to  reach  a  pc 
diminishing  returns  from  their  ev< 
er  coupon  investment?  Many  of  tl 
poning  efforts  cancel  each  other 
the  "mature"  product  areas  like 
and  detergent  that  pioneered  couj 
The  homemaker  in  Topeka  usinj 
cents-off  coupon  on  Cheer  offse 
person  in  Dallas  who  switched  1 
this  week  on  another  50-cent  dea 
there  are  still  ways  to  beat  the  cc 
tion,"  says  Ron  Curhan,  profe: 
marketing  at  Boston  University, 
timing,  novelty  and  targeting  yc 
ers."  And  there  are  new  categorie 
drawn  in — cigarettes  lately,  and  a: 
mor  has  it,  liquor. 

The  trouble  is,  competitors  will 
there,  too.  And  eventually,  with 
one  couponing,  no  one  can  dare 
offering  the  little  slips  of  paper,  fon 
losing  market  share  if  he  tries  i 
won't  prices  rise  to  offset  the  cost 
tually  everyone  will  be  locked  intc 
ation  from  which  almost  no  one 
customers  clipping  coupons  basic 
stay  even,  supermarkets  acceptin, 
to  keep  the  customer  in  the  stor 
manufacturers  turning  them  out  b 
more  billions  and  adding  on  anot 
neer  of  cost  to  everyone.  No  one  h 
shown  that  couponing  permanen 
pands  the  total  demand  for  an 
lished  product.  ■ 


Something  for  nothing 


Most  manufacturers  would  have 
thought  it  was  impossible  to  break 
into  the  tough  detergent  market  with 
a  product  called  Breen  and  get  67,000 
coupons  back  from  only  3.3  million 
delivered  in  newspapers  around  New 
York.  Yet  that  is  just  what  happened 
in  1978  when  John  Blair  &  Co.  han- 
dled the  cents-off  intro. 

In  fact,  it  was  impossible  for  67,000 
bottles  of  Breen  to  have  moved  off  the 
shelf  because  there  was  no  such  prod- 
uct. So  harassed  have  manufacturers 
been  by  coupons  being  redeemed 
without  product  sales  behind  them 
that  the  postal  authorities  and  Blair 
teamed  up  to  trap  coupon  cheaters. 
More  than  1,500  retailers  sent  back 
Breen  coupons  illegally. 

Misredemption  of  coupons  has  al- 
ways been  one  of  the  biggest  problems 
manufacturers  have  had  to  face.  It 
costs  packaged-goods  companies  $200 
million  a  year;  in  the  Breen  case  about 
30%  of  the  coupons  distributed 
through  newspapers  were  misre- 
deemed.  The  postal  inspector  who 


headed  the  Breen  investigation 
mated  that  "hundreds  of  people 
out  there  making  $50,000  or  $60 
a  year,  and  sometimes  much  more 
of  misredemption." 

Sometimes  it  is  obvious — the  ns 
stand  that  orders  50  copies  of  a  p 
each  day,  but  orders  450  extra 
what  the  trade  calls  "best  food  d 
the  day  most  food  coupons  appear 
a  safe  bet  that  some  manufactu 
will  get  450  neatly  clipped 
stacked  coupons — neatness  is  a 
off — for  products  that  were  never  s 
"Sometimes,  people  will  run  t] 
through  the  washer  and  drier  to  rr 
.them  look  like  they  have  been  cai 
around  in  a  handbag,"  says  Brian 
rard  of  Donnelley  Marketing. 

There  are  ways  of  cutting  dowi 
the  rate  of  misredemption  (like  n 
ing  directly  to  individual  consurr 
or  making  it  easier  to  spot  (perl 
numbering  the  coupons).  But  then 
still  times  when  coupons  are| 
deemed  before  a  promotion  even 
out  the  door.— CM 
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Anew  dimension  in 
energy  savings 

along  existing  lines. 

Now  a  single  system  can  enhance  your  communications  capabilities  and 
;r  energy  costs  by  as  much  as  20%.  And  that  single  system  is  already  wired  to  a 
i  extent  in  any  building  with  existing  telephone  lines,  so  you  also  save  considerably 
he  cost  of  installation. 

Energy  communications  is  an  innovative  offering  from  the  Bell  System, 
service  achieves  vital  savings  by  applying  the  specific  strategies  of  a  Bell  System 
rgy  Study  conducted  at  your  place  of  business. 

Dimension  PBX  with  Energy  Communications  is  easy  to  operate  and 
y  updated.  It  implements  your  programmed  f bnoff"  cycles  and  load-shedding 
ng  times  of  peak  demand.  It  transmits  signals  to  units  that  help  prevent  energy 
:e  in  ways  as  complex  as  adjusting  HVAC  systems  and  as  simple  as  turning  lights 
md  off.  Night  and  day.  Summer  and  winter. 

The  same  system  improves  overall  productivity  by  providing  more 
bility  and  greater  control  over  your  internal  and  external  communications. 

Managing  information  to  manage  energy  means  getting  the  most  from  the 
urces  on  hand. 

Start  the  process  with  a  call  to  your  Bell  System  Account  Executive. 


The  knowledge  business 


r 


What  every 
investor 
should  know 
about  Nabisco. 
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We're  sure  you're  aware  of  the  quality 
and  good  taste  of  Nabisco  products.  Like 
Oreo  Cookies.  Premium  Saltines  and  Spoon 
Size  Shredded  Wheat.  But  there's  also  the 
financial  side  of  the  Nabisco  story.  And  it's  as 
appetizing  as  our  products.  For  instance: 

•  Nabisco  Sales  reached  $2.4  billion  in 
1979. 

•  Net  Income  per  share  has  grown  from 
$1.43  in  1974  to  $3.10  in  1979. 

•  Dividends  have  increased  each  of  the 
last  5  years  from  $1.15  in  1975  to  an 
indicated  current  rate  in  1980  of  $1.62. 

•  Investor's  return  on  equity  reached 
17.5%  at  year  end  1979. 

Nabisco  has  a  lot  to  say  to  the  invest- 
ment community.  Both  product-wise  and 
profit  wise.  It  seems  that  people  who  know 
and  love  Nabisco  products  are  some  of  the 
best  prospects  for  our  stock.  That's  why 
Nabisco  is  running  a  new  corporate  advertis 
ing  program  featuring  actual  Nabisco  custom- 
ers who  became  Nabisco  stockholders.  "Think 
of  us  when  you're  in  the  market"  is  our  slogan. 
And  we'll  be  telling  our  unique  and  interesting 
story  in  the  New  York  Times  Magazine  Section. 
Reader's  Digest  and  the  Wall  Street  Journal. 

For  more  information  pertinent  to  the 
financial  community,  contact  us  for  Form  10K. 
Annual  Report  to  Shareholders  and  reprints  of 
our  ad  campaign.  Write  Nabisco  Inc.,  Dept. 
F-2,  East  Hanover.  N.J.  07936. 


Nabisco. 
People  think 
of  us  when 
they're  in 
the  market. 


PREMIUM  Saltines.  OREO  Cookies.  FIG  NEWTON  Cakes.  R1TZ  Crackers.  TR1SCUIT  Wafers.  SPOON  SIZE  Shredded  Wheat. 
Mil  K  BONE  Dog  Biscuits.  JUNIOR  Mints  Candies.  GERITOL  Iron  and  Vitamin  Supplement.  AQUA  VELVA  After  Shave. 


Forbes 


The  Economy 


MONEY  &  INVESTMENTS 


Prosperity 
is  not  just 
around  the  corner 


a.s  the  economy  stopped  declin- 
ing? Yes.  Has  it  started  to  turn 
around?  No.  Will  it  start  to  turn 
soon?  No  again. 

:'s  nothing  on  the  horizon  that 
urn  things  around.  Higher  capital 
g?  Forget  it.  Too  much  unused 
P  and  money  is  too  costly  still, 
tory  rebuilding?  Not  when  stocks 
ligh  as  the  level  that  prevailed 
:he  worst  part  of  the  1973-75  re- 
No  help  here. 

onsumer?  Well,  he  did  loosen  up 
but  Forbes  doubts  whether  this 
in  spending  can  be  maintained, 
ik  at  the  debt  he's  carrying.  In- 
tit  credit  at  the  end  of  July  still 


totaled  $302  billion.  Nor  will  the  con- 
sumer just  go  out  and  borrow  more  on 
his  house.  Our  conclusion  is  that  the 
early  summer  rise  in  consumer  spending 
was  a  one-shot  thing,  paid  for  with  high- 
er Social  Security  checks  and  federal  pay 
raises.  Those  half  a  million  unemployed 
auto  workers  and  the  666,000  jobless 
construction  workers  aren't  going 
hungry  but  neither  are  they  likely  to  go 
on  spending  sprees. 

It's  a  funny  thing  about  the  threshold 
of  pain.  Until  recently  everybody  felt 
that  mortgage  rates  of  13y2%  and  a 
prime  rate  of  12V2%  were  impossibly 
high.  After  the  20%  rates  of  last  spring, 
the  current  rates  don't  look  so  bad.  But 


the  fact  remains  that  they  are  high  and 
few  people  can  afford  them. 

In  June  the  various  surveys  all  pointed 
to  an  improvement  in  consumer  senti- 
ment and  a  rise  in  their  spending  plans. 
But  it  now  appears  that  the  lift  was  psy- 
chological rather  than  economic.  Once 
people  understand  that  the  decline  in 
interest  rates  is  over  for  now,  they  will 
lose  a  lot  of  their  optimism. 

L-shaped  recession?  Bottoming  out? 
Double-dip  recession?  Double  shmubble. 
The  economists  and  their  parrots  in  the 
press  are  throwing  these  phrases  around 
to  impress  the  uninitiated.  We  have  our 
own  term  for  what's  immediately  ahead. 
We'll  call  it  the  Zero  Recovery.  ■ 


Confidence  games 

iers  are  said  to  be  in  a  more  cheerful  frame  of  mind  lately,  recessions,  only  to  be  betrayed  by  events.  Reversing  what  Dr. 

ig  to  the  latest  measures  of  their  "confidence."  Not  too  Johnson  said  about  second  marriages,  consumer  confidence 

lould  be  made  of  it.  Consumer  confidence  indices  also  reflects  the  triumph  of  experience  over  hope — it  tends  to  signal 

up  between  the  peaks  and  the  troughs  of  the  last  two  what  has  already  happened  rather  than  what  will  be. 


aer  sentiment  (Feb.  1 966  =  100)  Consumer  spending  change  (Sbillions — 1972  dollars) 
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Capital  Markets 


\  K  )N  KY  &  I N  V  ESTM  ENTS 


Bond  dealers  are  confused.  Even  Paul 
Volcker  is  confused.  Why  is  the  money  sup- 
ply growing  when  the  economy  isn't? 

WHEN  DISCRETION  IS 
BETTER  THAN  VALOR 


By  Ben  Weberman 


Sometimes  a  fam- 
ous speaker  accepts 
an  invitation,  ex- 
pecting to  talk  for 
half  an  hour  or  more 
and  say  very  little 
other  than  expound- 
ing one  key  item. 
But  sometimes,  the 
speech  can  get  out 
of  hand  and  reveal 
more  than  was  intended.  Paul  A. 
Volcker,  chairman  of  the  Federal  Re- 
serve Board,  fell  into  that  trap  in  mid- 
September  when  he  addressed  the 
Dealer  Bank  Association. 

His  intention  was  to  use  the  meet- 
ing to  explain  that  the  Federal  Reserve 
is  not  concentrating  on  federal  funds 
as  a  target  for  monetary  policy.  The 
Fed  funds  rate  is  the  interest  rate  one 
bank  pays  another  for  overnight  bor- 
rowing. Volcker  was  irked  because 
newspaper  columnists  had  been  refer- 
ring repeatedly  to  Federal  Reserve  eas- 
ing or  tightening  credit  by  moving  the 
intervention  point  range  down  or  up. 
Lower  rates  were  associated  with  an 
easier  credit  policy  and  rising  rates 
with  a  tighter  monetary  policy. 

Not  so,  said  Volcker.  "We  have  a 
technique  for  feeding  out  bank  re- 
serves through  concentration  on  non- 
borrowed  reserves.  Sometimes  this 
involves  buying  federal  funds,  some- 
times it  involves  selling  federal  funds. 
But  where  the  federal  funds  interest 
rate  is  at  that  particular  time  may  be 
merely  coincidental." 

The  market  participants  who  made 
up  his  audience  scoffed.  Their  view 
was  that  it  didn't  much  matter  what 
the  Fed  intended.  So  long  as  most  of 
the  market  players  react  to  changes  in 
the  funds  rate,  so  must  they. 

Volcker  reminded  his  listeners  of 
the  dear,  dead  days  when  interest 
rates  moved  so  slowly  that  dealers 

Ben  Weberman  is  economics  editor  of  Forbes 
magazine 


sometimes  complained  they  couldn't 
make  a  living.  The  audience  smiled 
and  sighed.  Volcker  was  urging  less 
speculation.  His  listeners  thought  he 
was  indulging  in  wishful  thinking. 

At  the  base  of  the  discrepancy  is  the 
operating  technique  the  Fed  has  used 
since  Oct.  6,  1979.  It  now  pays  prime 
attention  to  the  monetary  aggregates 
and  to  bank  reserves  and  much  less  to 
interest  rates,  which  may  fall  where 
they  will. 

The  old-fashioned  interest-rate  tar- 
get method  is  messy,  he  explained, 
because  interest-rate  levels  can  be 
judged  only  in  the  context  of  inflation 
and  inflation  expectations.  "No  one 
can  evaluate  inflation  expectations,  so 
any  level  of  yields  is  not  a  certain 
indicator  of  policy  and  policy  inten- 
tions," he  added.  Maybe  so,  but  you 
can't  blame  the  market-makers  for 
being  skeptical.  The  Fed  has  been 
consistently  wrong  since  the  start  of 
this  year.  Money  growth  was  too  fast 
in  February  and  March,  too  slow  over 
the  summer  and  too  rapid  since  Au- 
gust. The  errors  were  rationalized  by 
Volcker  as  having  offsetting  value  so 
long  as  the  end  result  was  growth  over 
the  full  year  that  fell  within  the  ranges 
targeted  in  February. 

Why  has  the  Fed  been  so  wide  of 
the  mark  over  the  short  term?  A 
source  at  the  Fed  puts  the  blame  on 
the  growing  underground  economy. 
This  involves  not  only  drug  dealers 
and  criminals  but  all  kinds  of  people 
who  do  cash  business — small  shop- 
keepers, taxi  drivers,  golf  caddies. 
These  people  now  enjoy  about  $200 
billion  in  our  $2.5  trillion  economy. 

This  source,  who  insists  on  ano- 
nymity, thinks  the  underground  econ- 
omy is  responsible  for  some  of  the 
unexpected  growth  in  the  money  sup- 
ply and  believes  the  situation  will  call 
for  another  Volcker  shock:  a  brief 
dose  of  superhigh  interest  rates  com- 
bined with  credit  restraint. 

What  it  all  boils  down  to  is  bad 
news  for  the  chances  of  economic  re- 
covery. The  debate  between  Volcker 


and  the  money  marketers  reflects  a 
feeling  that  money  is  getting  out  oi 
control — something  Volcker  can't  ad- 
mit. If  higher  rates  do  eventuate,  it 
will  be  tough  on  an  already  soft  econo- 
my. But  consider  the  alternative: 
worsening  inflation. 

I  don't  believe  for  a  moment  that 
interest  rates  will  stay  high  ii 
Volcker's  policies  force  them  up  fur- 
ther. If  a  shock  is  administered  it  will 
be  followed  by  dropping  rates,  short 
term  rates  going  down  much  faste 
than  long  rates.  Long-term  bonds  wil 
be  influenced  by  an  inflation  rate 
which  hangs  high,  especially  aftel 
drought  and  energy  influences  are  tak 
en  into  account. 

While  rates  of  return  on  long-tem 
bonds  are  particularly  high,  I  woulc 
continue  to  avoid  the  longer  commit 
ments.  My  advice  remains  that  long 
term  investors  stick  to  medium-tenr 
issues  and  for  others  to  stay  shor 
term.  There  is  a  fortune  to  be  made  b> 
speculators  who  can  pick  marke 
turns.  As  an  example,  the  Southwest 
ern  Bell  Telephone  9%s  of  2019  hit 
low  price  of  711/8  on  Feb.  21  to  yielo 
13.56%.  They  ran  up  in  price  to  98!/* 
on  June  23.  At  that  level — 27  point 
and  38%  higher — they  would  have 
yielded  only  10.129%.  As  of  this  writ 
ing,  the  same  issue  is  back  to  87 3A 
where  the  rate  of  return  is  12.255% 
But  who  is  smart  enough  to  hav 
picked  these  turns? 

Seven-year  Treasuries  now  trade  tc 
yield  about  12%.  Treasury  notes  hav 
greater  marketability  than  corporates 
even  high-grade  industrial  notes  ano 
bonds,  and  the  credit  risk  is  mucl 
smaller.  Individuals  get  another  bene 
fit  if  they  reside  in  a  state  with  an 
income  tax  because  interest  on  Treai 
suries  is  exempt  from  local  taxes. 

Want  to  take  a  flier  in  long-tem 
debt  issues?  A  small  amount  of  lower 
grade  corporate  bonds  might  do  well 
Lower  grade  in  this  case  means  A  oi 
Baa-rated  bonds.  The  spread  betweei 
Aaa  and  A  is  extraordinarily  wide 
This  compensates  to  some  extent  fo 
the  narrowing  between  maturities. 

Connecticut  Light  &  Power  14% 
of  2010  are  selling  at  96  to  yield  15°A 
and  Alabama  Power  15 'As  of  2010  ar 
at  96  to  yield  15.8%.  These  carry 
high  degree  of  market  risk  and  som 
credit  risk  but  the  return  could  b< 
worthwhile  if  inflation  slows  and  th 
market  narrows  the  yield  gap  betweei 
As  and  Aaas. 

The  whole  market  is  in  such  tui 
moil  that  discretion  seems  the  bette 
part  of  valor.  My  own  inclination  is  t 
stay  with  intermediate  Treasuries.  I 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  Securities. 

The  offer  is  made  only  by  the  Prospectus. 


4,000,000  Shares 

Consumers  Power  Company 

Common  Stock 

($10  par  value) 


Price  $18V4  a  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  from  only  such  of  the 
undersigned  as  may  legally  offer  these  Securities  in  compliance 
with  the  securities  laws  of  such  State. 


MORGAN  STANLEY  &  CO. 

Incorporated 

THE  FIRST  BOSTON  CORPORA  TION     MERRILL  L  YNCH  WHITE  WELD  CAPITAL  MARKETS  GROUP 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

BACHE  HALSEY  STUART  SHIELDS       BEAR,  STEARNS  &  CO.      BLYTH  EASTMAN  PAINE  WEBBER 

Incorporated  incorporated 

DILLON,  READ  &  CO.  INC.  DONALDSON,  LUFKIN  &  JENRETTE 

Securities  Corporation 

DREXEL  BURN  HAM  LAMBERT     E.  F.  BUTTON  &  COMPANY  INC.     KIDDER,  PEABODY  &  CO. 

Incorporated  Incorporated 

LEHMAN  BROTHERS  KUHN  LOEB  L.  F.  ROTHSCHILD,  UNTERBERG,  TOWBIN 

Incorporated 

SALOMON  BROTHERS  SHE  ARSON  LOEB  RHOADES  INC. 

SMITH  BARNEY,  HARRIS  UPHAM  &  CO.       WARBURG  PARI B AS  BECKER       WERTHEIM  &  CO.,  INC. 

Incorporated  Incorporated 

DEAN  WITTER  REYNOLDS  INC.  FIRST  OF  MICHIGAN  CORPORATION 
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Common 
Stock 

in  the  '80's. 

Investors  are  now  taking  a 
hard  look  at  common  stocks  as 
the  investment  vehicle  of  the 
'80's.  And  the  thought  that 
real  values  can  be  missed  by 
overemphasizing  timing  and 
cycles. 

We  at  Penn  Square  think 
this  makes  sense.  After  all,  it's 
what  we've  been  saying  for 
23  years. 

For  more  information,  including  management 
charges  and  expenses,  write  or  call  us  for  our 
prospecrus  Read  it  carefully  before  you  invest  or 
send  money 

800/523-8440 

In  PA,  call  collect  215/376-6771 
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Penn  Square  Mutual  Fund 

I   5thS  Wasl  g.PA  19603  I 
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Address 
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State  Zip 
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It's  now  obvious  the  market  ivas  right  an 
ticipating  an  early  end  to  the  recession. 

OVERHEATING 
AGAIN 


By  Heinz  B.  Biel 


Most  stock  market 
indices  have  ad- 
vanced once  again 
to  new  highs  for 
the  year,  some  to 
alltime  highs.  At 
long  last  even  the 
Dow  Jones  industri- 
al stock  average, 
which  has  become 
less  and  less  repre- 
sentative of  what  is  really  going  on  in 
the  stock  market,  managed  to  top  its 
August  high. 

The  continuing  boom  in  stocks 
should  be  a  good  reason  for  jubilation. 
Recently,  however,  it  seemed  a  little 
too  frantic,  reminding  me  of  the  con- 
ditions prevailing  in  January  and  Feb- 
ruary. We  had  a  speculative  binge 
then,  and  it  was  followed  by  a  rather 
severe  selloff.  I  wonder  whether  there 
is  not  a  considerable  amount  of  distri- 
bution going  on  in  the  market  right 
now  under  the  cover  of  conspicuous 
strength  in  a  few  segments  of  it. 

In  previous  columns  I  advised  in- 
vestors to  pull  in  their  horns  a  bit  and 
to  set  up  a  buying  power  reserve.  Al- 
though this  note  of  caution  has  been 
premature,  I  continue  to  believe  that 
this  is  the  proper  course  to  follow. 
Unless  you  have  a  reserve,  you  are  in 
no  position  to  take  advantage  of  the 
comparatively  rare  buying  opportuni- 
ties such  as  the  one  we  had  in  April. 

The  S&P's  500  has  gone  up  more 
than  30%  in  the  past  six  months, 
interrupted  only  by  a  handful  of  minor 
corrections.  That  is  unusual.  It  makes 
the  market  increasingly  vulnerable  to 
a  sharper  selloff.  I  am  also  concerned 
over  the  extremely  steep  advances  in 
some  semispeculative  favorites. 
When  the  high-priced  stock  on  the 
New  York  Stock  Exchange,  my  old  pet 
Teledyne,  rises  more  than  75%  in  less 
than  three  months,  it  is  cause  for 

Heinz  H  Biel  is  a  vice  president  of  the  NYSE 
Jinn  ofjmmey  Montgomery  Scott 


raised  eyebrows.  Even  the  strongs 
trees  don't  grow  into  the  sky. 

Despite  my  apprehension  for  t) 
more  immediate  future  I  see  no  net 
for  a  change  in  basic  investment  po 
cy.  It  is  now  obvious  that  the  stoi 
market  was  right  in  anticipating 
early  end  to  the  1980  recession.  Cii 
rent  business  statistics  still  look  gri] 
but  what  else  would  you  expect  wh 
you  are  at  or  near  the  bottom  ofi 
slump?  The  index  of  leading  indio 
tors  is  certainly  not  a  totally  reliat 
guide  for  what  to  expect  in  the  econ 
my  in  the  months  ahead.  Howev 
this  index  is  more  likely  to  be  wren 
in  predicting  a  downturn,  as  it  did  1; 
year,  than  an  upturn.  Any  administ] 
tion  will  use  all  the  means  at  its  col 
mand  to  obviate  an  oncoming  rec< 
sion,  but  has  anyone  ever  heard  of 
administration  which  would  intfl 
tionally  impede  a  business  recover} 

The  quarter  recently  ended  mc 
probably  saw  the  low  point  of  corj 
rate  profits.  So  far  the  market  fi 
shown  a  high  degree  of  immunity 
bad  reports,  except  in  cases  whe 
overpriced  glamour  stocks  failed 
live  up  to  analysts'  expectations 
where  blue  chips  like  Avon  or  Cor 
Cola  actually  show  or  expect  a  « 
cline.  On  an  overall  basis  fourth-qu 
ter  earnings  almost  certainly  will 
higher  than  they  were  a  year  aj 
when  actual  results  were  distorted 
huge  writeoffs  by  some  large  corpo 
tions.  Specific  forecasts  for  1981 
premature,  but  earnings  should  shi 
a  good  improvement  over  1980. 

I  still  do  not  recommend  the  p 
chase  or  holding  of  yield-sensit: 
stocks.  Although  it  is  unlikely  that 
will  again  see  the  extremely  high  int 
est  rates  of  last  spring  for  some  time 
come,  I  expect  that  rates  will  te 
higher  from  here  on.  If  it  is  necess; 
to  maximize  current  income,  I  thinl 
is  better  to  own  one-  or  two-year  Tr 
sury  notes,  yielding  over  11%%,  tr 
stocks  of  electric  utilities,  which  v» 
have  an  increasingly  difficult  til 
raising  needed  capital,  not  to  menu 
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ntaining  their  cherished  policy  of 
easing  dividend  rates. 
%rt  Industries  (46),  an  old  favorite  of 
ie,  is  about  to  merge  with  Kraftco 
on  a  share-for-share  basis,  the  ob- 
is reason  being  Justin  Dart's  ad- 
cing  age.  This  combination  will 
lit  in  a  very  sound  corporation,  but 
ill  also  take  all  the  oomph  out  of 
t  that  had  been  the  primary  basis 
my  having  liked  the  stock.  So  the 
e  has  come  to  say  a  fond  fare- 
l — unless  you  want  to  have  an  in- 
:ment  in  the  cheese  business, 
new  era  seems  to  be  dawning  for 
railroad  industry.  This  year  the 
i  have  been  the  star  performers  in 
stock  market,  a  situation  some- 
it  obscured  by  the  fact  that  the 
isportation  index  now  also  in- 
les  airline  and  trucking  stocks, 
ch  have  not  exactly  been  shining 
s  in  1980. 

'ith  rare  exceptions,  such  as  Union 
fic ,  the  rails  have  not  been  among 

investment  favorites.  However, 
e  are  three  important  marriage 
>osals  pending:  Chessie  System  with 
oard  Coast  Line,  Southern  Railway 
i  Norfolk  &  Western  and  Union  Pa- 

with  Missouri  Pacific .  In  the  past 
e  has  always  been  an  mtermina- 

long  waiting  time  between  en- 
:ment  and  wedding,  but  this  may 
r  be  shortened  by  the  imminent 
:ral  deregulation.  Chessie  and  Sea- 
rd  should  reach  the  altar  first, 
hese  mergers  will  result  in  strong, 
»le  and,  after  full  integration,  high- 
•rofitable  transportation  systems, 
:rving  a  favorable  investment  rat- 
However,  after  the  sharp  rise  in 
:nt  weeks  I  would  not  jump  on  the 
road  bandwagon.  These  stocks, 

will  calm  down  before  long, 
i  contrast  to  the  railroads  that  suc- 
ifully  dumped  their  passenger  busi- 
>  on  us  taxpayers  via  Amtrak,  that 
nd  will  remain  the  primary  busi- 
5  of  the  airlines.  Almost  all  of 
n  are  now  having  a  rough  time  as 
suit  of  uninhibited  and  virtually 
:idal  competition,  plus  the  reces- 
l,  plus  intolerably  high  fuel  costs.  I 
e  always  been  wary  of  companies 
aged  in  the  transportation  of  peo- 

I  am  still  not  fond  of  that  busi- 
3.  Among  the  major  airlines,  only 
u  deserves  an  investment  rating, 
lough  Northwest  Airlines  comes 
;e  to  it.  The  others  are  speculative 

greater  or  lesser  degree.  As  specu- 
□ns,  they  become  increasingly  at- 
tivc  the  sicker  they  look  and  are. 
;r  all,  roller  coasters  go  up  as  well 
lown.  The  only  question  is,  how 
is  down?  ■ 


7  Services  you'd 
never  expect  from 
a  stockbroker. 


Commission  discounts  of  up  to  70%  and  more*  have  always  been  available  to 
individual  investors  at  Charles  Schwab  &  Co.,  Inc.  And  now— as  America's  Largest 
Discount  Brokerage  Firm— we  announce  7  new  services  you'd  never  expect  a 
broker  to  have: 

1  24  hour  quote  service  exclusively  for  Schwab  customers. 

2  Longer  trading  hours— until  12:00  midnight  Eastern  time,  for  the  next 
market  opening. 

3  Automatic  transfer  of  your  in-between  investment  funds  to  a  national  money 
market  fund. 

4  Next-day  computer  confirms  and  current  account  status  print-outs  are 
prepared  in  each  branch  office. 

5  Local  branch  office  payout  on  settlement  day  (customer  option). 

6  A  team  of  165  registered  representatives  and  over  300  incoming  phone  lines 
nationally  to  serve  you. 

7  Full  disclosure  of  commission  rates.  Ask  for  one  of  our  rate  cards, 
or  inquire  by  phone. 

At  Schwab  you  get  more  than  discounts  on  trading  commissions— you  also 
get  services  that  could  make  a  difference  in  your  investment  success. 

It's  easy  to  open  an  account  with  America's  Largest  Discount  Broker. 
Call  today  for  free  new  account  information. 

'According  to  a  recent  survey  ot 
rates  ol  lull  commission  Oiokers 


Charles  Schwab 
President  and 
Founder 
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San  Francisco 

(415) 546-1000 

Newport  Beach 

(714) 759-9200 

Century  City 

(213) 553-5400 

Philadelphia 

(215) 567-7700 

Chicago 

(312) 236-1300 

Phoenix  . 

(602) 263-5070 

Dallas  . 

(214) 647-0966 

Sacramento 

(916) 920-3500 

Denver 

(303) 893-8800 

San  Diego 

(714) 231-8300 

Detroit 

(313) 567-3400 

Santa  Barbara 

(805) 682-6515 

Fairfax.  VA 

(703) 734-9600 

Seattle  

(206) 624-2000 

Ft  Lauderdale 

(305) 561-2755 

Sun  City  Area— 

Houston    . . 

(713)  759-1000 

Youngtown.AZ 

(602)  979-1440 

Kansas  City 

(816) 421-0700 

Washington.  DC 

(202) 638-2500 

Los  Angeles 

.(213)617-0900 

or  Toll  Free  (800)  648-5600  Operator  15 

24  hours  a  day— when  local 

offices  are  closed 


Charles  Schwab  &  Co.,  Inc. 

fMMrl  \  America's  Largest  Discount  Brokerage  Firm 


r 


4 


Americas  Largest  Discount  Brokerage  Firm 

National  Headquarters:  One  Second  St.,  San  Francisco,  CA  94105 

Member  Philadelphia  Stock  Exchange,  Inc  •  Midwest  Stock  Exchange.  Inc 
Pacific  Stock  Exchange,  Inc  •  The  Options  Clearing  Corporation 

[  ]  Send  tree  brochure,  rate  schedule  and  new  account  information 

(OCC  Prospectus  Available)  acaja 

Name  .=  .  


PLEASE  PRINT  IN  FUU  HRS1  NAM!  WWII  (  INITIAI  AND  LAST  NAM! 


Address- 
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Reagan  has  his  priorities  reversed.  Tax  cuts, 
without  spending  cuts,  will  hasten  the  break- 
down of  our  strained  financial  system. 

REAGANOMICS 
REVISITED 


By  Ashby  Bladen 


Governor  Reagan 
has  moved  away 
from  his  earlier  rea- 
sons for  advocating 
income  tax  cuts. 
These  were  based 
on  the  ideas  of  Pro- 
fessor Arthur  Laffer, 
who  theorizes  that 
lower  tax  rates  will 
lead  to  an  explosion 
of  enterprise  and  hard  work  that  will 
expand  the  economy  and  ultimately 
bring  in  higher  revenues  to  the  U.S. 
Treasury. 

The  flaw  in  this  argument  is  that 
there  could  be  a  very  long  interval 
between  cause  and  effect,  an  interval 
during  which  the  tax  cuts  could  prove 
to  be  highly  inflationary.  Apparently 
recognizing  this,  Governor  Reagan 
has  made  a  subtle  shift  since  Septem- 
ber. He  now  suggests  that  the  nation 
can  afford  tax  cuts  because  inflation 
will  swell  the  tax  base  to  the  point 
where  current  tax  rates  will  bring  in 
more  money  than  the  federal  govern- 
ment needs. 

It  is  easy  to  see  why  Lafferism  ap- 
pealed to  Governor  Reagan.  It  gave 
him  a  semiplausible  way  of  recom- 
mending both  a  large  increase  in  mili- 
tary spending  and  a  reduction  in  the 
burden  of  taxes  without  cutting  back 
on  any  other  programs.  This  idea 
strikes  me  as  wishful  thinking.  One 
can  sympathize  with  Governor  Rea- 
gan's advocacy  of  tax  reduction,  but 
not  for  the  reasons  he  cites. 

As  inflation  pushes  the  average 
citizen  into  higher  and  higher  tax 
brackets,  we  may  face  an  actual 
breakdown  of  our  present  system  of 
income  taxation.  The  U.S.  may  begin 
to  resemble  countries  like  Italy  where 
tax  evasion  is  the  rule  rather  than  the 


Asijtry  Bladen  is  senior  vice  president-imvst- 
ments  for  the  Guardian  Life  Insurance  Co.  of 
America,  and  author  of  How  to  Cope  with  the 
Developing  Financial  Crisis. 


exception.  Already  the  ordinary  tax- 
paying  American  is  beginning  to  feel 
envious  of  those  who  prosper  in  il- 
legal businesses.  This  can  only  lead 
eventually  to  an  explosive  growth  of 
the  underground  economy  and  dete- 
rioration of  the  heretofore  efficient 
U.S.  tax  system.  It  is  very  likely  that 
something  over  10%  of  total  income 
in  this  country  is  already  being 
earned  tax  free  in  the  subterranean 
economy.  It's  quite  possible  therefore 
that  inflation  combined  with  bracket 
creep  could  lead  to  shrinking  federal 
tax  revenues,  not  soaring  ones.  No 
one  seems  to  be  worrying  about  this, 
but  they  should  be. 

The  upshot  could  be  that  the  gov- 
ernment, unwilling  or  unable  to  cut 
spending,  will  resort  to  increased  bor- 
rowing, with  horrendous  inflationary 
consequences.  The  real  solution,  then, 
is  not  tax  cuts  but  a  shrinking  of 
spending  to  a  level  that  the  society  is 
willing  to  support  with  taxes. 

The  frightening  thing  about  Gover- 
nor Reagan's  arguments  for  tax  reduc- 
tion is  that  they  show  an  inflation 
rate  of  nearly  8%  continuing  for  the 
next  five  years.  That  means  that  the 
Republican  candidate  ■  for  President 
has  simply  given  up  on  ending  the 
inflation  within  the  foreseeable  fu- 
ture. In  my  judgment  another  five 
years  of  serious  inflation  will  leave  our 
financial  system  as  nothing  more 
than  a  shambles. 

The  part  of  the  American  economy 
in  which  trouble  is  developing  the 
fastest  is  housing  construction,  where 
long-term,  fixed-interest-rate  mort- 
gages are  becoming  both  difficult  to 
get  and  expensive.  That  is  serious, 
because  young  people  who  do  not  al- 
ready own  a  house  and  so  have  not 
profited  from  the  inflation  of  house 
prices  in  recent  years  are  finding  that 
owning  their  own  home  is  rapidly  be- 
coming an  impossible  dream.  The 
other  side  of  that  coin  is  that  the 
disruption  of  mortgage  finance  in- 
volves a  growing  risk  of  bringing 
those  inflated  prices  crashing  down, 


which  would  badly  hurt  the  fam;| 
who  have  recently  borrowed  heal 
and  paid  the  prices. 

There  are  at  least  three  reasons  'I 
mortgage  finance  is  becoming  I 
rupted  by  inflation.  One  is  that  inl 
late  1970s  many  financial  manal 
assumed  that  the  next  major  eil 
would  be  a  recession  accompanie»l 
falling  interest  rates  and,  therelll 
rising  prices  for  bonds  and  mortgal 
So  they  borrowed  heavily,  ofterl 
short  term,  to  stock  up  on  these  lo 
term  claims. 

Unfortunately,  once  inflation 
out  of  control  and  the  burden  of  d' 
becomes  excessive,  life  isn't  that  i 
pie.  What  happened  first  was  the  c 
it  crunch  of  early  1980,  which  resu 
in  soaring  short-term  interest  rate 
well  as  a  crash  in  the  bond  mar 
There  were  large  losses,  a  numbe 
financial  institutions  and  dea 
went  broke,  and  some  financial  n 
agers  got  fired. 

Then  when  the  recession  did  ar 
and  the  crunch  was  relaxed,  the 
of  inflation  remained  high.  Theref 
interest  rates  did  not  decline  eithe 
enough  or  long  enough  to  permi 
nancial  institutions  to  refund  t 
short-term  liabilities  at  long  term 
they  are  now  in  no  shape  to  finan 
substantial  recovery  of  housing  c 
struction.  Neither  the  banks, 
thrift  industry  nor  the  govemm 
sponsored  financial  institutions 
were  originally  established  to  pro1 
liquidity  and  depth  to  the  mortj 
market  were  able  to  regain  thei: 
nancial  balance  this  year.  This  is 
first  crunch  or  recession  that  faile 
restore  the  balance. 

Finally,  market  rates  of  interest 
already  moving  back  up  to  level 
which  it  makes  sense  for  deposi 
in  institutions  that  normally  in" 
heavily  in  mortgages  to  withd 
their  deposits  and  buy  a  financial 
strument  for  themselves,  dire 
from  the  market.  That  is  disinter 
diation;  and  after  only  about  a 
month  respite  our  financial  sys 
simply  isn't  ready  for  that  son 
thing  again. 

So  it  is  likely  that  the  good  n 
about  housing  is  already  behind  u 
has  proved  short-lived  because  a  h 
of  interest  rates  low  enough  to  sus 
a  housing  recovery  is  simply  not  in 
cards  so  long  as  federal  deficits  ren 
as  high  as  they  are.  Governor  Rea 
has  gotten  his  priorities  reverse 
continue  to  believe  that,  for  the 
ment  at  least,  the  best  fixed-incc 
investment  that  you  can  buy  is 
shortest-term  one  you  can  find.  ■ 
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This  booklet  helps 
explain  why. 

Everyone  has  a  stake  in  reducing  inflation. 
Unfortunately,  not  everyone  understands  why  it 
occurs.  Or  the  impact  inflation  has  on  our  lives 
and  our  economic  system. 

That's  why  we've  prepared  this  booklet.  It 
explains  inflation  in  simple  terms.  And  suggests 
what  every  American  can  do  to  help  control  it. 

The  coupon  will  bring  you  a  free  copy  of 
"Inflation  in  the  American  Economic  System 
and  your  part  in  it..."  Once  you  read  it,  we 
hope  you'll  want  to  order  bulk  copies  for 
your  company's  employees,  shareholders, 
plant  communities,  schools,  libraries,  and 
other  groups. 

You  can  be  sure  the  price  will  be  as  non- 
mflationary  as  we  can  possibly  make  it. 


The  American  Economic  System. 

We  should 'all  learn  more  about  it. 


/ 


/     RO.  Box  2157 

New  York,  N  Y  10001 
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Please  send  me  a  free  copy  of 
your  inflation  booklet. 


_Zip. 


Market  Trends 


WHY YOU 
SHOULD 
MAKE  A 
CORPORATE 
CONTRIBU- 
TION  TO 
THE  AD 
COUNCIL 


The  Advertising  Council  is  the  biggest 
advertiser  in  the  world.  Last  year,  with 
the  cooperation  of  all  media,  the  Coun- 
cil placed  almost  six  hundred  million 
dollars  of  public  service  advertising. 
Yet  its  total  operating  expense  budget 
was  only  $1,147,000  which  makes  its 
advertising  programs  one  of  America's 
greatest  bargains ...  for  every  $1  cash 
outlay  the  Council  is  generating  over 
$600  of  advertising. 

U.S.  business  and  associated  groups 
contributed  the  dollars  the  Ad  Council 
needs  to  create  and  manage  this 
remarkable  program.  Advertisers,  ad- 
vertising agencies,  and  the  media 
contributed  the  space  and  time. 

Your  company  can  play  a  role.  If  you 
believe  in  supporting  public  service 
efforts  to  help  meet  the  challenges 
which  face  our  nation  today,  then  your 
company  can  do  as  many  hundreds  of 
others— large  and  small— have  done. 
You  can  make  a  tax-deductible  con- 
tribution to  the  Advertising  Council. 

At  the  very  least  you  can,  quite  easily, 
find  out  more  about  how  the  Council 
works  and  what  it  does.  Simply  write  to: 
Robert  P.  Keim,  President,  The  Adver- 
tising Council,  Inc.,  825  Third  Avenue, 
New  York,  New  York  10022. 


[i|  A  Public  Service  of  This  Magazine 
&  The  Advertising  Council 

The  cost  of  preparation  of  this  advertisement 
was  paid  for  by  the  American  Business  Press, 
the  association  of  specialized  business  publi- 
cations. This  space  was  donated  by  this 
magazine. 


The  near-term  taming  of  the  inflation  ra\ 
may  be  the  happy  surprise  for  us  next  yea 

SPECULATION 
IS  IN  THE  AIR 


By  Martin  T.  Sosnoff 


I  can't  stop  look- 
ing at  girls  in  pretty 
dresses.  Texas  In- 
struments, dolled  up 
and  pressing  to  go 
through  a  ten-year 
triple  top.  Miss 
Schlumberger  of 
1980  moves  up  four 
points  a  day,  priced 
at  20  times  latest 
12-month  earnings.  Look  at  Miss  Hal- 
liburton bursting  out,  and  those 
CATV  properties  at  30  times  earn- 
ings. How  to  describe  the  frankly  pro- 
vocative action  of  the  glamour 
pusses?  Speculation  is  in  the  air  and 
the  perfume  is  as  powerful  as  it  was  in 
the  early  1970s.  What's  going  on? 

The  market,  by  any  reasonable 
yardstick,  is  grossly  overvalued. 
S&P's  industrials  sell  at  9  times  earn- 
ings. Even  though  the  bottom  of  the 
recession  was  signaled  in  mid-Sep- 
tember by  the  recovery  in  retail  sales, 
nobody  believes  in  a  strong  economic 
recovery  for  1981.  There  is  no  money 
for  housing  at  savings  and  loans,  and 
the  Federal  Reserve  Board  is  scared 
out  of  its  mind  because  it  has  no  con- 
trol over  money  supply  growth,  and 
this  could  accelerate  in  an  economic 
upturn.  And  the  bond  crowd  shivers 
in  expectation  of  an  inflationary  up- 
tick  (which  should  not  come). 

High-quality  bonds  go  begging  at 
13%  and  the  yield  curve's  flattening 
out  suggests  nobody  is  sure  about  a 
meaningful  decline  in  interest  rates. 
In  the  third  quarter,  bonds  declined 
almost  10%  in  value  and  are  un- 
changed for  the  year  to  date.  Mean- 
while, everyone  has  coined  money  in 
equities.  Because  there  is  no  forecast- 
ing visibility  on  the  virility  of  the 
imminent  economic  upturn,  money 
flows  where  money  is  made.  If  you 

Martin  T.  Sosrioff  is  chairman  of  Atalanta 
Capital  Corp.,  New  York,  and  the  author  of 
Humble  on  Wall  Street. 


overintellectualize  the  case  for  ec 
ties  you  will  end  up  putting  mo; 
into  bonds.  Stocks  at  9  times  earm 
can't  compete  with  13%  AA  b 
paper,  unless  interest  rates  decl 
materially  and  earnings  move  up 
cause  any  economic  recovery  is  boi 
to  be  puny — barring  massive  fi 
stimulus  or  reckless  money  sup 
growth — earnings  are  unlikely  to 
cover  much  next  year. 

What  will  soothe  the  rabid  bi 
crowd?  Well,  inflation,  which  they 
expect  will  accelerate,  probably  \ 
be  a  crowd-pleaser  and  range  aroti 
7%  for  the  next  year  or  so.  Thi< 
because  of  idiosyncrasies  in 
weighting  of  the  Consumer  Price 
dex.  If  food  prices  don't  jump  fr 
present  highs  and  the  mortgage  i 
stays  around  13 1/2%,  a  good  portioi 
the  index  is  already  spoken 
Throw  in  little  change  in  home  pri 
and  perhaps  a  12%  gain  in  energy  ; 
you  come  out  under  7%  for  1981. 

The  near-term  taming  of  the  in 
tion  rate  may  be  the  happy  surp: 
for  all  of  us  next  year.  Bond  rates  co 
ease,  touching  off  a  speculative  a 
in  equities  where  price/earnings  ral 
temporarily  reach  surrealistic  hij; 
The  adumbrations  of  change  aire, 
are  surfacing.  Some  examples — a  y 
ago  the  conventional  wisdom  b 
mouthed  the  secondary  stocks 
years  from  1975  on  closed  the  dis| 
ity  in  valuation  between  the  mai 
rine  goods  and  99  score  butter.  Nc 
ing  could  have  been  so  off  the  xm 
Big-capitalization  secondary  sto 
like  some  of  the  conglomerate 
Loews,  Teledyne,  Reliance  Grou 
show  gains  of  50%  or  more  this  y< 
far  outperforming  the  market. 

Meanwhile,  the  smaller  high-te 
nology  issues  have  boomed.  Semic 
ductors,  CATV,  small-scale  compi 
manufacturers  are  doubles  and  trip 
this  past  year  or  so.  A  rash  of  conv 
ible  debentures  at  enormous  pre: 
ums,  like  Intel  and  Wang,  were  gobb 
up  by  the  public  and  institutional 
vestors.  High-yielding  convertibles 
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WHAT  SAVINGS  CERTIFICATE  HOLDERS  ARE  SATING  ABOUT 

NO  EARLY 
WITHDRAWAL  PENALTY. 


d  in  a 
ii  icast 

three  months'  interest. 

However,  with  FDIT,  there  is  no 
interest  penalty  for  early  withdrawal.  For 
a  minimum  initial  investment  of  $10,000 
you  enjoy  high  money  market  yields  plus 
these  additional  benefits: 

1.  Free  check  redemption  ($500  minimum) 

2.  Constant  $1  share  value 

3.  No  minimum  investment  period 

4.  Reinvestment  of  income  for  an  even 
higher  return 

Before  you  renew,  call  Fidelity. 

•Of  course,  savings  certificates  offer  a  guaranteed  return  and  your  principal 
is  insured  by  a  government  agency. 


-€ 


CALL  FREE  (800)  225-6190 

In  Mass.  Call  Collect  (617)  523-1919 

For  more  complete  information,  including  management 
fees  and  expenses,  please  write  or  call  for  a  prospectus. 
Read  it  carefully  before  you  invest  or  send  money. 

FIDELITY 

i  DAILY  INCOME  TRUST 

I   P.O.  Box  832.  Dept.  JB  101380 
"    82  Devonshire  St..  Boston.  Mass.  02103 


savings 
specialists 


'The  Pomona  Plan" 

■  Tax  incentives  are  included  in 
the  laws  which  allow  you  to  save 
money.  For  more  than  35  years, 
"The  Pomona  Plan"  has  been  used 
to  take  advantage  of  these 
incentives  to  reduce  both  income 
taxes  and  estate  taxes. 

■  During  that  time,  more  than 
$50,000,000  has  been  entrusted  to 
Pomona  College*  to  fund  Gift 
Annuities  &  Charitable  Remainder 
Trusts  under  "The  Pomona  Plan." 
Individual  agreements  have  been 
developed  with  funds  from  $1,000 
and  others  up  to  $1,000,000  or 
more. 

■  To  realize  maximum  tax- 
savings,  you  should  have  invest- 


ment capital,  highly  appreciated 
securities,  real  estate  or  personal 
property,  be  in  a  high  income  tax 
bracket  and  be  over  50  years  of  age. 
A  "Pomona  Plan"  agreement  will 
allow  you  to  reduce  or  eliminate 
capital  gains  tax  as  well  as  saving 
taxes  on  your  ordinary  income. 

■  Experienced  consultants  will 
assist  in  analyzing  your  assets  and 
design  a  tax-saving  program  for 
you. 

■  For  a  free  booklet  describing 
"The  Pomona  Plan"  tax-saving 
agreements,  please  use  the 
readers'  response  card  in  this  issue 
or  write:  Mr.  Howard  C.  Metzler, 
Director,  Annuity  and  Trust 
Program,  Dept.  fioo,  Pomona 
College,  Claremont,  California 
91711. 


*  Pomona  College,  independent,  academically  renowned.  Assets  in  excess  of  $125,000,000. 
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MONEY  &  INVESTMENT* 


Gold  prices  have  started  to  move  up  again. 
Should  investors  consider  gold  futures? 

THE  BAD  NEWS 
BAROMETER 


By  Stanley  W.  Angrist 


My  readers  stead- 
fastly refuse  to  send 
me  any  easy  ques- 
tions. The  one  thing 
that  seems  to  be  on 
their  minds  right 
now  is  how  the  out- 
come of  the  presi- 
dential election  will 
influence  precious 
metals'  prices.  As 
regular  readers  of  this  column  know,  I 
am  not  a  big  fan  of  the  precious  met- 
als, primarily  because  I  found  I  had  to 
sleep  at  night.  It's  a  trade-off  I  re- 
signed myself  to  a  long  time  ago.  Ah, 
but  I  am  begging  the  question. 

During  the  past  couple  of  weeks 
gold  and  silver  have  started  to  move 
up  again  in  a  rather  convincing  man- 
ner. There  are  a  number  of  reasons 
that  have  been  put  forth  for  this 
move:  1)  Saudi  Arabia  raised  the 
benchmark  price  of  crude  about  $2  per 
barrel;  2)  Carter  has  pulled  even  with 
Reagan  in  the  polls,  raising  fears  that 
he  could  win  the  election  and  restore 
our  economy  to  his  "normal"  18% 
inflation  rate;  or  3)  Reagan  will  prevail 
in  the  election  and  restore  U.S.  cur- 
rency to  a  gold  standard,  thus  increas- 
ing the  demand  for  gold;  or  4)  the 
Federal  Reserve  Board  has  lost  control 
of  the  money  supply  again,  thus 
dooming  us  to  another  bout  of  un- 
checked inflation.  Of  course,  not  all  of 
these  reasons  are  mutually  exclusive, 
and  some  traders  believe  that  more 
than  one  could  be  operating  at  this 
time.  However,  now  that  I  have  listed 
them  I  feel  it  incumbent  to  comment 
on  them. 

The  question  raised  by  the  Saudis' 
latest  oil  price  increase  is  whether 
they  can  make  it  stick  in  a  time  of 
world  oil  glut.  My  guess  is  it  will  be 
difficult. 

Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensible 
Speculating  in  Commodities. 


Carter  could  indeed  patch  the 
Democratic  coalition  together  one 
more  time  and  pull  off  an  election 
victory.  Would  he  inflate  the  econo- 
my with  the  same  zeal  and  vigor  he 
did  during  his  first  four  years?  Being 
an  optimist,  I  am  inclined  to  doubt  it, 
but  it  is  certainly  within  the  realm  of 
possibility. 

A  Reagan  victory  is  certainly  no 
guarantee  that  we  would  return  to  a 


gold  analyst  in  its  mining  divi  3 
Presented  below  is  a  portion  c 
supply/demand  balance  for  the  It 
vious  ten  years.  It  is  evident  that  e 
in  the  face  of  higher  prices  nom 
mercial  mine  production  has  sho 
marked  decline,  while  official 
have  steadily  risen.  (Official  sale|i 
those  made  by  governments,  sue 
the  U.S.  Treasury  and  the  Interna  \i 
al  Monetary  Fund.) 

The  second  part  of  the  table  si 
how  gold  has  been  used  over  the 
ten  years.  In  1979  purchase  for  in 
ment  (or  hoarding,  if  you  pn 
which  includes  by  my  reckoning  i 
als,  fake  coins,  official  coins  and  c 
forms  of  bullion  investment,  amo 
ed  to  733  metric  tons.  It  doesn't  t; 
statistical  wizard  to  see  that  last 
there  was  a  56%  increase  in  that ; 
Other  industrial  uses  include 
jewelry  (the  biggest  use),  electroitl 
dentistry  and  miscellaneous.  A  <t 
than  43%  of  last  year's  gold  su  1 


The  gold  picture 


Though  the  world's  gold  supply  has  grown  by  70%  over  the  past  ten  yea 
the  amount  of  gold  that  went  into  investment  and  hoarding  has  gone  fron 
disbursement  of  241  tons  in  1970  to  an  accumulation  of  773  tons. 


Gold  Supply  (metric  ton*)       1970    1971    1972    1973    1974    1975    1976    1977  1978 

Non-Communist  world 

mine  production  1,274    1,236    1,184    1,121    1,007      954      969      972  980 

Net  trade  with 

Communist  bloc  (3) 
Net  official  sales  or 

(purchase)  (236) 

Net  private  purchases 


54  213  275  220  149  412  401  410 
96    (151)         6       20         9       58      269  362 


Gold  Use*  (metric  tons) 

Industrial  uses 
Investment  &  hoarding 
(sales) 


1,035    1,386    1,246    1,402    1,247    1,112    1,439    1,642    1,752  I 

1,276  1,282  1,240  785  441  711  1,152  1,227  1,258  I 
(241)      104        6      617     806     401      287     415      494  | 


*Non-Communist. 


Data  supplied  by  Consolidated  Gold  Fields 


gold  standard,  regardless  of  the  Repub- 
lican platform.  In  the  long  run,  Reagan 
would  probably  reduce  the  growth  of 
the  federal  budget  and  this  would  have 
a  negative  effect  on  gold  prices.  And 
the  passage  of  the  Kemp-Roth  tax  re- 
duction bill  would  certainly  cloud  this 
scenario. 

People  who  watch  the  week-to- 
week  fluctuations  of  the  money  sup- 
ply figures  are  akin  to  those  folks  who 
keep  track  of  who  is  ahead  in  first 
downs  in  a  football  game.  It  certainly 
is  some  indication  of  what  is  going 
on,  but  it  is  a  long  way  from  telling 
you  who  the  winner  might  be. 

So  where  does  that  leave  us?  As 
always  we  are  faced  with  the  funda- 
mentals of  supply  and  demand.  Con- 
solidated Gold  Fields,  Ltd.  has  pre- 
pared an  extremely  comprehensive  re- 
port on  gold  written  by  David  Potts,  a 


wound  up  being  bought  by  people  \ 
no  longer  trusted  paper  currency. 

Cold  is  a  demand-oriented  c» 
modity.  It  needs  fresh  news  (or 
some  would  say,  fresh  fears)  to  sp 
additional  hoarding.  Unfortunat 
the  world  has  not  lacked  for  thing; 
worry  about  in  recent  years.  Stil 
cannot  in  good  faith  recommend 
purchase  of  gold  futures  contract 
they  are  just  too  volatile. 

Investors  who  wish  to  own  gok 
protect  themselves  against  the  i 
ages  of  inflation  might  be  better 
putting  a  small  portion  of  their  por 
lio  into  good-quality  gold-min 
stocks  during  periods  of  price  we 
ness  or,  for  the  nonincome  orient 
purchasing  Krugerrands  or  sim: 
gold  coins  on  a  cash  basis.  Leave 
gold  and  silver  futures  market  to 
very  high  rollers.  ■ 
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Read  before 
you  trade. 


The  more  you  know- 
the  better  we  look. 


;  Chicago  Mercantile 
:hange  wants  you  to  be 
iccessful  futures  trader, 
i  better  you  understand 
ires  trading,  the  better 
r  chances  for  success. 

oster  knowledgeable 
ires  trading,  the  CME 
created  a  virtual  library 
ighly  informative,  con- 
ltly  updated  booklets 
i  brochures.  They're  all 


free  and  there  is  absolutely 
no  obligation. 

In  todays  unsettled  econo- 
my, the  investment  oppor- 
tunities of  the  '60s  and  70s 
may  no  longer  be  sufficient. 
You  can  learn  about  the 
dynamic  Chicago  Mercan- 
tile Exchange  and  the  fu- 
tures industry  as  it  applies 
to  your  business  and  your 
personal  investments  in 


the  '80s  from  us. 

We'll  send  you  our  popular 
"Trading  in  Tomorrows," 
which  includes  a  bibliogra- 
phy of  our  other  publica- 
tions plus  many  that  are 
readily  available  elsewhere 
if  you'll  fill  in  the  coupon 
below  Or  call  toll-free 
800-228-2027,  in  Nebraska 
402-571-4900. 

We  want  you  to  succeed. 


■  Mail-in  Coupon  ■ 


CHICAGO  MERCANTILE  EXCHANGE 

International  Monetary  Market®       Associate  Mercantile  Market® 
444  West  Jackson  Boulevard,  Chicago,  Illinois  60606 


Gentlemen:  Please  send  me  "Trading  in  Tomorrows.' 
Name  


Dept.  4880 


Address 
City  


.State 


Zip 


Financial  Strategy 


If  you  won't 
read  these 
7  signals 
of  cancer... 


have 


the  8ti 


1  •  Change  in  bowel  or 
bladder  habits. 

2«  A  sore  that  does  not 
heal. 

3*  Unusual  bleeding  or 
discharge. 

4 •Thickening  or  lump 
in  breast  or  elsewhere. 

8 •Indigestion  or  diffi- 
culty in  swallowing. 

6  •  Obvious  change  in 
wart  or  mole. 

7.  Nagging  cough  or 
hoarseness. 


8*  A  fear  of  cancer  that 
can  prevent  you  from 
detecting  cancer  at  an 
early  stage.  A  stage 
when  it  is  highly  cur- 
able. Everyone's  afraid 
of  cancer,  but  don't  let 
it  scare  you  to  death. 


\  ^American  Cancer  Society 


You  could  almost  say  that  Ma  Bell  is  hot 
rowing  to  pay  that  high  dividend. 

MA  BELL 
OR  OLD  MAID? 


By  John  Train 


A   POINT   RAISED  in 

my  Aug.  4  column 
challenging  AT&T's 
dividend  policy  has 
generated  a  certain 
amount  of  conster- 
nation. That's  un- 
derstandable, con- 
sidering that  Tele- 
phone has  3  mil- 
lion income-orient- 
ed shareholders,  many  of  whom  count 
on  their  dividends  to  live  on. 

A  letter  from  reader  Peter  Gould  of 
Cherry  Hill,  N.J.  catches  the  flavor: 
"Mr.  Train  makes  a  rather  surprising 
statement:  AT&T  is  paying  out  divi- 
dends it  really  can't  afford.  Does  he 
realize  how  disturbing  this  is  to  the 
vast  number  of  small  shareholders  in 
the  company?  AT&T  has  the  enviable 
reputation  of  being  one  of  the  best- 
managed  conservative  corporations  in 
the  world." 

I  certainly  sympathize  with  Mr. 
Gould  and  his  millions  of  fellow  mem- 
bers of  AT&T's  vast  family.  The  com- 
pany is  indeed  an  outstandingly  well- 
run  operation,  and  a  tribute  to  the 
merits  of  private,  rather  than  public, 
management  of  industry:  Compare  it 
with  the  state-owned  French  or  Ital- 
ian telephone  systems,  or  indeed  with 
our  own  Post  Office. 

But  that  doesn't  seem  to  impress 
the  state  regulatory  commissions.  Of- 
ten dominated  by  consumerist  politi- 
cians, they  appear  quite  willing  to  kill 
the  golden  goose  by  preventing  AT&T 
from  earning  a  fair  return  on  its — that 
is,  reader  Gould's — investment. 
Let's  look  at  the  facts  of  the  case. 
Last  year  Telephone  reported  earn- 
ings of  just  over  $8  a  share.  It  paid 
dividends  of  $5,  nearly  two-thirds  of 
earnings.  So  far,  so  good. 

John  Train  is  president  of  Train,  Smith,  Invest- 
ment Counsel,  New  York,  and  the  author  of 
The  Money  Masters  and  Dance  of  the 
Money  Bees. 


But  how  real  were  those  earnin. 
AT&T  quite  openly  keeps  two  sets 
books,  one  for  the  IRS  and  one  for 
shareholders.  Suppose  we  switch  fri 
the  18-year,  straight-line  depreciati 
on  plant  that  it  favors  in  report: 
earnings  to  its  shareholders  to  the 
year  accelerated  depreciation  it  e 
ploys  for  tax  reporting.  After  all,  h 
many  things  do  you  know  that  > 
can  use  for  18  years  and  then  repl; 
for  the  same  price — or  for  14  years, 
that  matter?  That  adjustment  woi 
make  a  difference  of  about  S2.3C 
share  and  reduce  1979  earnings  fn 
$8  to  $6.70.  So  the  $5  dividend  s- 
denly  becomes  almost  three-quart 
of  real  earnings. 

But  there's  more.  AT&T  levie 
conceptual  interest  charge  on 
money  it  has  tied  up  in  construct 
and  adds  that  to  its  reported  earnir 
reasoning  that  this  amount  can 
tacked  on  to  the  plant  cost  and  rec 
ered  over  the  life  of  the  equipme 
But  that's  not  cash  income,  wher 
AT&T's  dividends  are  a  cash  outla 

Then,  for  tax  purposes,  AT&T 
penses  certain  taxes  and  construct 
costs  that  it  has  to  capitalize  for  re 
latory  purposes.  But  that  differer 
which  also  appears  in  earnings,  ag 
is  not  available  in  cash,  and  is  tht 
dubious  basis  for  a  cash  dividend. 

Finally,  AT&T  credits  itself  v* 
the  full  underlying  earnings  of  the  a 
sidiary  companies  carried  in  its  bo< 
on  an  equity  basis,  even  though 
dividends  received  from  those  com 
nies  are  less  than  their  earnings. 

These  last  three  adjustments  co 
to  about  a  $1  a  share,  on  top  of 
$2.30  adjustment  for  overdeprei 
tion,  making  a  total  adjustment 
$3.30.  Subtract  that  from  AT&T's 
of  reported  earnings  and  you  h 
"hard"  earnings  of  somewhat 
than  $5,  as  compared  with  the  $5  c 
dividend,  which  all  of  a  sudden  jut 
to  over  100%  of  conservatively  sta 
earnings.  So  if  you  and  I  owned 
company  outright,  perhaps  we  wo 
wait  until  we  saw  those  various 
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ting  items  arrive  in  cash  before 
lg  them  out  as  dividends, 
lother  way  to  look  at  the  problem 
terms  of  Telephone's  financial 
s.  It  is  required  to  maintain  ser- 
at  an  acceptable  level  in  order  to 
:rve  its  franchise.  However,  it 
ot  generate  enough  cash  internal- 
pay  for  its  new  equipment.  As  a 
t,  it  must  constantly  go  to  the 
;et  for  enormous  amounts  of  mon- 
cover  its  capital  costs.  Last  year 
T  raised  approximately  $5  billion 
ternal  funds.  That  compares  with 
dividends  of  about  $3.4  billion, 
ut  an  unkind  construction  on  all 
one  could  say  that  Ma  Bell  is 
>wing  to  pay  its  dividends, 
why  own  the  stock?  The  usual 
er  is  for  yield.  But  to  be  really 
dable,  a  yield  must  rise,  after 
!,  as  fast  as  inflation.  Over  the 
ten  years  the  compound  growth 
jf  AT&T's  dividend  has  averaged 
t  6.5%  and  in  the  future  may  not 
5  well.  So  the  shareholder  risks 
lally  losing  ground  against  infla- 
even  without  considering  the 
bility  that  he  has  been  pushed 
a  higher  tax  bracket, 
lother  class  of  AT&T  investor  is 
istitution  that  takes  a  position  in 
stock  as  a  play  on  the  money 
;et.  An  article  in  the  Apr.  14  issue 
>rbes  cites  an  institutional  mon- 
lanager:  "When  you  think  inter- 
ites  are  going  to  turn  around,  it's 
ely  big  sink  in  which  you  can  put 
of  capital  without  upsetting  the 
:et.  It's  a  huge,  great  big  pool  of 
dity." 

le,  but  that's  speculating  on  in- 
t  rates,  not  participating  in  the 
term  future  of  telecommunica- 
|  and  when  interest  rates  turn 
nd  again,  as  perhaps  they  al- 
f  have,  this  rather  gushy  man- 
and  his  peers  will  be  hunting  for 
;one  else  to  take  the  stock  off 
hands.  It's  like  the  children's 
i  of  Old  Maid:  The  trick  of  the 
;  is  not  to  be  left  holding  the 
>ter  card.  One  keeps  trying  to 
it  off  on  the  next  player  before 
gets  stuck  with  it  for  good, 
hen  you  get  right  down  to  it, 
ing  AT&T  is  betting  against  in- 
)n,  which  renders  the  company's 
sciation  inadequate  and  de- 
>es  all  yield  issues.  It  is  also  a  bet 
ist  the  eventual  success  of  popu- 
:onsumerism.  The  John  Kenneth 
iraiths  and  the  Ralph  Naders  are 
:treat  just  now,  but  can  anyone 
hat  they  won't  be  back?  So  don't 
to  sell  AT&T,  but  don't  expect 
cles  either.  ■ 
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The  foundation  is  the  belief  that  there  has 
been  a  change  in  public  attitudes  toward 
business  and  economic  policy. 

THE  SECULAR 
BULL  CASE 


By  Richard  B.  Hoey 


So  far  the  1980  bull 
market  has  been  a 
classically  cyclical 
one,  but  some  port- 
folio managers  are 
beginning  to  focus 
on  a  longer-term 
bullish  case  for 
stocks  that  they  call 
the  secular  bull  case. 
Their  secular  bull 
case  is  that  many  of  the  negative 
trends  that  emerged  in  the  U.S.  in  the 
last  20  years  are  beginning  to  be  re- 
versed. If  so,  the  outlook  for  the  cap- 
italist system  and  common  stocks 
will  improve  in  the  next  ten  years. 

The  foundation  for  the  secular  case 
is  the  belief  that  there  has  been  a 
change  in  public  attitudes  toward 
business  and  economic  policy,  and 
that  these  changed  attitudes  will  be 
reflected  in  legislation,  not  merely  in 
political  speeches. 

We  believe  that  there  are  actually 
three  separate  secular  bull  cases:  1)  the 
reindustrialization  bull  case,  2)  the  dis- 
inflation bull  case  and  3)  the  demand- 
for-stocks  bull  case. 

First,  there  is  the  reindustrializa- 
tion  case.  There  is  widespread  support 
for  changes  in  tax  laws  to  stimulate 
capital  spending  and  research  and  de- 
velopment. The  main  question  is  how 
large  a  change  in  the  tax  and  depreci- 
ation schedules  actually  will  take 
place.  The  prospect  for  favorable  legis- 
lation appears  to  be  good,  with  the 
1981  tax  cut  likely  to  be  the  key  test. 

Actually,  a  cut  in  the  capital  gains 
tax  would  probably  do  the  most  to 
promote  reindustrialization.  That's 
because  stock  prices  are  still  so  low 
that  many  cash-rich  companies  prefer 
to  expand  by  buying  existing  compa- 
nies rather  than  building  new  plants. 
Other  companies  defer  new  plants  be- 

Richard  B  Hoey  is  a  vice  president,  economist 
and  investment  strategist  at  Bache  Halsey 
Stuart  Shields. 


cause  of  the  high  cost  of  new  capital. 
Lower  capital  gains  taxes  would  stim- 
ulate higher  stock  prices  and  more 
capital  spending. 

The  disinflation  bull  case  is  logical- 
ly distinct  from  the  reindustrializa- 
tion case.  For  example,  countries  such 
as  Brazil  have  sustained  strong  capital 
spending  over  many  years,  despite 
high  inflation.  The  disinflation  case 
presumes  that  the  trend  toward  esca- 
lating inflation  will  be  reversed. 

While  I'm  optimistic  about  a  cycli- 
cal drop  in  inflation,  I'm  dubious 
about  a  more  sustained  slowing.  It 
will  be  difficult  to  reduce  inflation 
permanently  unless  the  federal  budget 
is  balanced  or  the  Federal  Reserve  pur- 
sues a  high-interest-rate  policy.  Feder- 
al budget  deficits  place  pressure  on  the 
Federal  Reserve  to  buy  excessive 
amounts  of  Treasury  bonds,  monetiz- 
ing the  deficit.  This  drives  up  the 
monetary  base  and  the  money  supply, 
feeding  the  inflationary  mechanism. 

To  halt  the  bias  toward  borrowing 
and  inflation  in  our  system,  we  need  a 
positive  aftertax  return  for  savers  and 
a  positive  aftertax  burden  for  borrow- 
ers, including  mortgage  borrowers. 
With  the  long-term-trend  rate  of  infla- 
tion near  9%,  that  would  require  sav- 
ings rates  and  mortgage  rates  near 
15%  on  a  sustained  basis,  which  I  do 
not  expect.  Alternatively,  the  tax 
codes  could  be  changed  to  tax  only 
that  portion  of  interest  income  that  is 
in  excess  of  inflation  and  to  phase  out 
the  deductability  of  interest  over  a 
period  of  years.  Not  likely! 

Assuming  the  Federal  Reserve 
avoids  excessive  monetary  stimulus,  I 
am  hopeful  that  we  can  maintain  the 
trend  rate  of  inflation  near  9%.  That 
would  at  least  break  the  pattern  of 
ever  higher  inflation  rates  each  cycle. 

The  demand-for-stocks  bull  case 
seems  to  me  to  be  more  firmly 
grounded.  Of  all  the  real  assets  or  eq- 
uity claims  on  real  assets,  only  com- 
mon stocks  have  failed  to  adjust  to 
the  inflation  of  asset  values  in  the  last 
15  years. 


Over  the  next  decade,  many  rm 
bers  of  the  postwar  baby  boom 
shift  into  financial  surplus  and  be 
accumulating  assets  above  and 
yond  their  own  home.  The  first  cu 
the  capital  gains  tax  has  already  b 
passed  into  law,  making  a  buy- 
hold  strategy  for  investors  more 
tractive.  Mutual  funds  soon  should 
marginable,  and  there  are  early  si 
of  inflows  into  aggressive  gro' 
funds.  Foreign  portfolios  are  unde 
vested  in  U.S.  stocks  even  though 
great  bear  market  in  the  U.S.  dc 
may  be  over.  Stocks  are  retuminj 
favor  in  pension  fund  portfolios. 

Strong  gains  have  already  occui 
in  most  stocks  this  year,  but  over 
next  12  months  stock  prices  are  Hi 
to  benefit  from  favorable  cyclical 
tors  and  the  anticipation  of  an 
proving  secular  outlook. 

We  believe  that  it's  now  pruden 
lengthen  your  investment  horizi 
stressing  stocks  that  are  likely 
prosper  through  1982  and  1983, 
just  in  1981. 

Cement  has  been  a  low-growth 
dustry  in  recent  years.  From  the 
cade  of  the  1960s  to  the  decade  of 
1970s,    U.S.    cement  consump 
grew  at  only  a  0.4%  annual  rate. 
Portland  Cement  Association  is  £ 
casting  a  faster  growth  rate  in 
decade  of  the  1980s.  Cement 
sumption  is  expected  to  rebound  t 
a  depressed  75  million  tons  in  1 98 
about  82  million  tons  in  1981  ant 
million  tons  in  1985.  Cement  proi 
ers  with  modern,  low-cost,  energy 
ficient  plants  should  prosper  in 
next  five  years. 

One  of  our  favorite  cement  stc 
is  Kaiser  Cement  (29).  Earnings  she 
drop  to  about  $3.30  in  1980  f 
$5.01  in  1979,  but  should  reboun 
about  $6  in  1981  and  $7  to  $8  in  IS 

The  company  is  spending  $300 
lion  to  modernize  and  expand  al 
four-fifths  of  the  company's  capa« 
Its  new  and  modernized  plants  wi. 
much  more  energy-efficient  than 
isting  facilities,  most  of  which  usj 
and  natural  gas  to  fuel  "wet  proc 
plants.  By  1981,  the  company's  p 
will  have  largely  changed  over  to 
as  a  fuel  source.  In  the  mid- 19 
Kaiser  should  also  benefit  froi 
large,  modern  cement  plant  it 
build  in  Hong  Kong  in  a  joint  ven 
partnership. 

Kaiser  is  selling  at  about  5  ti 
next  year's  estimated  earnings  o 
and  yields  about  5%.  Comparisor 
quarterly  earnings  with  prior  yt 
results  should  turn  favorable  in 
first  quarter  of  1981.  ■ 
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3626  provides  in  pertinent  part:  "No  person  who  would 
have  been  entitled  to  mail  matter  under  former  section 
4359  of  this  title  shall  mail  such  matter  at  the  rates 
provided  under  this  subsection  unless  he  hies  annually 
with  the  Postal  Service  a  written  request  for  permission 
to  mail  matter  at  such  rates." 

In  accordance  with  the  provisions  of  this  statute,  I 
hereby  request  permission  to  mail  the  publication  named 
in  Item  1  at  the  phased  postage  rates  presently  authorized 
by  39  U.S.C  3626. 

LEONARD  H.  YABLON 
Executive  Vice  President 


Maybe  the  actors'  strike  ought  to  have  la± 
ed  until  the  recession  ends.  It  could  hai 
been  a  hidden  boon  to  harried  investors. 

AND  NOW,  A  WORD 
FROM  OUR  SPONSOi 


By  Srully  Blot  nick 


"What  will  you  do 
if  you  have  to  keep 
watching  reruns  on 
TV?"  I  asked  inves- 
tors in  my  sample. 

"I    don't  intend 
to,"  they  replied. 

Only  about  three 
in  five  of  the  sample 
have  the  TV  habit. 
But  those  who  do, 
have  it  bad.  The  set  is  on  approxi- 
mately 32  hours  per  week.  "Of  course, 
I'm  not  watching  it  the  whole  time," 
they  always  add. 

That  is  true.  The  evening  news  has 
their  largely  undivided  attention,  yet 
the  thing  they  seek  most  from  the 
remainder  of  the  schedule  isn't  infor- 
mation, it's  relaxation.  "When  I 
come  home,  I'm  bushed,"  said  a  45- 
year-old  frozen-foods  salesman.  "I 
just  want  to  sit  there  and  stare  at 
something  empty-headed." 

So  what's  new?  fust  this.  There  is 
one  way  in  which  members  of  my 
affluent  group  differ  from  the  typical 
TV  viewer:  They  have  a  significantly 
lower  tolerance  for  reruns,  a  result 
with  important  consequences.  In  fact, 
the  only  programs  they  report  they're 
willing  to  sit  through  a  second  time 
are  some  of  the  very  old  ones  like 
M*A*S*H  and  /  Love  Lua  Apparently, 
once  enough  time  passes,  the  shows 
seem  nearly  new. 

There  is  one  other  show  for  which 
they're  willing  to  make  an  exception: 
The  Tonight  Show.  The  standardized 
format  and  low-key  presentation 
breed  familiarity  and  hence  have  a 
soothing  effect  viewers  like  at  that 
hour.  "It's  a  relaxing  show,"  said  one. 
"There's  not  much  difference  from 
one  show  to  the  next,"  said  another. 
Where,  then,  are  they  turning  when 

Dr.  Srtdlly  Blotnick  is  a  practicing  psy  chologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


confronted  with  reruns,  a  progr 
ming  necessity  thanks  to  the  act 
strike,  which  began  July  21? 

They  have  their  answer  ready, 
tors  may  be  on  strike,  but  athl 
aren't.  Said  one  viewer:  "I'm  wa 
ing  more  baseball."  And  anothei 
won't  have  to  worry  about  mis 
any  more  football  games  bec< 
somebody  wants  to  watch  ont 
those  dumb  sit-coms.  I'll  be  abl 
say,  'You've  already  seen  this  one 

The  upshot?  Companies  that  1 
ads  scheduled  to  run  during  spor 
events  in  the  fall  season  may  acci- 
tally  reap  an  unexpected  bonus.  T 
extent  that  could  prove  surpns 
given  the  consistency  of  investo 
sponses,  the  audience  for  ey^erytl 
from  golf  to  soccer  will  have  an  a 
tional  complement  of  wealthy 
well-educated  viewers  impatie 
searching  for  first-run  programs. 

The  networks  are  well  aware  ol 
problem  of  viewer  defections  anc 
doing  whatever  they  can  to  er 
their  normal  audience  not  to  ch. 
channels.  Still,  many  viewers  hav 
ready  decided  to  take  up  the  slac 
watching  sporting  events. 

But  not  all  of  them;  a  large  nur 
have  something  different  in 
from  sports.  I  regularly  ask  inves 
what  books,  magazines  and  new 
pers  they  buy,  in  order  to  keep  t 
of  their  sources  of  financial  infoi 
tion.  I  also  ask  my  sample  of  inve! 
where  they  do  the  reading.  Would 
be  surprised  to  hear  that  many 
good  part  of  it  during  evenings  an 
weekends  with  the  TV  on?  Or  do 
sometimes  read  that  way  yoursel 

It  may  not  sound  like  a  very 
cient  way  to  read,  but  two  thing 
low  it  to  be  more  so  than  it  rr 
seem.  The  first  is  a  dull  prograir 
one  person  put  it,  "If  the  show  sti 
I  turn  off  the  sound  and  don't  I 
interrupt  me."  The  second  is  a 
mercial.  There  are  an  extraordi 
number  of  people  who  do  the  bu 
their  reading  during  station  br 
and  advertisements.  In  fact,  v 
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for  commercials,  many  periodi- 
would  go  unread  by  a  sizable 
ber  of  purchasers, 
it  because  of  the  prevalence  of 
is  today,  many  are  spending  more 
looking  at  the  magazines  and 
spapers  they  now  get.  That's  a 
\  important  shift  than  it  seems, 
he  fact  remains  that  most  readers 
i,  rather  than  study,  the  pages  in 
:  of  them. 

i  a  result,  they  don't  do  very  well 
;sts  I've  designed  over  the  years 
;st  their  recall  of  the  material 
've  seen.  It's  not  for  lack  of  read- 
ability,- they've  merely  scanned, 
:ad  of  read,  the  articles.  They  are 
)o  much  of  a  hurry.  So  even  a 
1  increase  in  the  amount  of  time 
allot  to  a  newspaper  or  magazine 
es  a  significant  difference  in  the 
ant  of  information  they  both  pick 
id  later  remember, 
tose  extra  minutes  allow  them  to 
:  closely  examine  the  editorial 
ent.  Advertisements  too  are  no- 
more  often.  Even  a  modest  in- 
ie  in  the  quantity  of  time  readers 
d  with  a  particular  issue  raises 
ficantly  their  retention  of  what 
ve  just  read. 

short,  two  groups  may  wind  up 
fiting  from  the  strike,  if  only 
torarily:  1)  companies  who 
ht  ads  scheduled  to  run  in  maga- 
>  and  during  sporting  events  on 
instead  of  during  prime-time  se- 
2)  investors. 

restors?  Here's  why:  In  a  substan- 
Lumber  of  cases  investors  typical- 
im  an  item — in  fact,  just  the  first 
lines  or  paragraphs  of  an  article. 
:  on  in  the  piece  the  complexities 
drawbacks  were  spelled  out,  but 
le  skimming  the  reader  often 
ooked  them.  Many  have  gone  so 
s  to  claim  that  they  would  not 
lost  money  had  they  been 
ted  in  advance  that  the  situation 
1't  as  rosy  as  they  had  been  led  to 
ve.  Ironically,  the  reservations 
doubts  were  there  all  along  but 
ignored. 

lything  that  slows  people  down  a 
even  something  as  pedestrian  as 
eruns — may  lessen  dramatically 
lamage  to  which  their  impulsive- 

typically  exposes  them.  Maybe 
ctors'  strike  ought  to  have  lasted 
the  recession  ends.  Investors 
well  need  the  extra  hours  to  find 

way  through  what  promises  to 
me  murky  and  confusing  months 
d.  In  some  ways  it's  a  classic  con- 
ation: Hollywood  versus  Wall 
:t.  And  right  now,  investors  need 
le  help  they  can  get.  ■ 


TAX  FREE  BONDS. 

Ask  the  man  who  owns  them. 

"No,  tax  free  bonds  are  not  my  only  investment. 
For  many  reasons,  I  need  a  diversified  portfolio. 
But  I'm  not  sure  that  tax  free  municipals  are  not 
my  best  investment. 

"Consider  this.  Because  I'm  in  a  50% 
tax  bracket,  I  would  have  to  earn  19%  in 
some  other  investment  to  equal  the  9lA% 
I  earn  in  tax  frees.  You  have  to  look 
pretty  far  to  find  another  investment 
that  yields  a  return  like  that.  Or  one 
that's  as  safe  as  municipals. 

"I  know  enough  about  business  to 
realize  there  are  times  to  call  in  a 
specialist.  That's  why  I  deal  with  the 
people  at  Multi-Vest.  Their  only 
business  is  tax  free  bonds.  I  count 
on  my  tax  free  specialist  at  MVS 
to  be  on  top  of  my  portfolio. 
With  their  reputation  and 
hundreds  of  millions  of  dollars 
in  sales,  I  know  MVS  can  get  the  right  bonds  for  me.  And  I  like  the  fact  that  I  get 
information  and  attention  any  time  I  need  it. 
For  the  full  story  on  the  ways  tax  free  bonds  can  work  for  you, 
talk  to  the  specialists  at  Multi-  Vest.  It's  their  business  to  know. 


F5 

NAME 


/Multi -Lfest  Securities,lnc. 


Am 


ADDRESS. 


CITY/STATE/ZIP. 


63  WALL  STREET 
-    NEW  YORK  10005 
212-425-0366 
800-221-5136 

Members:  NASD/SI  PC 


The  biggest  mouth 
you  feed 
is  your  Tax  Bite. 


It's  not  fussy.  It  will  eat  anything.. .your  earnings, 
savings  interest  and  investment  income.  But 
there  is  a  way  to  curb  your  Tax  Bite's 
ravenous  appetite.  It's  called  the  Rowe  Price 
Tax-Free  Income  Fund. 

•  Tax-Free — no  income  tax  for  the  IRS*. 

•  No-Load — no  sales  charge  or 
redemption  fee. 

Prompt  Liquidity — by  calling  toll  free 
or  simply  writing  a  check. 
•  Low  Minimum— as  little  as  $1,000 
=^  can  start  you  receiving  tax-free  income. 
•  Easy  To  Purchase — send  in 
the  coupon  or  call  toll  free 
1-800-638-5660. 


ROWE  PRICE  TAX-FREE 
INCOME  FUND,  INC. 

100  E.  Pratt  St.,  Baltimore,  Maryland  21202 


A6 


Address . 
City  


State. 


Zip. 


1 1978  T.  Rowe  Price  Associates,  Inc. 


For  more  complete  information,  including  manage 
ment  fee  and  other  charges  and  expenses,  obtain  a 
prospectus.  Read  it  carefully  before  you  invest 
or  send  money. 

'Income  may  be  subject  to  state  and  local  taxes. 
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NOBODY  ISSUES 
FINANCIAL  STATEMENTS 
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Newsweek  isn't  usually  considered  a  business 
magazine.  But  more  than  7  million  business 
people  turn  to  it  for  business  information. 

They  gain  insight  from  the  frequently  clash- 
ing views  of  Nobel  laureate  economists  Milton 
Friedman  and  Paul  Samuelson. 

And  they  find  a  wealth  of  valuable  information 
on  personal  money  management  in  the  weekly 
column  authored  by  Jane  Bryant  Quinn. 

Just  as  important,  they  look  to  Newsweek  for 
ongoing  news  about  the  people  and  trends 
and  events  that  shape  the  economy.  Newsweek 
helps  keep  them  up  to  date  on  Wall  Street, 
Hollywood,  Washington,  Detroit  and  Peking; 
on  medicine,  working  women  and  nuclear 
energy;  on  everything  from  New  Wave  music  to 
the  latest  happenings  in  the  Persian  Gulf; 


•Source:  llM<>  Sprin| 

and  on  personalities  from  ltzhak  Perlman 
to  Pope  John  Paul  to  Bunker  Hunt. 

\\ Tien  you  talk  to  business  people  in 
Newsweek,  you  do  so  in  a  lively,  informative 
environment  that  no  strictly  business  pub- 
lication can  match. 

In  business,  keeping  well-informed  is 
essential. 

And  for  some  7.3  million  professional  and 
managerial  people,  that  includes  reading 
Newsweek  regularly* 

For  more  information,  contact  your  local 
representative.  Or  Perk  Rankin,  Newsweek' s 
Financial  Advertising  Manager,  (212)  350-2145. 
Charles  Nickenig,  Corporate-Industrial 
Advertising  Manager,  (212)  350-2117,  444  Madi< 
Avenue,  New  York.  N.Y.  10022. 
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REAL  ESTATE 


REAL  ESTATE 


WE  KNOW 
COLORADO  RANCHES  &  FARMS 

Any  size:  60  to  60,000  acres.  Western  slope;  trees, 
mountains,  hunting,  with  streams  or  rivers  for  fishing. 
Close  to  skiing.  Eastern  plains  or  foothills,  dryland 
wheat  or  irrigated  farms.  No  matter  the  size  or  type, 
if  you  want  a  ranch  or  farm  let  us  know  what  you  arc 
looking  for.  If  we  don't  have  it  we  can  help  you  find  it. 


LET  US  PUT  YOUR  BRAND  ON  A  RANCH" 


ORB 


4455  HARLAN  STREET 
WHEAT  RIDGE,  COLORADO  80033 
(303)  424-5010 
RANCHES  FARMS. 


Treehouse 


Assemble  This  Unique  Home 
In  A  Few  Weeks 
For  Price  &  Construction 
Package  Information  Send  $4.00  To: 


fopaider  Homea 


P.O.  Box  849  F 
Yadkinville.  N  C.  27055 
919-679-b846 


FLORIDA  LAND 

On  St.  Johns  River:  30,000  acres 
undeveloped  land,  18  miles  east  of 
Orlando,  between  State  Roads  46 
&  50.  Contact  owner: 

NORRIS  COMPANY 
P.O.  Box  1088,  Ocala,  Fla.  32670 
(904)  622-7151 


MOUNTAIN  RANCH 

8,500  deeded  acres  with  over  14  miles 
of  common  boundary  with  the  U.S. 
Forest  Service,  not  to  mention  excel- 
lent fly  fishing  and  game  on  the  ranch. 
In  addition,  this  is  a  balanced,  well 
blocked  500-animal  unit  operation 
with  good  deeded  range,  hayland,  and 
improvements.  There  is  room  to  in- 
crease capacity  and  it  is  available 
with  good  terms.  Call  or  write  for 
color  brochure — 406-252-2155. 

HALL  AND  HALL  INC. 

(Exclusive  Agents  for  Sellers) 
P.O.  Box  1924 
Billings,  Montana  59103 
(406)  252-2155 


FREE  CATALOG 

Big  .  .  .  Free  FALL  1980  Catalog 
describes  and  pictures  more  than  2,700 
farms,  ranches,  acreages,  recreational 
properties,  businesses,  town  and  coun- 
try homes  in  43  states  coast  to  coastl 
Please  specify  type  and  location  pre- 
ferred. 

UNITED  FARM  AGENCY 

612-Y  W.  47th  Street 
Kansas  City,  MO.  64112 


OIL  &  GAS  INVESTORS  SYMPOSIUM 


Are  you  a  potential 
Oil  and  Gas  Investor? 

Attend  Keplinger  and  Associates,  Inc  semiannual  Symposium  on  Oil  and  Gas 
Investing  and  Financing 

Houston,  Texas  London  England 

October  S3,  24,  Z5  November  13  and  14 

If  you  have  considered  investing  in  the  energy  industry  then  the  Symposium  on 
Oil  and  Gas  Investing  and  Financing  will  provide  you  with  the  basic  funda- 
mentals Designed  for  the  non-technical  businessman,  the  symposiums  will 
examine  the  options  available  through  Drilling  Funds  Public  Companies . . . 
Independent  Operators  plus  Financing,  Accounting  and  Taxation 

For  more  information,  send  for  our  brochure: 

Keplinger  and  Associates,  Inc.  /  3200  Entex  Bldg  .  /  1200  Milam  / 
Houston,  Texas  77002  /  (713)  651-3127 


NAME 

PHONE  NO 

COMPANY 

ADDRESS 

KEPLINGER  and  Associates,  Inc. 

IN  .  FKH ATIONAL  ENERGY  CONSULTANTS 

K 

REACH  THE  AFFLUENT  IN  FORBES  CLASSIFIED 


REAL  ESTATE 


REAL  ESTATE 


Introducing  .  .  . 

Admiral's  Row 

Two-Bedroom  Oceanfront  Condominiums 

£89,900/ £9,000  down 

An  exclusive  offering  of  Hilton  Head  Island  Beach 
and  Tennis  Resort .  These  lovely  oceanfronl 
condominiums  are  tastefully  furnished  and  completely 
accessorized.  And  most  importantly— 
90%  financing  is  available.  An 
exciting  ground  floor  opportunity! 

Call  collect  803-785-8666. 
HILTON  HEAD  ISLAND 

BEA(  II  &  TENNIS^jfH  \      V  £ 

RESORT  * 


t»939  10  APBria  38 


COLORADO  SKI CONDOS 
UNDER  $22,000  UNIQUE 

1/15  fractional  equity  with  title  insur- 
ance. New  2  &  3  br.  fully  furnished 
&  equipped.  Located  near  Winter 
Park  Slopes.  Plan  provides  3  week 
use  per  year,  while  sharing  upkeep 
with  14  other  owners.  Actual  prices 
$13,500  to  $21,500.  TIMBER  RUN 
(303)  726-8949  for  brochure 

MISCELLANEOUS  FOR  SALE 


GEMSTONES 
FOR 
TRADE 

(212)  355-2518 


MISCELLANEOUS  FOR  S 

GENUINE  GEMSTONES  A 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Tr 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  45 
TOLL  FREE  SERVICE  1-800-621 

COMPLETE  LINE  OF 
INVESTMENT  QUALITY 
BRAZILIAN  GEMSTOP 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORA 
235  6th  Street 
Pine  City,  Minn.  55063 
612-629-2537 
Associates: 
Industria  De  Joias  Padua  LT 
Belo  Horizonte,  Brazil 


HOW  TO  ADVERTISE  IN 

FORBES  CLASSIFIED 

REGULAR  CLASSIFIED  LISTINGS:  All  listings  are  ac- 
cepted at  the  discretion  of  the  Publisher.  Line  rate  ia 
$22.30.  Minimum  size  ad  is  one  inch  (14  agate  lines) 
costing  $312.20.  FORBES  will  typeset  without  charge. 

DISPLAY  CLASSIFIED  ADVERTISING:  Line  rate  is 
$21.90.  Minimum  size  for  display  of  two  inches  (28 
agate  lines)  costing  $613.20.  Must  be  submitted  as  film 
negative  or  camera-ready  mechanical  to  size.  For  spe- 
cific requirements  send  for  order  form. 

Box  numbers  provided  on  request.  There  is  nc 
charge  for  mailing  service  on  blind  ads. 

FORBES  CLASSIFIED  is  published  in  the  first  issue  ol 
each  month.  Advertising  closing  date  is  one  month 
preceding  date  of  issue. 

Frequency  discounts  available.  Payment  must  ac- 
company order  unless  from  accredited  agency. 


FOR  ADDITIONAL  INFORMATION  WRITE  OR  CALL: 

SARAH  MADISON 
FORBES  CLASSIFIED 

60  FIFTH  AVENUE/NEW  YORK,  NY  10011 
(212)  620-2371 


Forbes 


IESS  OPPORTUNITIES 

D0-327-6970 

acts  About  U.S. 
ias  Lease  Program: 

Z  special  offer  of  $15 
3  per  family  to  introduce 
to  this  program  . 

00,000  awarded  to  FRC 
its  in  past  8  months 
prices  doubled 

e  1977 

X  Tax  Deductible 
plimentary  Brochure 


leacon  St.,  Boston,  MA  02108 
[61 7]  367-2929  


IEE  MONEY 
REPORT 

que  money  sources  for  new 
ig  businesses  at  very  com- 
ates.  Lucrative,  prestigious 
opportunities  also  available, 
ir  own  hours.  No  experience 
Proven  success  formula, 
company  will  assist  every 
sible.  Write:  DFC,  Dept. 
145  Reservoir  Avenue,  Cran- 
>de  Island  02920. 


TAX  CONSULTANT 


limited  in  growing  lax  preparation 
ents  are  earning  lucrative  tees  in 
nil  or  part  time  business  preparing 

returns  during  busy  season.  Many 
e  profitable  Business  Tax  Services 
ly  monthly  fees.  No  bookkeeping 

necessary  We  train  you  at  home 
ju  start  Accredited  National  Home 
ncil.  Approved  for  Vet  training. 
:HEE  literature  No  salesman  will 


AL  TAX  TRAINING  SCHOOL 
isey,  88KM,  N.Y.  10952 


m  Services  otters  a  new  Con- 
iling  for  oil  &  gas  leases. $15 
)  period  brings  you  instruc- 
aterials  &  geological  recom- 
ns.  For  free  brochure  contact: 
r,  Services,  2300  Candelaria, 
que,  NM  87107;  (800) 
0  Ext.  1980. 


>JESS  CONNECTIONS 


*  Alt  BUSINESSMEN 

HAVE  MONEY 
rO  BUY  &  INVEST 

bp  Finders  Fees  Paid 
inders  Inquiry  Invited 
rrite  Box  A201  Forbes 

60  Fifth  Avenue 
lew  York,  NY  10011 


INVESTMENTS 


errands  Reduced 


e  per  Krand  equals  NY  spol  S23 
per  Krand  equals  NY  spot-  S25 
er  Krand"  equals  NY  spot  S33 
I  tor  purchases  only  or  write  for 
ire.  Free  Storage.  John  Greer,  Va. 
'er,  102  E.  Franklin  St.,  Richmond, 
804  048-4653  or  648  GOLD 


Coins  &  Bars  Reduced 


BUSINESS  OPPORTUNITIES 

STRATEGIC 
METALS 

.  .  .  are  the  central  products  that  our 
41  licensees  deal  with  daily.  We  are 
publicly-held  and  international  in 
scope.  Our  licensees  remanufacture 
and  recycle  these  very  important 
metals  that  are  in  critical  supply  in 
the  United  States. 

The  investment  of  $87,500  is  se- 
cured mostly  by  machinery  and  hard- 
ware. We  support  our  network  of 
licensees  with  national  advertising, 
seminars  and  technical  bulletins.  This 
is  a  long-term  license  and  your  char- 
acter, business  history  and  manage- 
ment capabilities  are  thoroughly  in- 
vestigated prior  to  appointment. 

Call  Mr.  Faircloth,  METALS  TECH- 
NOLOGIES INTERNATIONAL. 

Toll-free  1-800-525-0651  or 
write  4800  Nome,  Denver,  CO  80239 


UNCLE  SAM 

COULD  MAKE  YOU 

RICH. 

The  U.S.  Government  sponsors 
drawings  tor  oil  and  gas  lease  rights 
on  federally  owned  lands.  Compete 
on  an  even  tooting  with  the  large  oil 
companies.  A  tax  deductible  fee  of 
$6624  could  bring  you  more  than 
$200,000  plus  royalties.  We  supply 
the  know  how.' 

For  more  information  call 
1-800-327-2869. 
(7  days  a  week  from 
9AM  to  11PM  EDST) 

U.S.  OIL  &  GAS  CORP. 

717  Bonce  de  Leon  Blvd. 
Coral  Gables,  FL  33134 

U.S.  Oil  &  Gas  is  a  privately  owned  corporation 
organized  under  the  laws  ot  the  State  ol  Florida 


START  YOUR  OWN 
MAIL  ORDER  BUSINESS 

Start  with  GIFTIME'S  fabulous  col- 
or catalog  of  giftware  &  novelty  items 
all  dropshipped  for  you.  No  packing 
or  shipping.  Unique  Bonus  Plan  stim- 
ulates orders.  Free  catalog  &  details 
from  GIFTIME,  Inc. 
Dept.  FB,  4700  Wissahickon  Ave. 
Philadelphia,  PA  19144 
(215)  842-1400 


WIN  BIG  OIL  MONEY 


ii*  drawing 
A  S2S  (li 


EXECUTIVE  GIFTS 


EXECUTIVE  GIFTS 


mg  you  S100.0 


il.on  Citl  Toll-Fr#f  1-( 
525-  2541  E<1  6.  in  Colorado  Call  Col 
1-447-1399.  E«t  e.      Or  Write.... 

F.  Milligan,  inc. 

942  20ih  Si  .  Ora«rr  3408FM  , 
Boulder  CO  60307 


PERSONAL  SERVICES 

FREE  TRIAL  SUBSCRIPTION.  Our 

easy-to-use  COMPUTERIZED  CASH 
FLOW  MANAGEMENT  system  is 
used  nationwide  by  families  to  help 
them  make  the  BEST  use  of  their  in- 
come. Our  MONTHLY  computerized 
reports  on  YOUR  income  and  ex- 
penses provide  you  with  ALL  the  in- 
formation YOU  NEED  to  effectively 
manage  your  HOUSEHOLD  finances. 
Call  TOLL  FREE  1-800-327-9191, 
EXT  212,  or  write  BCS,  Inc.,  P.O. 
Box  106,  Shelburne,  Vermont  05482, 
for  complete  FREE  INFORMATION. 
In  Florida  call  1-800-432-7999. 


AUTHORIZED 


TRS-80®    DEALER  i 


COMPUTER  SPECIALISTS 


Up  to  15%  Discount 
on  TRS-80's 

26  1051  4K  LEVEL  I  $  424.00 

26-1056  16K  LEVEL  II  688  00 

26  4002  64K  I  DRIVE  3499  00 

1-800-841-0860  TOLL  FRHl 
MICRO  MANAGEMENT  SYSTEMS.  INC. 
Downtown  Plozo  Shopping  Center 
115  C.  Second  Av  .  S.W. 
Cairo.  Georgia  31728 
(912)  377  7120  Go  Phone  No 


FINE  FOODS  &  WINES 
FOR  HOLIDAY  GIVING 

We  will  handle  your  corporate 
or  personal  gift  program  nation- 
wide with  a  customized  selection 
of  gourmet  gifts,  fruit  baskets, 
and  premium  wines  and  liquors 
Your  assortment  or  ours.  For 
free  color  brochure  call 
201  -  569-8999  or  write: 

S€  SPIRITS 
:^che«se 
P.O.  Box  185, 
Tenafly,N.J.07670 
established  1938 


HAPPINESS  IS  A  ROLLS-ROYCE, 

collectible  motor  car,  yacht,  airplane, 
premium  property,  art,  antiques  plus 
many  more  rewards  of  success.  Ful- 
fill your  dreams  and  fantasies  with  12 
monthly  issues  of  "The  Magazine  for 
Connoisseurs"  for  $45.  Call  toll-free 
800-228-2606  (in  NE  800-642-8777). 
Outside  USA,  (404)  256-9470,  ext.  34. 
THE  ROBB  REPORT,  P.O.  Box 
720317-RK,  Atlanta,  GA  30328. 


FORBES  BINDERS 


SLIP  CASES  OR 
BINDERS 

for  a  year  of  Forbes  magazine. 

In  red  and  gold  leatherette. 
Slipcases:  $4.95;  three  for  $14 
Binders:  $6.50;  three  for  $18.75 
Send  check  with  your  name  and 
address  to: 
Jesse  Jones  Box  Corp. 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 


AUTOMOBILES 

SAVE  $$$$  ON  NEW  1981  CARS 

Buy  at  Detroit  prices — save  on  freight 
too!  Full  factory  warranty.  Specializ- 
ing in   Cadillac,   Pontiac,   Buick  & 
Olds,  including  Diesel  models.  For 
quote,  mail  make  &  model  to: 
BONDED  BROKERS 
2547  S.  Monroe  Blvd. 
Dearborn,  Michigan  48124 
Phone  (313)  565-5577 


Forbes: 
CapitalistTooP 


The  new  school 
of  thought  in 
old  school  ties. 

The  new  school  prefers  its  corporate 
pride  to  be  stated  with  taste  and  sub- 
tlety. That  Is  why  Hampton  Hall  der 
velops  a  fashionable,  versatile  dignity 
into  every  custom  design.  Ask  for  our 
free  brochure  showing  such  exclusive 
creations  in  ties  and  scarves. 

Minimum  otder  150. 

Mampien  Mail,  £td. 

corporate  fashion 

51  East  42nd  Street  •  Department  FB-10 
New  York,  N.Y.  10017  •  (212)  MU  7-6810 


TRS-80  COMPUTERS 

As  a  Radio  Shack®  Authorized  Sales 
Center  owned  6  operated  bv  Pan  Amer- 
ican Electronics,  Inc.,  we  can  sell  them 
for  less.  No  taxes  collected  on  out-of- 
state  shipments  We  pay  shipping  &  in- 
surance. 

TOLL  FREE  800/531-7466 
Texas  &  Main  No.  512/581-2765 
1117  Conway,  Mission,  Texas  78572 


"YOUR  COMPANY  NAME  &  LOGG  ON  A 
METRIC  CONVERSION  CALCULATOR" 


Promote  the 
"THINK  METRIC 
effort. 

JUSTWISE  INC. 
1133  BROADWAY 
N.Y.,  N.Y.  10010 
(212)  620-0600 


CAPITAL  TO  INVEST 


GOLD  &  SILVER 
Coins,  Bullion 
All  Size  Bars 

•  No  Sales  Tax 

•  No  Commissions 

•  No  Minimum  Order 

We  maintain  a  complete 
buy  and  sell  market. 

TOLL  FREE 
1-800-245-4080 

EATON,  LLOYD  &  COMPANY 

Uniontown,  PA  15401 


CREATIVE  FINANCING 

Financial  guarantees 
Irrevocable  letters  of  credit 
Funds  to  open  escrows 
Standbys-Takeout-Permanent  loans 
Real  estate  or  venture  capital 

BROKERS  PROTECTED 
SEND  PACKAGES  TO: 
BANCOR  LTD. 
567  San  Nicolas  Dr.  Suite  206 
Newport  Beach,  CA  92660 
714/640-1633 


Thoughts 

on  the  Business  of  Life 


I  have  great  faith  in  fools; 
self-confidence  my  friends  call  it. 
Edgar  Allan  Poe 


Business  is  founded 
on  confidence, 
success  on  cooperation. 
John  H.  Patterson 


To  be  a  success  in  business, 
be  daring,  be  first,  be  different. 
Marchant 


My  definition  of  an 
educated  man  is  the  fellow 
who  knows  the  right  thing 
to  do  at  the  time  it  has 
to  be  done.  .  .  .  You  can  be 
sincere  and  still  be  stupid. 
Charles  Kettering 


A  man  may  be  so  much  of  everything 
that  he  is  nothing  of  anything. 
Samuel  Johnson 


The  dignity  of  labor 
depends  not  on  what  you  do 
but  how  you  do  it. 
Gay  Swankin 


Logic  is  the  art  of  going 
wrong  with  confidence. 
Joseph  Wood  Krutch 


The  most  valuable  executive  is 
one  who  is  training  somebody  to 
be  a  better  man  than  he  is. 
Robert  G.  Ingersoll 


Adversity  reveals  genius, 
prosperity  conceals  it. 
Horace 


To  have  doubted  one's  own 
first  principles  is  the  mark 
of  a  civilized  man. 
Oliver  Wendell  Holmes 


To  believe  you  cannot  do  a  thing 
is  a  way  to  make  it  impossible. 
John  Wanamaker 


A  measure  of  self-confidence, 
even  a  large  measure  of 
self-confidence,  is  an  asset 
when  you  are  battling  to 
forge  your  way  to  the  top. 
But  cocksureness  is  not  an 
asset,  hut  a  liability,  a 
handicap  Have  faith  that 
you  can  win  if  you  put  forth 
the  very  best  that  is  in  you. 
But  recognize  always  that 
you  will  not  win  if  you  don't. 
B.C.  Forbes 


It  is  well  for  a  man  to  respect 
his  own  vocation  whatever  it  is 
and  to  think  himself  bound  to 
uphold  it  and  to  claim  for  it 
the  respect  it  deserves. 
Charles  Dickens 


Self-confidence  begins  with  self. 
Maharishi  Mahesh  Yogi 


If  we  are  willing  to  put  the 
best  of  ourselves  in  our  present 
jobs,  and  are  willing  to  grow 
slowly,  success  will  come. 
William  Feather 


Hard  work  without  talent  is 
a  shame,  but  talent  without 
hard  work  is  a  tragedy. 
Robert  Half 


Talent  without  genius 
isn't  much,  but  genius 
without  talent  is 
nothing  whatever. 
Paul  Vale'ry 


More  than  3.000  "Thoughts,"  indexed  by 
authoi  and  subject,  are  available  in  a  574- 
page  book  at  $11.95.  Send  check  and  order 
to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  appropriate  sales  tax  on 
New  York  State  orders. 


Modesty  is  what  ails  me. 
That's  what's  kept  me  under 
Artemus  Ward 


It's  not  good  enough  that 
we  do  our  best;  sometimes  w 
have  to  do  what's  required. 
Winston  Churchill 


Honest  sweat  liquidates 
most  problems. 
P.K.  Thomajan 


A  great  deal  of  talent  is 
lost  in  the  world  for  want 
of  a  little  courage. 
Richard  Cushing 


What  is  more  mortifying  thai 
to  feel  that  you  have  missed 
the  plum  for  want  of  courage 
to  shake  the  tree? 
Logan  Pearsall  Smith 


A  Text . . . 

Behold,  I  send  you  forth 
as  sheep  in  the  midst  of 
wolves:  be  ye  therefore 
wise  as  serpents,  and 
harmless  as  doves. 
Matthew  10:16 


Sent  in  by  Urban  L.  Diener,  Aubur 
What's  your  favorite  text?  The  Forbes 
book  of  Thoughts  on  the  Business  of 
presented  to  senders  of  texts  used. 


It  is  the  well-doing  that 
meets  with  the  well  done. 
Ralph  Venning 


Sweetness  and  light  are  not 
necessarily  consistent 
with  productivity. 
Robert  L.  Katz 


It  may  be  those  who 
do  most,  dream  most. 
Stephen  Leacock 
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I  is  helping  to  tap  the  billions  of  barrels  of 
locked  in  the  Canadian  tar  sands. 


;  with  the  energy  chal- 
)f  the  80s  and  beyond 
developing  technologies 
11  increase  the  worlds 
of  usable  energy  re- 
s. 

ast  reserves  of  heavy 
■haps  as  much  as  one 
barrels-are  trapped  in  the 
ids  of  Canada's  Alberta  and 
chewan  provinces, 
t  a  project  near  Cold 
Alberta,  installation  is  un- 
/  on  two  of  the  worlds 
;  steam  injection  units.  De- 
,  engineered  and  built  by 
atco,  the  units  will  pump 
into  the  ground  through 
>n  wells  to  thin  the  gummy 
oils  and  coax  them  to  the 

prime  candidate  for  pro- 
si  these  heavy  crudes  will 

Fining/V  a  technology 
ped  by  Cities  Service 
iny  and  C-E  Lummus. 


This  proprietary  process  can  up- 
grade the  heavy  oils  into  lighter, 
environmentally  acceptable, 
pipeline-quality  feedstocks. 

Gas  under  tremendous 
pressures. 

Today,  most  major  natural  gas  res- 
ervoirs in  convenient  locations 
and  with  moderate  pressures  are 
already  under  production.  New 
reservoirs  are  being  found  at 
greater  depths  and  under  pres- 
sures in  the  20-30,000  psi  range. 

C-E's  Gray  Tool  Company  is 
to  date  the  only  wellhead  equip- 
ment manufacturer  to  suc- 
cessfully complete  a  30,000  psi 
installation.  Located  at  a  deep, 
sour  gas  field  in  central  Mis- 
sissippi, the  wellhead  and  tree 
assembly  has  been  operating 
continuously  for  over  five  years 
with  only  minimal  maintenance 
and  repair.  Gray  is  recognized  by 
the  leading  oil  companies  as  the 
major  manufacturer  of  extreme 


pressure  primary  service 
valves. 

C-E:  World  leader  in 
energy  technology. 

Helping  to  find  and  bring  in  oil 
and  gas.  Upgrading  and  building 
refineries  and  petrochemical 
plants.  Developing  cleaner,  more 
efficient  ways  electric  utilities 
can  use  coal.  Providing  equip- 
ment and  services  for  nuclear 
power  generation.  And  leading 
the  way  in  the  development  of 
alternative  fuels. 

No  other  company  has 
Combustion  Engineerings  broad 
range  of  capabilities  for  helping 
energy-related  industries  meet 
the  challenges  of  the  80s  and 
beyond.  For  a  copy  of  our  latest 
report  to  shareholders,  write 
Combustion  Engineering,  Inc. , 
Dept.  7004-152,  900  Long  Ridge 
Road,  Stamford,  Connecticut, 
USA  06902. 

COMBUSTION 
ENGINEERING 


The  Energy  Systems  Company 
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A  future  President  should  be  announced 
with  more  than  a  cigar 

JOHNNIE  WALKER"  BLACK  LABEL.  12  YEAR  OLD  BLENDEO  SCOTCH  WHISKY.  86.8  PROOF  BOTTLED  IN  SCOTLAND  IMPORTED  BY  SOMERSET  IMPORTERS.  LTD.,  N  Y  1980 


Garrett-Buchanan  was  increasing  its  sales . . .  and 
that  meant  increasing  its  space.  It  couldn't  afford 
not  to  grow. 

100  % 

Financing 


We  may  be  able  to  offer  you  the  same  deal. 


BUKUNGAME 
ACT  I  g  WQ 

mm 


FM- 10/80- A 


It  isn't  just  the  availability  of  financing 
that's  important— it's  the  scope  and  variety 
of  financing  packages  that  can  make  the  big 
difference.  Few  cities,  if  any,  can  offer  you  the 
kind  of  flexibility  and  diversity  in  financing 
available  right  now  in  Philadelphia. 

At  PIDC  we  work  closely  with  local  lending 
institutions  and  public  agencies  to  provide 
you  with  just  the  right  help  you  need  for 
your  individual  project.  Whether  it's  financ- 
ing for  construction,  expansion,  moderniza- 
tion, or  a  machinery  and  equipment  pur- 
chase, we  help  you  put  together  imaginative 
packages  that  offer  significant  and  direct 
benefits  in  a  language  you  can  understand. 
Like  tax-exempt  mortgages.  Low-interest/ 
long-term  loans.  Second  mortgage  funding. 
Job  training  programs.  Government- 
guaranteed  loans.  Property  tax  abatement, 
and  more. 


When  Garrett-Buchanan  found  what  it 
needed  in  the  Philadelphia  Interport  Busi- 
ness Complex,  we  helped  arrange  100% 
financing  for  the  construction  of  160,000 
square  feet  of  highly  efficient  space.  We'd 
like  to  do  the  same  for  you. 

Yes,  I'd  like  to  learn  more  about  how  PIDC  can 
help  my  business. 

NAME:  


TITLE: 
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Some  insist  coal  is 
good.  Some  insist  coal 

is  bad. 

We  insist  it's  not  that 
black  or  white. 

Those  who  insist  that  coal  is  good  point 
out  that  we  have  over  200  billion  tons  of 
economically  recoverable  coal  in  this 
country  -  enough  to  last  us  for  at 
m  least  three  centuries  at  current 
consumption  rates. 
And,  they  further  point  out,  that 


And  to  the  fact  that  coal  contains  ash 
and  sulfur  which,  if  not  removed,  can  pollul 
the  air  when  burned. 

Still,  we  believe  that  these  days  the  ad- 
vantages of  coal  outweigh  its  disadvantage 
Because  these  days  we  have  extremely 
tough  environmental  laws. 

Laws  that  require  the  restoration  of 
mined  lands  and  the  protection  of  air  and 
water  resources.  Laws  that  ensure  that 
coal  mine  areas  are  properly  restored  and 
that  newly  constructed  or  converted  powe 
plants  remove  sulfur  and  particulates  frort 
their  stack  gases. 

Of  course,  environmental  controls  are 
expensive.  But  because  of  the  current  higH 


although  this  represents  90%  of  our 
'domestic  energy  resources,  coal  currently 
supplies  less  than  20%  of  all  our  energy  j 
production. 

It's  true,  that  with  greater  usage,  coal 
could  give  us  as  much  as  one-half  of  the 
new  energy  we'll  need  between  now  and  the 
year  2000 -enough  to  help  loosen  the 
dangerous  ties  that  bind  us  to  expensive 
and  insecure  foreign  oil. 

But  those  who  insist  that  coal  is  bad 
point  to  abandoned  mines  which  scar  the 
landscape  and  allow  acid  water  to  seep 
into  streams. 


price  of  foreign  oil,  the  cost  of  using 
coal  is  still  less  than  half  the  cost  of 
using  oil. 

And  when  we  consider  that  coal 
can  also  be  converted  into  transporta- 
tion fuels  such  as  gasoline  and  diesel 
fuel  -  reducing  even  more  our  depen- 
dence on  foreign  oil  -  it  seems  obvious 
that  we  ought  to  reassess  our  old 
prejudices  against  this  most  abundant 
of  all  fossil  fuels. 

At  least  Atlantic  Richfield  thinks  so. 

There  are  no  easy  answers. 
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Going  to  the  source 

In  tackling  the  cover  story  for  this 
issue,  Senior  Editor  Bob  Flaherty  be- 
gan by  checking  out  the  rumors  that 
RCA's  board  was  about  to  oust  Chair- 
man Edgar  Griffiths.  The  rumors  were  so 
lively  that  some  tipsters  even  supplied 
the  names  of  Griffiths'  probable  succes- 
sor. How  do  you  check  rumors  like  that? 
You  go  to  the  horse's  mouth.  Flaherty 
interviewed  board  members.  He  quickly 
learned  that  the  gossip  was  just  that — 
gossip.  The  departures  from  RCA  of  NBC 
Chairman  Jane  Cahill  Pfeiffer  and  Presi- 
dent Maurice  Valente,  and  the  controver- 
sy over  NBC  boss  Fred  Silverman,  as  it 
turned  out,  were  not  signs  of  chaos  but 
the  inevitable  consequence  of  a  toughen- 
ing-up  process  inside  a  vast  company 
that  for  too  long  had  often  been  lax  in  its 
standards  and  sometimes  confused  in  its 
objectives. 

Bob  Flaherty  was  a  natural  for  the  as- 
signment. In  nearly  two  decades  at 
Forbes,  he  has  written  32  cover  stories 
and  interviewed  hundreds  of  CEOs.  Over 
the  years  he  has  learned,  almost  by  in- 
stinct, to  distinguish  between  the  boss 
who  merely  looks  good  and  the  boss  who 
really  is  good.  It  was  Flaherty,  for  exam- 
ple, who  recognized  Teledyne's  Henry 
Singleton  as  a  great  businessman  in  the 
early  1960s  when  Singleton  was  running 
a  little  West  Coast  conglomerate.  Fla- 
herty came  away  from  his  RCA  inter- 
views convinced  that  Edgar  Griffiths,  his 
bad  press  to  the  contrary,  is  an  outstand- 
ing corporate  leader. 


"You  can  usually  tell  the  really 
ones,"  Flaherty  says,  "by  their  s 
mindedness.  Like  strong  people  ij 
field,  they  really  throw  them& 
heart,  soul  and  energy,  into  their  1 
Flaherty  found  an  interesting  char 
istic  that  RCA's  Griffiths  shared 
both  Henry  Singleton  and  Harolc 
neen:  "They  all  distrusted  the 
were  scornful  of  outside  criticisn 
marched  defiantly  to  their  own 
mers."  Not  hard  to  understand  why 
press  and  the  Monday-morning  qu 
backs  tend  to  take  a  short-term  vii 
progress,  while  the  real  achiever 
willing  to  take  the  heat  short  run  in 
to  build  solid  foundations  for  the  fu 
Flaherty  remembers  how  outs 
heaped  scorn  on  Henry  Singleton 
he  had  Teledyne  keep  buying  in  its 
stock  at  successively  lower  prices.  \ 
Teledyne  stock  turned  around  and  & 
from  6  to  way  over  200,  Singleton 
no  trumpets;  he  let  his  achieve 
speak  for  itself.  Flaherty  says  he  wi 
ways  remember  what  Griffiths  told 
toward  the  end  of  their  interview 
can  understand  why  some  chief  e: 
tives  do  not  step  up  to  their  probl 
You  pay  a  terrible  price  in  internai 
moil  and  in  external  criticism.  My 
has  been  to  do  what  had  to  be  don« 
never  mind  the  criticism,  and  I  did 
Flaherty  and  Reporter-Resea: 
Anne  Bagamery  conducted  more  th 
interviews  inside  and  outside  RCi 
the  cover  story  that  begins  on  page 


Forbes'  Anne  Bagamery  and  Bob  Flaherty 
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There  s 
simply  no 

better  way  to 
automate 

your  office. 


:i  Wang  Office  Information 
ilsystems  and  the  Wang  VS  IB 
amily  of  computers.  . 
i  While  most  systems  on  the 
lharket  perform  one  or  two  functions, 
]  Vang  office  systems  can  do  it  all  -  data 


If  you're  taking  steps  to 
iutomate  your  business,  here 
ire  two  ways  to  take  a  lot  of 
!  ;teps  at  once. 


)rocessmg,  word  processing,  e!ec-  vaBpppvn|^H| 

ronic  mail  and  telecommunications  nfl 

i  What's  more,  Wang  systems  let  you  'W  |7 

itegrate  these  functions  to  maximize  J^5L  *  I 

'our  productivity.  So  a  single  operator  f  W\  ^ag^^l 

;an  move  from  checking  invoices  to  Jr  j,^^ 
composing  correspondence,  to 

editing  documents,  to  revising  data  J^^^^^'^  \ 

iles,  to  accessing  host  data  via  »J  X  *l 

5270  emulation,  to  distributing  mes- 

;ages  and  memos -and  plenty  Information  System  tjf  if  word 

nore.  All  from  a  single  multi-function  processing  is  your  primary  need, 

vorkstation.  Either  way,  you  won't  find  a  compa- 

Choose  the  VS  if  data  process-  rable  system  anywhere  with  this 

hg  is  the  main  thrust  of  your  office  much  integrated  capability  and  this 

'lutomation  plans.  Or  a  Wang  Office  much  simplicity  at  the  workstation 


7    I  want  to  put  it  all  together. 
Tell  me  more  about  Wang 
office  automation  systems. 


Let's  face  it:  what  you're 
looking  for  in  an  office  auto- 
mation tool  is  productivity. 
For  now  and  later. 


And  productivity  is  what 
Wang  is  all  about. 


level.  You  simply  can't  do 
better. 


Send  to  Wang  Laboratories.  Lowell,  MA  01851 
(617)  459-5000 

MA1/F100 


  ( WANG ) ! 


©  1980  Wang  Laboratories.  Inc  .  Lowell.  MA  01851 


Trends 


Edited  By  John  A.  Conway 


The  boys  at  the  bank 

Chairman  Paul  Volcker  of  the  Federal 
Reserve  Board  may  be  drawing  campaign 
fire  from  Jimmy  Carter  over  his  mone- 
tary policies,  but  his  considerable  influ- 
ence over  the  central  bank  should  gain 
new  strength  over  the  next  few  months. 
A  significant  number  of  the  dozen  Feder- 
al Reserve  Bank  presidents  will  be  retir- 
ing soon;  Volcker's  governors  in  Wash- 
ington have  final  say  about  their  succes- 
sors, who  will  be  chosen  by  the 
individual  banks'  local  boards.  The  chair- 
man already  has  friends  among  the 
banks.  It's  assumed  he  played  a  big  role 
in  selecting  former  Under  Secretary  of 
the  Treasury  Anthony  Solomon  as  his 
successor  at  the  New  York  bank.  The 
new  president  of  the  Minneapolis  Fed, 
Gerald  Corrigan,  was  his  aide  in  New 
York  and  in  Washington.  William  Ford 
also  took  over  the  Atlanta  bank  after 
Volcker's  arrival  last  year.  Due  for  retire- 
ment soon  are  David  Eastbum  of  the 
Philadelphia  Fed,  Willis  Winn  of  Cleve- 
land, Ernest  Baughman  of  Dallas  and 
Robert  Mayo  of  Chicago.  That  will  leave 
as  pre- Volcker  presidents  Frank  Morris 
in  Boston,  Robert  Black  in  Richmond, 
Lawrence  Roos  in  St.  Louis,  Roger  Guff  ey 
in  Kansas  City  and  John  Balles  in  San 
Francisco.  Five  of  the  Federal  Reserve 
Bank  presidents  sit  on  the  12-member 
Federal  Open  Market  Committee,  which 
sets  interest  rates  and  monetary  policies 
for  the  central  bank.  Making  the  safe  as- 
sumption that  Volcker  would  like  the 
new  presidents  to  see  eye-to-eye  with 
him,  his  influence  can  go  nowhere  but  up. 

The  gold-plated  lawyer 

Ever  since  Cravath,  Swaine  raised  the 
$9,000  ceiling  for  fledgling  law  graduates 
to  $15,000  in  the  late  1960s,  beginning 
barristers  in  New  York  have  been  on  the 
up  escalator.  This  year,  starting  salaries 
for  the  big  corporate  firms  (the  "New 
York  rate")  are  between  $37,000  and 
$38,000.  This  time  Davis,  Polk  broke  the 
barrier,  jacking  starting  pay  about 
$5,000.  Cravath  made  its  move  because 
it  had  a  blank  check  from  IBM  to  fight 
that  seemingly  eternal  federal  antitrust 
suit  and  was  finding  the  best  new  law- 
yers uninterested  in  spending  their  first 
two  or  three  years  digging  through  filing 
cabinets.  Davis,  Polk  is  having  a  banner 
year  and  its  staff  has  been  putting  in  70- 
hour  weeks,  hardly  a  lure  for  hot-eyed 
new  honor  graduates.  New  York  sets  the 
pace  in  pay  but  the  effects  of  this  latest 
jump  will  be  anything  but  uniform.  In 
Los  Angeles,  for  example,  the  top  half- 
dozen  law  firms  traditionally  match  the 
Big  Apple  scale.  In  San  Francisco,  howev- 
er, the  beginning  rate  may  run  $10,000 


less,  presumably  because  of  geography, 
scenery  and  lifestyle.  Chicago  also  lags 
well  below  the  New  York  rate  and  in 
Washington,  the  prestigious  law  firms 
historically  match  New  York — but  exact- 
ly one  year  later.  One  side  effect  that 
bothers  some  of  the  biggest  corporate 
law  firms:  These  eye-popping  salaries 
can  only  accelerate  the  trend  of  compa- 
nies toward  hiring  more  in-house  law- 
yers— at  lower  rates. 

Brother  versus  brother 

Jerry  Wurf,  head  of  the  powerful,  1.2  mil- 
lion-member American  Federation  of 
State,  County  &  Municipal  Employees, 
has  breached  what  is  practically  an  un- 
written law  for  labor  unions — publicly 
discussing  the  sins  of  the  brothers  in 
another  union.  Wurf's  AFSCME  has  re- 
printed and  broadcast  a  long  article  from 
Mother  Jones,  the  muckraking  West  Coast 


Union  leader  Jerry  Wurf 
His  brother's  keeper? 


magazine,  spelling  out  details  of  alleged 
crime  and  corruption  in  the  AFL-CIO 
Laborers  union.  The  Laborers  and  the 
AFSCME  do  get  into  jurisdictional  bat- 
tles but  this  is  a  rare  instance  of  publicly 
arguing  over  such  topics  as  corruption. 
Wurf's  union  also  took  $26  million  of  its 
money  out  of  a  Washington,  D.C.  bank 
controlled  by  the  United  Mine  Workers 
after  hearing  reports  of  questionable 
banking  practices  there. 

Nader  rides  again 

Ralph  Nader's  white  knights  have 
launched  a  new  crusade,  their  first 
against  the  insurance  industry.  The  Na- 
tional Insurance  Consumer  Organiza- 
tion says  auto-coverage  rates  are  exces- 


sively high  and  claims  they  could  I 
an  average  of  12.2%  if  states  \j 
factor  in  investment  earnings  of  i 
ers  in  deciding  on  permitted  prer 
rates.  At  the  present  time,  only  IV 
chusetts  figures  full  investment  in 
in  setting  auto-insurance  rates;  16 
states  take  some  notice  of  it  but 
Maryland,  New  Jersey  and  Okla! 
try  to  "adequately  reflect"  such  in 
in  setting  rates,  the  consumer  j 
charges.  The  American  Insurance 
ciation  rejects  the  whole  idea,  s 
that  investment  income  is  needt 
"aggressively  market"  auto  policie! 
"competitive  environment."  The  N 
ites  argue  that  insurance  comp 
could  be  overcharging  customers 
much  as  $4  billion  a  year  due  to 
investment  income.  Their  charj 
based  on  the  assumption  that  ina 
are  earning  billions  on  premiums 
lected  from  policyholders  and  no 
paid  out  in  claims.  The  new  nat 
consumer  organization  is  headei 
Robert  Hunter,  a  former  adminisl 
of  the  Federal  Insurance  Administr, 
Helping  in  his  study  were  two  one 
state  insurance  commissioners,  J 
Hunt  of  Vermont  and  Howard  Clai 
South  Carolina. 


The  money  map 

The  rich  are  getting  richer,  but 
slower  rate,  and  the  poor  are  catfl 
up,  the  Commerce  Department 
Per  capita  income  is  going  up  faste 
Alaska,  Arkansas,  Kansas,  Louis 
New  Mexico,  North  Dakota,  Oklah 
Texas,  West  Virginia  and  Wyor 
most  of  which  stood  below  the  nat 
average  in  personal  income  ten 
ago.  In  contrast,  states  with  the  sm 
increases  in  income  between  1969 
1979  were  Connecticut,  Delaware 
waii,  Illinois,  Massachusetts,  New 
sey,  New  York,  Ohio,  Rhode  Island 
Vermont,  most  of  which  were  abov 
average  at  the  beginning  of  the  de 
The  national  average  last  year  stoc 
$8,773.  Four  states — Alaska,  Califo 
Connecticut  and  Nevada — to 
$10,000  in  1979;  three— Alabama, 
kansas  and  Mississippi — registered 
than  $7,000. 

Only  God  can  make  a  tre 

The  heat  that  seared  the  South  this  < 
mer  has  put  a  crimp  in  timber  sup) 
that  will  take  years  to  correct,  accor 
to  the  Southern  Forest  Institute.  No 
knows  how  bad  the  damage  was  to 
vate  owners  (who  hold  73%  of 
South's  forests),  but  the  big  compai 
which  do  most  of  the  planting  of 
seedlings,  were  hit  hard,  particular! 


8 


FORBES,  OCTOBER  27, 


Hertz  #1  Express  " service  is  the  world's 
fastest  way  to  rent  a  car. 

And  only  Hertz  has  it.  Nobody  else 
has  anything  even  close. 

WITH  #1  EXPRESS  YOU  FLY 
NONSTOP  FROM  YOUR  PLANE  TO 
YOUR  CAR.  WITHOUT  STOPPING 
AT  THE  HERTZ  COUNTER. 

With  Hertz  #1  Express  service,  you 
get  off  the  plane,  get  on  the  Hertz  bus  and 
go  straight  to  a  special  #1  Express  booth  in 
the  Hertz  lot  where  your  car  is  waiting  and 
your  contract  is  completely  filled  out. 

It's  what  the  business  traveler  has 
been  waiting  for:  no  waiting. 

ASK  FOR  #1  EXPRESS  WHEN 
YOU  RESERVE  A  CAR. 

To  get  #1  Express  just  make  sure  you 
ask  for  it  when  you  reserve  a  car.  Our 
reservation  agent,  at  800-654-3131,  will 

give  you  a  special 

identification 
-  j^  ^  number  to  write 
%z0onyour  #1  Express 
pass,  opposite.  (If  somebody's  torn  out  the 
one  in  this  magazine,  fill  in  the  coupon 
above  and  well  send  you  a  dozen  more. 
Passes  are  also  available  at  any  Hertz 
counter.) 

Or  let  your  travel  consultant  or 
corporate  travel  department 
make  your  reservation  and  ^  * 
give  you  your  #1  Express     m  { 


YOU  TOO 
CAN  FLY 
THROUGH 
AIRPORTS. 

pass  along  with  your  plane  ticket. 

When  you  land,  go  straight  to 
the  Hertz  bus  and  show  the  driver 
your  pass. 

Hertz  #1  Express  service  is 
available  to  #1  Club*  members  at  33 
major  airports  across  the  country.  Ask 
for  it  the  next  time  you  travel. 
(If  you're  not  a  #1  Club  member,  call 
Hertz  for  an  application.) 

Once  again,  Hertz  puts  you  in  the 
driver's  seat  faster  than  anybody  else. 


It  corners  better  than  a  BMW,  stclt 
a  Mercedes  and  sips  gas  like  a  Datsi 


FACT:  Against  the  BMW  528i,  in  an 
independent  study  earlier  this  year,  the 
front-wheel  drive  Saab  900  GLE  was 
consistently  faster  through  a  700-foot 
slalom  course. 

(In  two  years  of  similar  but  separate 
tests,  Road  &  Track  magazine  reports 
the  Saab  Turbo  to  be  faster  than,  among 
other  cars,  two  Ferraris,  two  Jaguars  and 

•Manufacturers  suggested  retail  price.  Not  including  taxes,  license. 


couple  of  Porsches,  including  the  928. ) 

FACT:  Against  the  Volvo  GLE,  in  60 
mph  to  zero  braking  tests,  the  Saab  900 
consistently  stopped  quicker. 

FACT:  In  21  of  36  separate  ways  of 
judging  comfort,  a  consumer  panel  actu- 
ally rated  the  Saab  900  more  comfortable 
than  the  Mercedes  280E. 
a        FACT:  With  a  five-speed  transmission, 

freight,  dealer  charges  or  options.  Touring  package  extra. 


the  mid-size  Saab  900  GLE  equc 
beats  the  EPA  mileage  ratings  o 
Datsuns,  seven  Toyotas,  two  W 
one  Subaru.  And  it  comes  very, 
close  to  quite  a  few  other  compa 
sub-compact  cars. 

FACT:  Of  the  153  sedans  as  la 
larger  inside  than  the  mid-size  S 
only  four  get  better  gas  mileage. 


tter  than  a  Volvo,  feels  better  than 
miracle?  No,  a  Saab. 


always  said  you'd  buy  a  big  car 
ts  good  gas  mileage,  here's  your 

b  900  GLE  five-speed:  @EPA 
:ed  mpg,  33  estimated  highway 
lemember,  use  estimated  mpg  for 
ison  only.  Mileage  varies  with 
trip  length  and  weather.  Actual 
y  mileage  will  probably  be  less.) 


FACT:  Saab  900  GLE  prices  start  at 
$10,825*  Other  Saabs  start  at  $8,225.* 
More,  perhaps  than  a  Datsun,  a  Toyota 
or  a  Subaru  will  cost  you,  but  less  than  a 
BMW,  a  Mercedes  or  the  like  will  set 
you  back. 

All  told,  buying  a  front -wheel  drive 
Saab  affords  you  several  rare  oppor- 
tunities: one,  the  chance  to  buy  a  new 


car  without  forgoing  a  thing.  And,  two, 
the  chance  to  do  it  without  spending  a 
fortune. 

These  days,  that  is  nothing  to  sneeze  at. 


The  most  intelligent  car 
ever  built. 


ITNEY  BOWES  INTRODUCES  THE  6120 

AND  THE  AMERICAN  MAILROOM 
TAKES  A  DYNAMIC  LEAP  FORWARD. 


••• 


Introducing  Pitney  Bowes'  new  6120,  the  mail  processing  system  that's  so  advanced  nothing  else  even  comes  close. 

It  feeds,  meter  stamps,  seals  and  stacks  all  your  mail — it's  a  high  vol- 
ume, heavy-duty  combination  of  electronic  technology  and  Pitney  Bowes' 
reliability.  It's  easy  to  run,  quiet,  versatile,  accessible  and  dependable. 

The  electronic  control  system  alerts  the  operator  when  the  machine 
needs  water,  ink  or  tape,  and  reminds  him  to  set  the  date.  And  it  tells  him 
when  the  mail  isn't  moving  through  the  machine. 

The  6120  is  a  real  workhorse  with  its  power  stacker  and  custom  con- 
sole? It  even  accepts  a  variety  of  postage  meter  models  with  greater 

imprinting  and  storage  capacities. 
And  with  the  RMRS'"  postage 

meter  all  it  takes  to  reset  the  NEW  RMRS  "  POSTAGE  METER  IETS  YOU 

meter  is  one  fast  toll-  free'  phone  call.        RE-SET  THE  METER  BY  PHONE. 

Finally,  the  6120  integrates  with  our  electronic  mailing  scales  making 
the  entire  mailing  process  faster,  more  accurate  and  completely  automatic. 

The  new  Pitney  Bowes  6120. . .it's  a  whole  new  way  to  get  out  the 
mail.  For  more  information,  mail  coupon  or  call  toll  free  any  time  (except 
Alaska  and  Hawaii)  800-621-5199  (in  Illinois,  800-972-5855). 


Please  send  me  more  information  on  the 
6120  mail  processing  system. 
Pitney  Bowes 

1789  Pacific  Street,  Stamford,  CT  06926 
Name  


Company/Title- 
Street  

City  

State  


.Phone. 


.Zip. 


j  §p  Pitney  Bowes 


"Other  models  available  without  console  or  power  stacker.   *A  small  charge  is  made  for  each  transaction. 
Over  600  sales  and  service  points  throughout  the  U.S.  and  Canada.  Postage  Meters.  Mailing  Machines.  Copiers,  Dictating.  Labeling  and  Price  Marking  Systems. 
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las,  Oklahoma  and  Arkansas.  Cham- 
E  International  lost  5,000  of  20,000 
cs  planted  and  is  waiting  to  hear  the 
I  of  another  4,000.  Champion  esti- 
|es  it  will  take  it  three  years  to  recov- 
In  Arkansas,  Weyerhaeuser  lost  57% 
is  seedlings  through  |uly,  30%  of  that 
puse  of  the  weather.  The  U.S.  Forest 
vice  has  reports  of  seedling  mortality 
fling  as  high  as  90%  and  says  that 
mse  many  states  cut  back  on  seedling 
•Suction  this  year  there  is  a  possibility 
|  there  may  not  be  enough  to  meet 
as.  Like  everything  in  forestry,  the 
plem  is  long  term.  The  Forest  Service 
[predicted  that  the  South,  which  now 
plies  45%  of  the  nation's  wood,  will 
tailed  upon  to  furnish  55%  of  future 
land  for  paper  and  wood  products, 
e  seedlings  that  died  this  summer," 
i  Don  Smith  of  the  Southern  Forest 
itute,  "could  have  been  used  for 
sing,  paper  and  chemicals  early  in  the 
t  century." 


IRS,  meet  the  DOT 

n  though  the  Internal  Revenue  Ser- 
has  just  jacked  up  the  deduction  for 
)  use  to  20  cents  a  mile,  anyone  driv- 
inything  bigger  than  a  subcompact  is 
rig  money.  New  figures  from  the  De- 
ment of  Transportation  show  that  it 
s  24.6  cents  a  mile  to  drive  a  full- 
vn  automobile,  21.7  cents  for  a  com- 
:  and  36.2  cents  for  a  van.  Only  sub- 
ipacts  fall  below  the  tax  collector's 
.t,  averaging  18.5  cents  a  mile.  Oper- 
g  a  standard-size  car  for  100,000 
is  over  ten  years  will  now  cost  almost 
000— $5,437  for  6,250  gallons  of  gas- 
'e  (not  counting  taxes);  $4,804  for 
ntenance  and  repair;  $2,445  for  in- 
mce;  $3,198  for  garages,  parking  and 
5;  and  $1,597  for  auto  taxes.  If  you 
e  anything  left,  figure  on  $6,263  for 
Ireciation,  $579  for  tires,  $130  for  oil 
i  $129  for  accessories. 

The  small-business  jury 

e  it  for  what  it's  worth,  but  small 
nessmen  are  more  optimistic  now 
li  at  any  time  since  the  spring  of 
?,  according  to  a  survey  of  2,269  com- 
ues  by  the  National  Federation  of  In- 
endent  Business.  That  would  seem  to 
ter  the  thesis  that  the  recession  is 
ing — or  that  small  business  thinks  it 
but  William  Dunkelberg,  the  Purdue 
|iomist  who  directed  the  survey,  says 
nay  overstate  the  case.  The  small 
messmen's    optimism    will  mean 
e,  Dunkelberg  says,  when  they  begin 
ding  up  inventories,   hiring  more 
kers  and  spending  on  expansion — 
e  of  which  has  happened  yet. 


INVESTORS: 


TAX-FREE  INCOME,  PUIS 
MONEY  MARKET  STABILITY. 


Now  get  tax-free*  income  with  money 
market  stability  and  liquidity.  Fidelity 
Tax-Exempt  Money  Market  Trust,  for  a 
minimum  investment  of  only  $20,000, 
gives  you  these  additional  benefits: 

1.  Constant  $1  Share  Price. 

2.  Daily  Tax-Free  Income. 

3.  Check  Redemption  &  Wire  Liquidity. 
If  your  tax  bracket  is  50%  or  higher,  call 
today  for  current  yield  and  more  facts. 


(800)225-6190 

In  Ma»i.  CaH  Collect  (617)  523-1919  V 

*A  portion  may  be  subject  to  state  or  local  taxes. 


FIDELITY 

TAX-EXEMPT 

MONEY  MARKET  TRUST 

Designed  for 
accounts  of  $10,000  or  more 

P.O.  Box  832,  Dept.  JB  I027KO 

82  Devonshire  St.,  Boston.  Mass.  02103 

For  more  complete  information,  includ- 
ing fees  and  expenses,  please  write  or 
call  for  a  prospectus.  Read  it  carefully 
before  you  invest. 


Organizatii 


Tel. 


Address 


City  Slate  Zip 

□  Personal     □  Professional  Advisor     □  IhslitUlil 


Make  Ginori 
your  main  entree. 

To  gifts  of  fine  Italian  china  and  objets 
d'art— Ginori's  been  famous  for  both  since  1735. 
Your  entree  to  other  famous  names,too,in  crystal, 
silver  and  barware— Lalique,  Chrisfofle, Baccarat. 

And  Ginori  offers  you  corporate  gift 
accounts  for  your  own  leading  names— special 
friends  and  business  associates.  Order  by  mail  or 
phone  and  we'll  help  you  make  every  holiday  or 
special  occasion  a  memorable  one— and  an 
effortless  one. 

You'll  also  find  us  good  company  away 
from  the  dinner  fable.  Ginori  is  a  worldwide 
leader  in  such  industries  as  ceramics,  industrial 
engineering— even  the  production  of  decorative 
both  fixtures.  Everything  including  the  kitchen  sink. 

Have  we  whetted  your  appetite?  Write 
or  call  for  more  details.  Ginori,  7 1 1  Fifth  Avenue, 
New  York,  N.Y  10022(212)752-8790. 
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STEIN  OFFER 

Enjoy  the  great  taste  of  Olympia  beer  in  handcrafted, 
imported  glazed  ceramic  turn-of-the-century  beer  steins. 
Each  is  a  fine  replica  of  old-time  Bavarian  stemware. 
Available  with  or  without  lid.  Now  offered  at  special 
"old-time"  prices: 


Please  send  me  postpaid  the  lollowmg 

Oly  Stein  Offer   21  oz.  Oly  Stein(s)  with  lid  at  $18.95 

P.O.  Box  2008,  Dept  69 
Olympia,  WA  98507 


-  21  oz.  Oly  Stein(s)  w/out  lid  at  $9.95 
.  16  oz.  Oly  Stein(s)  with  lid  at  $10.95 
_  16  oz.  Oly  Steinfs)  w/out  lid  at  $6.95 


Enclosed  is  my  check  or  money  order  for  $  

Please  charge  my  □  VISA  or  □  MASTERCHARGE  card. 
Please  write  your  card  number  m  the  space  below: 


(Your  signature  as  it  appears  on  credit  card ) 


Prices  include  taxes  and  shipping  charges  Oftet  good  while  supply 
lasts  or  una!  December  31,  1980.  Offer  good  only  in  continental 
United  States  and  void  where  prohibited  or  restricted  by  law 
fi'1980  Olympia  Btewing  Co ,  Olympia,  WA 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $27.00  □  3  years 
$54,00  (the  equivalent  of  one  year  free). 
Canadian  orders,  add  $4  a  year. 
Pan-A  merican  and  Caribbean  orders, 
add  $5  a  year;  other  foreign,  add  $15  a 
year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  (please  print ) 


New  Address: 


City 


state 


Zip 


Date  of  Address  Change 


Lloyd's  of  where? 

A  year  before  the  New  York  Insurance 
Exchange  even  had  an  address,  Forbes 
was  hanging  out  the  flag  with  a  headline 
asking:  "Lloyd's  of  New  York?"  (Mar.  19, 
1979).  "For  years,"  the  story  said, 
"Americans  have  gone  overseas  for  rein- 
surance and  for  insurance  on  extraordi- 
nary risks,  usually  to  Lloyd's  of  London. 
We  no  longer  have  to  lose  that  business." 
The  enthusiasm  was  understandable.  In 
1978  about  $4  billion  in  U.S.  premiums 
went  to  overseas  insurers,  about  half  of  it 
to  Lloyd's,  the  fabled  300-year-old  Lon- 
don market.  Talk  of  an  American  coun- 
terpart had  finally  moved  closer  to  reality 
when  the  New  York  State  legislature  vot- 
ed to  allow  a  "free  zone"  where  big-stake 
high  risks  could  be  placed  free  of  regula- 
tory strictures  and  also  authorized  a 
Lloyd's-style  insurance  exchange.  The 
move  immediately  set  off  heady  talk  of 
10,000  new  jobs  in  New  York  City  with- 
in a  decade. 

The  question  mark  on  Forbes'  1979 
headline  was  prophetic,  because  the  new 
exchange  got  off  to  a  slow  start.  First,  the 
original  opening  date  of  Oct.  1,  1979 
slipped  to  March  of  this  year.  Still,  it  did 
open  its  doors  in  the  heart  of  Manhat- 
tan's downtown  insurance  district  with 
14  underwriting  syndicates  on  hand, 
each  of  which  had  anted  up  a  minimum 
of  $3.5  million  for  the  privilege,  and  with 
about  40  broker-members.  Today  the  ex- 
change has  20  syndicates,  all  but  2  opera- 
tive. Business,  however,  is  a  far  cry  from 
the  rosy  expectations  of  some  early  en- 
thusiasts. So  far  this  year  the  exchange 
has  generated  just  $14.6  million  in  pre- 
mium income,  although  its  president, 
veteran  insurance  man  Donald  E.  Reuter- 
shan,  still  hopes  it  might  reach  his  origi- 
nal forecast  of  $40  million  by  the  end  of 
the  year.  As  for  those  new  jobs  (an  ex- 
pected 2,000  for  the  exchange  in  five 
years),  Reutershan  now  has  13  employ- 
ees besides  himself;  the  members  have 
another  200  or  so.  With  Lloyd's  boasting 
18,000  members  (or  "names")  and  $4.5 
billion  in  annual  income,  any  compari- 
sons, with  or  without  question  marks, 
belong  in  dreamland. 

The  lack  of  early  foot  in  New  York  can 
be  blamed  on  several  factors.  For  one 
thing,  Reutershan  points  out,  in*  the 
spring  of  1979,  when  Forbes  and  others 
were  talking  about  a  second  Lloyd's,  the 
New  York  Insurance  Exchange  had  nei- 
ther a  permanent  top  executive  nor  a 
physical  location.  Then,  adds  another 
booster,  New  York  Superintendent  of  In- 
surance Albert  B.  Lewis,  postponing  the 
opening  until  March  of  this  year  cost  the 
exchange  any  chance  to  get  reinsurance 
business,  the  bulk  of  which  is  tradition- 
ally written  just  before'  the  end  of  the 


year.  The  Internal  Revenue  S| 
raised  another  hurdle — still  standin 
marking  time  on  a  decision  aboui 
individual  members  could  handle  h 
serves.  They  want  to  use  the  "stal 
accounting"  that  insurance  comj 
enjoy,  which  lets  those  reserves  j 
ducted  from  income  before  taxes 
answer  to  this  hang-up,  Reute 
thinks,  is  simply  ''not  to  be  impatj 
The  criticism  that  the  new  exc 
is  "overregulated"  is  shrugged  off 
surance  men  like  Richard  Stewa 
exchange  governor  who  is  a  senio 
president  of  Chubb  &  Son  and  a  fj 
New  York  State  insurance  super 
dent.  And  the  disparity  with  freev 
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The  new  exchange  in  New  York 
Man  proposes,  the  market  dispos* 


ing  Lloyd's  may  soon  vanish  anyw 
seven-member  committee  of  th« 
London  exchange,  headed  by  Sir  F 
Fisher,  has  concluded  after  a  ye 
study  that  Lloyd's  should  adopt  a 
and  stricter  code  of  conduct — and  i 
of  the  Fisher  proposals  echo  the 
imposed  by  the  exchange  in  New 
Lloyd's  members  will  vote  on 
changes  next  month  and  they  are  ex 
ed  to  get  Parliament's  approval  s 
time  in  1981. 

The  real  cause  of  the  New  Yorl 
change's  problems  is  that  it  is  tryi 
establish  itself  in  a  soft  market.  In 
surance,  for  example — a  natural  arei 
the  new  exchange — rate-cutting  ha 
come  rife,  spurred  in  part  by  the  enti 
of  big  corporations'  "captive"  insui 
subsidiaries  into  the  market.  Cov 
for  a  major  utility  that  cost  $100,01 
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All  the 
business  news 
you  need. 

When  you 
need  it. 


Every  single  business  day,  The  Wall  Street 
Journal  is  packed  with  information  you  can 
use  in  your  job. 

First  page  to  last,  The  Journal  is  filled  with 
up-to-the-minute  business  facts  and  reports 
from  all  over  the  world,  gathered  mm^g 
by  the  world's  largest  staff  of 
business  news  experts. 

Monday  through  Friday, 


front-page  Journal  columns  highlight  the 
economy,  labor,  taxes,  trends  in  industry  and 
finance  and  Washington. 

Start  reading  the  one  daily  business 
publication  that's  all  business.  Start  reading 
. The  Journal  today. 


The  Wall  Street 
Journal. 


THE  WALL  STREET  JOURNAL. 
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Marriotts  ESSEX  HOUSE 


In  Manhattan,  a  breath  of 
fresh  air  on  Central  Park. 


More  than  two  thirds  of  the 
businessmen  and  women  who 
stay  at  the  Essex  House  have 
been  our  guests  before. 

They  come  back  for  our  loca- 
tion: near  Fifth  Avenue,  Lincoln 
Center,  Broadway,  and  the  fash- 
ion district.  Towering 42  stories 
over  the  Park. 

They  come  back  because  they 
don't  have  to  wait  for  breakfast 
in  our  parkside  restaurant.  They 
come  back  for  our  businesslike 
ambience  and  our  view. 


But  most  of  all,  they  return  for 
our  impeccable  service:  wake-up 
calls  that  come  on  time.  First- 
class  room  service. 

They  know  they  can  count  on 
Marriott  to  do  it  right. 

Write  for  a  brochure.  For  reser- 
vations, call  direct  (212)  247-0300, 
or  toll-free  800-228-9290.  Telex 
12-5205. 

Marriott's. 

ESSEX  HOUSE 

160  Central  Park  South,  New  York  10019 


yields? 

Call  free  1-800-638-5660* 

A  savings  accountf  is  certainly 
dependable  for  everyday  emergencies. 
But  in  these  times  of  spiraling  infla- 
tion, it's  also  important  to  seek  maxi- 
mum return  on  your  money.  In  addition 
to  high  current  yields,  the  Rowe  Price 
Prime  Reserve  Fund  offers  these  attrac- 
tive advantages: 

□  Minimum  initial  investment,  just 
$1,000  (as  little  as  $100  thereafter). 
□  Immediate  liquidity  with  no  with- 
drawal penalty. 

□  Toll-Free  telephone  redemption/ 
transfer. 

□  Free  check  writing. 

□  No-Load.  No  sales  charge  or  redemption 
penalty. 


In  Baltimore  547-2308.  Klsewhere  in  Md.-l-  800-492-1976. 


Rowe  Price  Prime  Reserve  Fund,  Inc. 


A  6 


100  E.  Pratt  St.  Baltimore,  Maryland  21202 


Name  

Address. 
City  


.  State- 


Zip. 


For  more  complete  information,  including  management  fee  and  other  charges  and  expenses, 
obtain  a  prospectus.  Read  it  carefully  before  you  invest  or  send  money. 
tYour  investment  in  a  savings  account  is  insured  by  a  government  agency  while  Fund  shares 
are  subject  to  market  fluctuations.  However,  your  savings  account  investment  is  limited  to  a 
fixed  return. 
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1978  can  be  bought  today  for  $30 
Still,  risk  is  the  name  of  the  insur 
game,  and  while  Reutershan's  merr 
have  the  roomiest  quarters  in  downt 
Manhattan,  he  is  confident  his  excbJ 
will  prosper.  He  and  Superinteni 
Lewis  are  about  to  embark  on  a  seri 
seminars  around  New  York  State  to) 
up  the  exchange.  Despite  the  salvd 
publicity  that  accompanied  its  crea 
many  brokers  seem  unaware  of  it 
vantages  or  even  of  its  existence.  M 
while,  Reutershan  is  keeping  a  wea 
eye  on  the  insurance  climate.  "If! 
market  hardens,"  he  says,  "more 
ness  will  come." 


The  once  and  future  ca 

Like  space  travel,  synthetic  food  anc 
four-day  week,  the  electric  automo 
has  been  one  of  those  ideas  whose 
never  seems  to  come.  Four  years 
Forbes  (Oct  15.  1976)  proclaimed 
"the  electric  car's  rebirth  is  as  sure  a 
need  to  end  our  dependence  on  impc 
oil."  A  year  later,  after  Congress 
approved  a  project — but  appropriate 
money — for    a  government-spons 
electric,     Washington     did  scroi 
enough  funds  for  a  200-car  program 
low-Through.    Oct.    15.    1977).  Twj 
months  after  that,  some  of  the  new 
trie  vehicles  ("EVs"  in  federalese) 
actually  on  the  road  though  they  hi 
added  up  to  a  fleet.  AT&T  had  20, 
York's  Consolidated  Edison  was  D 
the  first  of  its  allotted  40  and  so 
Long  Island  Lighting.  More  importa 
Jimmy  Carter's  budgeteers  had  raisei 
EV  ante  from  $37.5  million  in  fiscal 
to  $41  million  for  1980. 
And  now? 

On  the  private  side,  the  Electric  ^ 
cle  Council  counts  17  commercial 
ducers  that  say  they  have  sold  exi 
1,771  vehicles.  (Another  2,000, 
years  ago  by  a  now  defunct  firm, 
also  still  be  ticking  along.)  On  the 
ernment  side,  a  $160  million,  ten 
research  and  development  prograi 
still  alive  but  the  money  will  probabi 
be  spent  by  the  end  of  the  next  year, 
the  allotted  time.  Uncle  Sam's  nei 
idea  for  expediting  matters  is  to  lin 
one  of  the  major  carmakers  and  gi' 
$35  million  to  $40  million  to  subs: 
the  cost  of  getting  an  EV  into  ao 
production.  General  Motors,  for  one 
talked  of  plans  to  have  an  electric 
with  a  GM  label  by  the  mid-1980s.  S 
that  promise  was  made,  however, 
has  changed  its  top  executive  teami 
in  Detroit  it's  not  unusual  for  new  t 
agers  to  rewrite  the  playbook. 

Tom  Swift,  where  are  you  wher 
need  you? 
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ONE  SALE  BY  WATS 
CAN  PAY  FOR  A  WHOLE 
MONTH'S  SERVICE, 


When  it  costs  too  much  to  go  out  after  new 
1  out-of-town  accounts,  how's  your  business  going 
i  to  grow?  When  it  becomes  prohibitive  to  cover 
even  your  present  market  area,  it's  time  to  get 
wise  to  WATS.  You  cut  out  big  travel  expenses, 
reduce  costly  dry  leads,  save  yourself  time,  effort 
and  money,  when  you  sell  with  outward  WATS. 
And  look  at  the  dividends  you  pick  up  along  the 
|  way. 

Wharfs  WATS 

WATS  stands  for  Wide  Area  Telecommuni- 
i  cations  Sendee.  It's  a  way  to  tailor  Long 
j  Distance  to  your  special  needs.  You  buy  a  specific 
i  area  and  a  specific  number  of  hours,  at  a  monthly 
)  fee.  You  can  use  these  hours  whenever  you 
,  choose.  Within  your  area  and  your  hours,  you 
\  make  as  many  Long  Distance  calls  as  you  wish. 

How  to  Buy  WATS 

If  your  market  is  in  the  region  around  your 
{ home  state,  make  that  your  WATS  area.  Or 
choose  the  area  you  need.  When  you're  ready  to 
;  expand,  WATS  expands  with  you.  You  can  also 
choose  when  to  call— with  as  little  as  10  hours  a 
month,  or  as  much  as  your  business  calls  for.  Just 
a  one-time  installation  charge  sets  you  up  for 
profitable  long  distance  phone  contact. 

30-Day  Trial 

Buy  just  one  month  of  WATS  service  and  see 
i  how  much  it  can  do  for  you.  It's  one  smart 
answer  to  today's  business  problems.  WATS  can 
sell,  WATS  can  service,  WATS  can  help  you 
i  collect  accounts  and  make  new  contacts.  WATS 
j  is  a  winner.  Your  Bell  Business  Expert  will  help 
you  set  up  a  system  that  gives  you  the  most 
WATS  for  your  money. 

Here^s  More  Help 

In  addition  to  WATS,  Bell  has  these  other 


ways  to  help  you  manage  your  business  better. 

Selling  Smaller  Accounts.  Instead  of  visiting 
distant  accounts,  sell  by  Long  Distance.  Reduce 
the  cost  of  making  the  sale,  sell  more  accounts 
and  reach  customers  at  the  point  where  lowered 
inventory  prompts  them  to  buy. 

Improving  Credit  Management.  It's  the  key 
to  cash-flow  programs  that  expand  vour  market, 
develop  customers,  build  profits.  Helps  you 
check  the  customer's  ability  to  pay,  calculate 
marginal  risk,  and  collect  overdue  accounts. 

Opening  New  Accounts.  A  tested,  practical 
way  to  do  it  by  Long  Distance.  Total  program 
covers  everything  from  building  a  list  and 
screening  a  prospect's  interest  to  closing  the  sale. 

Call  Your  Bell  Business  Expert  Now 

800-821-2121  Ext.  972 

toll-free  anywhere  in  the  contiguous  United  States. 
In  Missouri,  call  800-892-2121,  Ext.  972. 

Or  send  in  the  attached  postcard 


A  BELL  BUSINESS  EXPERT  WILL  HAVE  A 
FRIENDLY  TALK  WITH  YOU.  He  or  she  will  ask 
questions,  like  the  ones  below. 

Q.  What  is  your  product  or  service? 

Q.  How  many  locations  does  your  business  have? 

Q.  Do  you  accept  collect  calls? 

Q.  Are  you  currendy  using  services  other  than  your  local 
lines— like  WATS  or  Reverse  Charge? 

Q.  Does  your  business  have  plans  to  meet  specific 
objectives,  such  as  increasing  market  coverage 
or  share? 

Q.  How  do  you  currendy  test  or  expand  market  areas? 


Bell  System 


City  Investing  reports  to  i 


We  pioneered  the  flexible, 
all-in-one  Business  Owner's 
Policy  that  delivers  com- 
prehensive protection  in  a 
single  package. 


In  more  than  two  dozen  states, 
our  Gold  Key '  Homeowner's 
Policy  offers  a  10  percent 
premium  reduction  to  Quali- 
fying owners  of  newer  homes. 


We  offer  insurance  products 
covering  commercial  marine 
business  as  well  as  today's  pri- 
vate boatowners. 


We  are  among  the  nation's 
leading  writers  of  Surety 
Bonds  for  the  construction 
industry. 


Just  as  our  Business  Owner's 
Policy  protects  the  drugstore, 
it  can  also  protect  a  doctor's 
office,  a  bank,  a  restaurant, 
even  a  barbershop. 


We  cover  municipal,  religious 
and  educational  facilities 
across  the  country  with  our 
popular  Institutional  Policy. 


ockholders  on  insurance 


iity  Investing's  insurance  activities 
;  institute  the  company's  largest 
perating  group. 

Revenues  from  property- casu- 
ty  and  life  insurance  currently 
>tal  more  than  $2  billion  annually 
id  our  insurance  portfolio  has 
rown  to  approximately  $2.5  billion. 

We  look  for  substantial  future 
rowth  beyond  the  present  unfavor- 
}le  insurance  cycle,  and  we  have 
iken  steps  to  prepare  for  the  oppor- 
mities  and  challenges  ahead. 

Our  commitment  to  the 
insurance  business 

ve  are  convinced  that  superior 
anagement  represents  the  key  dif- 
rence  in  responding  to  challenging 
portunities  in  the  future. 
Accordingly,  we  have  built  a 
Tong  management  team  of  indi- 
iduals  with  highly  successful  pro- 
fessional records  in  the  insurance 
lidustry  and  in  other  fields. 

We  have  developed  and 
mproved  our  agent  network;  it  now 
as  more  than  6,600  agents  and 
rokers  across  the  U.S.  and  Canada. 

Our  people  and  our  127-year 
;istory  of  service  and  innovation 
iipresent  a  substantial  resource. 

What  kinds  of  policies 
do  we  write? 

7e  are  one  of  the  major  property 
i  id  casualty  underwriters  in  the 
Duntry.  Through  our  Home  Insur- 
nce  Company  and  its  subsidiaries, 
i  e  offer  a  full  line  of  property,  casu- 
i  ty,  life,  accident  and  health  insur- 
j  ice.  Approximately  80  percent  of 
Ur  business  is  written  in  commer- 
al  lines;  we  specialize  in  policies 
jiat  meet  business  needs. 

Our  record  of  innovative  ideas 
dped  make  us  a  major  factor  in 
nsurance  today.  Our  newest  idea  is 
largin-Life,  a  low-cost  credit  life 
nsurance  policy  to  protect  an  inves- 
ts family  from  the  forced  sale  of 
:curities  if  he  dies.  It  is  sponsored 
yThe  New  York  Stock  Exchange 
id  will  be  offered  soon  through 
ockbrokers. 

We  pioneered  the  all-in-one 
usiness  Owner's  Policy  (BOP  ) 
hich  delivers  substantial  savings 


for  Main  Street  businesses. 

Our  Gold  Key  Homeowner's 
Policy  means  reduced  premiums 
and  better  coverage  for  qualifying 
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\    Housing  / 

\      13%  / 

Insurance 

37% 


Manufacturing 
24% 


owners  of  newer  homes  in  more 
than  two  dozen  states. 

We  offer  commercial  marine 
coverages  as  well  as  comprehen- 
sive marine  policies  to  private 
boatowners. 

We  are  constantly  searching  for 
ways  to  improve  these  policies,  and 
develop  new  ones. 

A  company  that  fits  together 
for  growth 

City  Investing's  assets  have  grown  to 
more  than  $7  billion. 

We  are  not  only  in  good,  basic 
businesses,  but  we  are  leaders  in 
most .  In  addition  to  Insurance,  we 
are  in  four  other  major  areas. 

In  Manufacturing,  we  are  lead- 
ers in  the  production  of  water  heat- 
ers and  heating  and  air-condition- 
ing equipment,  marketed  under  the 
Rheem  and  Ruud  brand  names. 

We  are  the  world's  largest  manu- 
facturer of  steel  shipping  containers 
for  the  chemical,  petroleum,  paint 
and  food  industries. 

As  one  of  the  country's  leading 
magazine  printers,  we  print  some  of 
the  best-known  newsstand  publica- 
tions, most  of  them  under  long-term 
contracts. 

We  are  also  leaders  in  the  design 


and  manufacture  of  printed  busi- 
ness forms  for  everything  from 
small  businesses  to  direct  mail  and 
computer  processing. 

Internationally,  we  build  steel 
drums  and  other  products  at  82 
plants  in  19  countries,  including 
Brazil,  Belgium,  the  United  King- 
dom, Mexico  and  Italy. 

In  Housing,  we  are  predomin- 
antly located  in  the  Sun  Belt,  one 
of  the  fastest-growing  regions  in  the 
country.  Our  operations  here  have 
made  us  one  of  the  nation's  largest 
single-family  homebuilders.  We  also 
manufacture  mobile  homes  in  19 
plants  across  the  country.  And  we 
plan  and  build  entire  residential 
communities  in  Florida. 

Our  Consumer  Services  sector 
includes  the  leading  budget-priced 
motel  chain,  Motel  6,  and  one  of  the 
largest  institutional  food  service 
businesses  in  the  United  States. 

Where  do  we  go  from  here? 

The  recent  significant  interest  in 
our  company  has  confirmed  what 
we  believe  to  be  the  exciting  growth 
prospects  of  our  basic  businesses. 

We  have  recently  reviewed  our 
operations  and  investments  very 
thoroughly.  And  we  believe  there 
are  ways  we  can  make  City  Investing 
even  stronger  in  the  future. 

To  learn  more  about  us,  and  the 
businesses  that  are  part  of  City 
Investing,  just  clip  this  coupon. 

FB1027*! 

John  Herndon,  Vice-President 
City  Investing  Company,  Dept.  I 
59  Maiden  Lane 
New  York,  NY  10038 

Dear  Mr.  Herndon: 
Please  send  more  information  on 
City  Investing  Company. 

Name  


Address. 
City  


State_ 


Zip. 


(O  City  Investing  fits  together  for  growth 
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No.  526  Cotton  (Lined) 


No.  527  Blue  Denim 


ADJUSTABLE  CAPS 

WITH  EMBLEMS  USE  FOR: 

Safety  awards,  incentive  for  production  goals,  product  pro- 
motion, advertisement,  conventions,  company  picnics,  trade 
shows,  attendance  awards 

Choose  the  cap  that  fits  your  need  Send  us  a  copy  of  your 
logo  or  a  rough  pencil  sketch  and  we  ll  do  the  rest.  Your 
emblem  expertly  made  and  sewn  on  the  best  caps  available 
Please  furnish  the  following  information: 

•  Style  No  How  Many   

•  Copy  For  Emblem  

•  Color  


Royal  Blue,  Navy  Blue,  Red, 


Black,  Orange,  White,  Gold,  Kelly  Green,  Brown. 
Price  includes  one  1  -color  emblem  sewn  on  front  of  cap. 
(MINIMUM  ORDER  —  72) 


72 

144 

288 

432 

884 

1728 

$3.65 

MCh 

$3.10 
Mch 

$2.95 

«ach 

$2.85 
each 

$2.75 
MCh 

$2.65 

MCh 

ARDIN  A 

CAP  b  JACKET  CO.  I 


HIGHWAY  460-  36  BOX  275     TOll  PFCO 
GRUNDY,  VA  24614  800/316-0551 

Alaska,  Hawaii  and  Virginia  CALL  COLLECT  703/935-4545 


put  muscle 
fit  your 
Heat  Transfer 
applications 

Specify  Young  Heat  Transfer 
Products.  That's  your  assurance 
the  radiator,  oil  cooler  and  other 
cooling  system  components  are 
going  to  stand  up  to  the  vibrations, 
thejolts,  theshocks— tothosetough 
applications  that  test  the  character 
of  each  vital  part.  Call  us  at 
(414)  639-1010. 


Readers  Say 


2825  Four  Mile  Road 
Racine,  Wisconsin  53404 


Organized  crime 

Sir:  Re  "The  Invisible  Enterprise"  (Sept. 
29).  Congratulations  for  having  the  per- 
sistence and  the  resources  to  ferret  out 
the  information  plus  the  courage  to  pub- 
lish it  without  holding  back. 

I  hope  Ronald  Reagan  is  able  to  benefit 
from  this  information  and  make  it  a  part 
of  his  campaign. 
— Peter  Henderson 
Houston,  Tex. 

Sir:  Congratulations  on  the  extensive  re- 
search. Hopefully  it  may  wake  people  up. 

— Bob  Corbin 
Attorney  General, 
State  of  Arizona 
Phoenix,  Ariz. 

Sir:  Should  be  mailed  to  every  legislator 

in  the  U.S. 

— Thomas  E.  Hughes 

La  Canada,  Calif. 


Real  joy 

Sir:  It  is  a  real  pleasure  to  see  somebody 
take  a  look  at  the  entire  JOY  company 
(Sept.  29)  rather  than  just  the  coal  ma- 
chinery sector.  ...  In  actuality,  we  went 
on  LIFO  in  1957,  not  1977.  We  have  a 
$125  million  LIFO  reserve  at  this  time 
and  we  are  one  of  the  oldest  companies 
to  have  been  on  LIFO. 
—James  W.  Wilcock 
Chairman  and  President, 
JOY  Manufacturing  Co. 
Pittsburgh,  Penna. 


Profitable  houses 

Sir:  The  report  of  the  best  investments 
during  the  1970s  (Sept.  15)  indicates  a 
10.2%  compounded  annual  rate  of  return 
for  housing  for  the  ten-year  period.  Most 
housing  is  very  highly  leveraged  with 
mortgages  of  75%  to  80%  of  total  value. 
My  guess  is  that  when  the  leverage  is 
taken  into  account,  the  compounded  an- 
nual rate  of  return  will  be  several  times 
what  was  reported. 
—Jonas  Brodie 
Pikesville,  Md. 


Perils  of  asking 

Sir:  Your  amusing  paragraph  "If  You 
Really  Don't  Want  to  Know,  Don't  Ask" 
(Fact  and  Comment,  Sept.  29)  reminded 
me  of  a  similar  experience.  A  number  of 
years  ago,  our  business,  S.B.  Penick  and 
Co.,  moved  to  a  very  modern  building.  I 
decided  it  would  be  appropriate  to  hang 


some  modern  paintings  in  my  c 
There  was  a  noticeable  lack  of  ent 
asm  on  the  part  of  my  associates, 
day  I  inquired  the  opinion  of  a  vice  ] 
dent  who  had  come  up  from  very  hu 
beginnings.  He  replied:  "Barkie,  if  o 
your  kids  did  them,  okay.  Othe: 
they  stink."  This  was  enough  to  lea 
to  abandon  the  modern  art  enterpri! 
— S  B.  Penick  Jr. 
Montclair,  N.J. 

Sir:  Look  at  what  Orbanco,  Inc. 
thrust  upon  its  employees  (see  sat 
below).  Obviously,  they  didn't  run 
cret  ballot  opinion  survey. 

— Mrs.  B.A  Yeager 
Coos  Bay,  Ore. 


A  few  million  minutes  ol 

Sir:  Your  Other  Comments  column^ 
29)  quoted  Senator  Daniel  Patrick  A/ 
nihan  as  saying  that  "1.1  billion  min 
ago  Cleopatra  was  on  the  Nile." 

According  to  my  calculator  there 
1,440  minutes  per  day,  525,960  mini 
per  year  (1,440  x  365.25),  and  2,01 
years  to  1.1  billion  minutes.  That  m« 
that  1.1  billion  minutes  ago  was  so 
time  in  the  year  111  B.C.  My  alms 
gives  Cleopatra's  dates  as  69-30  B.C. 
— Lucia  Kelly 
New  York,  NY. 


Colleges  that  teach  (cont 

Sir:  Your  question  "Is  there  any  col. 
that  puts  a  premium  on  good  teaching 
there  any  university  that  rewards- 
pay  and  promotion — outstanding  te« 
ers?"  (Fact  and  Comment,  Sept.  1)  is  ouj 
date.  The  academic  job  market  is  so  g 
ted  with  Ph.D.s  that  only  young  pe< 

FORBES,  OCTOBER  27, 


Where  you  see  obstacles, 
we  may  see  paths. 


Dresdner  Bank  -  One  of  the  ten  leading  banks  in  the  world. 

Dresdner  Bank  AG    Head  Office  1  Jurgen-Ponto  Platz.  6  Frankfurt /Main  Tel  2631 
Telex  4  1230,  Federal  Republic  of  Germany    New  York  Branch  60  Broad  Street, 
New  York,  N  Y  10004,  Tel    (212)  425  4640.  Telex  421750    Chicago  Branch 
141  West  Jackson  Boulevard.  Chicago,  III  60604. Tel    (312i  922  8964  Telex  253061 
Los  Angeles  Branch  445  South  Figueroa  Street.  Suite  2700,  Los  Angeles.  Cal  90071. 
Tel    (213)  489-5720.  Telex  67-3350    Houston  Representative  Office  Suite  275. 
1100  Milam  Building.  Houston/Texas  77002. Tel  (713)  759-0130  RepresentativeOffice 
for  Canada  Suite  3655.  Commerce  Court  West.  Toronto.  Ontario  M5L1E2. 
Tel    (416)862-78  37 


Dresdner  Bank 


Bank  with  imagination 


The  Chairman  of  the  Board 
tells  "The  Chairman  of  the  Board 
why  it's  time  for  Imperial. 

Lee  Iacocca  talks  to  Frank  Sinatra  about  the  future  of  luxury  cars  in  America. 


On  July  18,  1980  Frank  Sinatra,  the 
enti  rtainment  industry's  'Chairman 
of  the  Board,"  joined  Lee  A  Iacocca, 
Chairman  of  the  Board  o)  The  Mew 
Chryskl  Corporation,  at  the  first 

public  exhibition  of  America's  new- 
est luxury  car,  the  1981  Imperial 

This  new  Imperial  is  an  unusually 
timely  automobile,  newer  than  its 
competitors  and,  in  significant  ways, 
substantially  different  from  them;  it 
is  these  differences  that  make  the  Imperial  the 
unique  automobile  it  is 

Aftei  opening  the  exhibition  and  viewing the neu 
Imperial,  Smalm  and  In<  ona  spent  some  time 
Jist  ussing  what  America  needs  in  a  luxury  ear 
today  and  how  this  new  Imperial  fills  those  needs. 


Sinatra:  When  you  build  a  luxury  car,  where 
do  you  start?  How  do  you  lay  down  the  specs? 
Iacocca:  You  try  to  build  a  luxury  car  that's 
better  than  the  competition.  Say  you  take  your 
leading  potential  competitor  and  you  might 
say,  'I'm  going  to  give  a  customer  105  percent 
of  this  guy's  riding  comfort.  Or  100  percent 
of  his  cornering  ability.'  You  can  set  your 
sights  on  what  the  people  are  already  buying. 
Sinatra:  Is  that  what  you  did? 
Iacocca:  Sure.  But  our  standards  for  this 
Imperial  were  based  more  on  what  the  people 
need  today  than  on  what  the  competition  is 
giving  them.  You  know,  times  have  changed 
in  the  automobile  business. 
Sinatra:  You  mean  the  energy  crunch. 
Iacocca:  Partly.  That's  why  today  you  have 
to  try  to  build  a  car  that's  the  right  kind  of 
car  for  now  and,  hopefully,  for  tomorrow  as 
well.  Now,  you've  owned  a  lot  of  cars. 
Sinatra:  You'd  better  believe  it. 


Iacocca:  What  do  you  think  today's  luxury 
car  should  be? 

Sinatra:  I  don't  know  where  to  start. 
Iacocca:  Start  with  the  way  it  should 
look. 

Sinatra:  Well,  first  of  all,  I'd  want  it  to  look 
simple.  I  think  things  are  getting  cleaner 
and  simpler  looking 
and  that's  how  it 
should  be. 
Iacocca:  Agreed. 
That's  why  we  tried  to 
keep  the  Imperial  as 
uncluttered  as 
possible. 

Sinatra:  The  shape  is 
very  clean. 

Iacocca:  It's  what  we 
call  slippery. 
Sinatra:  Slippery? 
Iacocca:  Slips  through 
the  air.  In  the  wind 

tunnel  they  give  it  a   

number  they  call  a  drag  coefficient.  Tells  you 
how  aerodynamic  the  car  is.  The  lower  the 
number,  the  better. 

Sinatra:  Well,  you've  come  out  of  the  wind 
tunnel  with  a  very  elegant  looking  automobile 
Iacocca:  What  pleases  me  more  is  that  the 


styling  actually  helps  the  a 
perform  the  way  you  need  | 
to  perform  these  days. 
Sinatra:  Fine,  but  what  arj 
the  things  I  can't  see?  Wha 
about  engineering?  You  gu 
had  a  big  reputation  for 
engineering. 

Iacocca:  I  believe  we're  sti 
ahead.  But  engineering  a  C 
has  changed  radically. 
Sinatra:  Come  on,  Lee,  thi 
country  can  put  a  man  on  the  moon,  but 
can't  build  an  automobile  right.  Where's 
technology  when  it  comes  to  things  we 
every  day? 

Iacocca:  I  hear  you.  But  I've  been  in  th( 
business  a  lot  of  years  and  when  I  look  a 
new  Imperial,  I  see  an  electronic  marvel 


when  I  look  at  the  new  Imperial,  I  see  ai 
electronic  marvel." 


Sinatra:  An  electronic  marvel?  What  do 
that  mean? 
Iacocca:  Okay.  You  mention  the  space  p 
gram.  Our  electronics  division  down  in 
Huntsville,  Alabama,  was  a  prime  contra 
on  the  Redstone  missile  and  the  Saturn 


pin 

(tie 
Beta: 


f.ca 


... 


Ilo  program.  We're  an  indus- 

ader  in  automotive  elec- 
ts, going  back  to  electronic 

on.  There  are  several  hun- 
lelectronics  experts  down 
J  in  Huntsville  and  after  we 
J:hed  them  from  space  work 

mmercial  work,  the 

rial  is  one  of  the  things 
1  went  to  work  on. 
:tra:  What  did  they  do? 

ca:  Built  our  system  of 

ronic  Fuel  Injection, 
itra:  Fuel  injection's  been 
I  id  for  years. 
:;ca:  Not  like  this.  The 

rial  has  the  first  continuous 
'fully  electronically  con- 

d  fuel  injection  for  any 
liction  automobile  built 

'here  in  the  world. 
!tra:  Why  is  that  good? 
pea:  First  of  all,  it  controls 
I the  fuel  delivery  and  the 
|.  advance,  based  on  infor- 
|>n  it  gets  from  about  a  dozen  sensors 
jrionitor  everything  from  engine  tem- 
ure  to  barometric  pressure.  They  feed 

s  information  into  what  we  call  the 
austion  Computer.  Then  the  computer 
js  the  best  possible  spark  advance  for  all 

conditions  and  the  best  proportion  of 

fuel,  and  meters  out  the  exact  amount 
leed. 

tra:  What's  in  it  for  me? 
cca:  Four  things.  First  of  all,  it  starts 
st  a  turn  of  the  key.  Second,  you  get  the 
thest  idle,  even  on  cold  mornings, 
ber  three,  there  are  practically  no  balks, 
number  four,  practically  no  stalls, 
tra:  Sounds  terrific. 
:ca:  And  that's  only  the  half  of  it.  I  tell 
we've  never  had  electronics  like  this, 
you've  got  to  admit,  this  instrument 
is  rather  unusual. 

tra:  I've  driven  a  lot  of  cars  and  I've 
seen  anything  that  looked  like  it.  But 

does  a  digital  instrument  panel  make 

mperial  a  better  car? 

cca:  Because  it  makes  you  a  smarter 

r.  Tell  me,  what  do  you  need  to  know 

i  you're  driving  a  car? 

tra:  I  want  to  know  how  fast  I'm 
How  far  I've  gone.  How  much  gas 

;ot  left.  What  time  it  is.  That's  all. 

cca:  Okay.  This  instrument  panel 

's  you  all  of  that  in  words  and  numbers. 

[tra:  No  gauges? 

ca:  No  gauges.  This  is  the  only  produc 
uilt  American  car  with  a  completely 
onic  digital  instrument  cluster, 
tra:  And  what  do  the  buttons  do? 
ica:  They  turn  your  instrument  panel 
n  Electronic  Communications  Center, 
button  number  one  and  your  speedom- 
hanges  from  miles  to  kilometers, 
tra:  Not  bad. 

cca:  Push  button  number  two  and 
electronic  chronometer  gives  you  the 
nstead  of  the  time.  Button  number 


'Every  luxury  is  standard.  And  there  are  more 
luxuries  standard  than  any  car  in  America." 


three  turns  the  whole  chronometer  into  an 
electronic  timer  that  tells  you  how  long 
you've  been  driving. 
Sinatra:  What  about  how  far  I've  gone? 
Iacocca:  That's  button  number  four.  Push 
it  and  the  electronic  odometer  shows  you 
how  far  you've  gone  since  you  started.  The 
next  button  tells  your  average  speed. 
Sinatra:  And  it's  all  in  miles  or  kilometers. 
Iacocca:  That's  right.  Button  six  shows 
how  far  the  gas  in  your  tank  will  take  you 
under  present  driving  conditions.  Number 
seven  shows  how  many  miles  you're  now 

Imperial  Quality  Assurance  Program  starts  with  preselected  parts  (1)  and 
special  care  assembly  ( 2 ),  goes  on  to  a  5.5-mile  test  drive  1 3 ),  hot  engine  checks 
(4 ),  water  checks  (5),  checks  of  suspension,  steering  (6),  electrical  systems  ( 7 ) 
and  metal  finish  (81  before  final  sign-off  (9). 


I  Imperial.  Size  and  price:  comparable  to 
1  iliac  Eldorado  and  Continental  Mark  VI.  @ 
fi  est.  mpg.  26  est.  hwy.  mpg.  Use  these  ests. 
ompanson.  Mileage  may  vary  depending  on 
:d,  weather,  trip  length.  Actual  hwy.  mileage 
probably  be  less.  Calif,  ests.  lower. 


/  wanted  to  be  able  to  give  it  a  basic  limited 
warranty  twice  as  long  as  the  competitions." 


getting  to  the  gallon.  And  number  eight 
gives  your  mileage  over  your  entire  trip. 
Sinatra:  I've  never  had  that  on  any  car. 
Iacocca:  There's  more. 
Sinatra:  More  buttons  to  push? 
Iacocca:  No.  This  part  is  all  automatic.  If 
either  half  of  the  dual  hydraulic  brake  sys- 
tem is  defective,  a  light  goes  on.  If  the 
emergency  brake  is  on,  this  lights  up.  If  your 
oil  pressure  or  battery  voltage  are  too  low, 
or  your  engine  temperature  is  too  high,  these 
lights  come  on. 
Sinatra:  That's  a  lot  of  lights. 
Iacocca:  We've  got  chimes,  too.  If  you  don't 
buckle  up,  your  Imperial  will  chime  at  you. 
Leave  the  key  in  the  ignition  and  it  beeps. 


Leave  the  lights  on  and  it  makes 
a  tone. 

Sinatra:  Very  musical. 
Iacocca:  I  told  you  we  built  it 
for  you,  Frank. 
Sinatra:  What  about  your 
other  customers?  Is  this  stuff  all 
standard  equipment? 
Iacocca:  Frank, the  only 
option  on  the  Imperial  isa  power 
sliding  roof.  Every  luxury  is 
standard.  And  there  are  more 
luxuries  standard  than  any  car 
in  America.  I've  got  even  more 
luxuries  than  you  would  ask  for. 
Sinatra:  Try  me. 
Iacocca:  You  try  me.  What  fea- 
tures do  you  want  in  your  car? 
Sinatra:  Start  with  music. 
Iacocca:  Your  choice  of  four 
sound  systems,  standard.  All 
stereo.  All  with  the  best 
speakers  we've  ever  had. 
Sinatra:  Power  steering,  power 

  windows,  power  seats. 

Iacocca:  Of  course. 
Sinatra:  Leather  upholstery? 
Iacocca:  Frank,  this  is  the  only  car  in  the 
world  with  an  interior  by  Mark  Cross.  It's 
even  got  a  built-in  garage  door  opener  and  a 
hood  ornament  of  Cartier  crystal. 
Sinatra:  You're  not  fooling  around  with 
quality  on  this  baby,  are  you? 
Iacocca:  I  wanted  a  quality  automobile  to  sell. 
I  wanted  to  be  able  to  give  it  a  basic  limited 
warranty  twice  as  long  as  the  competition's. 
Sinatra:  How  long  is  that? 
Iacocca:  Two  years  or  30,000  miles,  which- 
ever comes  first.  It 
covers  all  parts  except 
tires,  all  labor  and  all 
schedule  mainte- 
nance. Our  rust  war- 
ranty lasts  three  years. 
Sinatra:  I  don't  even 
pay  for  an  oil  change? 
Iacocca:  That's  right. 
The  Imperial  warranty 
has  the  details. 
Sinatra:  That  kind  of 
confidence  takes  guts. 
Iacocca:  I  know  what 
went  into  it.  Look, 
every  one  of  these 
Imperials  gets  a  test 
drive  by  an  expert.  We 
built  a  Quality  Assur- 
ance Center  where  the 
whole  vehicle  gets  a 
going-over  to  make 
sure  that  nothing  gets  out  that's  not  first- 
rate.  When  an  i  nspector  there  signs  off  on  the 
car,  the  signed  papers  actually  come  with 
the  car. 

Sinatra:  I  think  there  are  a  lot  of 
people  waiting  for  a  car  like  this  one,  Lee. 
Iacocca:  I've  got  a  bunch  of  Imperial  dealers 
who  are  ready  for  them,  Frank. 
For  the  name  of 
the  Imperial 
dealer  nearest 
you,  call  toll-free 
1-800-521-7272. 
In  the  state  of 
Michigan  call 
1-800-482-6838. 


Its  time  for  Imperial. 


The  New  Chrysler  Corporation. 


"Speed  is  the  name  of  the  game  in 
business.  Saving  time  saves  money. 
My  TRS-80  saves  money  for  my 
clients — and  makes 
more  money  for  me."  {fc^  <f(^JL. 

ART  ROARK,  CPA,  ARLINGTON.  TEXAS 

When  you  look  at  the  facts  it's  easy  to  understand  Mr.  Roark's  enthusiasm.  Fact:  Just 
$5898*  will  buy  you  a  TRS-80  ni  Model  II  computer  system  like  his:  Big  12"  video' 
screen,  64,000-character  memory,  half-million  character  disk  drive,  efficient  line 
printer.  Fact:  Other  Model  II  systems  start  at  •$3450*  Fact:  You  can  lease  a  Model  II 
with  a  90-day  trial  period.  Fact:  Model  II  is  manufactured  in  our  own  U.S.  facilities  and 
available  at  over  7,000  locations  worldwide. 

"Software  is  one  of  TRS-80's  strongest  points." 

Radio  Shack's  rapidly  growing  program  library  can  put  a  TRS-80  to  work  in  your  busi- 
ness, fast,  we  have  what  you  need!  Accounting,  Inventory  Management,  Mailing  Lists, 
File  Management ...  or,  you  can  easily  write  your  own  programs, 
in  BASIC,  COBOL,  FORTRAN.  Model  II  does  it  all!  Application 
programs  don't  have  to  cost  a  bundle  to  be  effective  Take 
our  $199*  General  Ledger  Package,  for  example.  Mr. 
Roark  tells  us  it's  forgiving  and  generally  better  than  an- 
other BIG-name  ledger  he  formerly  used.  And  that  a 
new  bookkeeper  not  only  learned  to  use  it  in  less  than 
8  hours,  but  prepared  a  client's  ledger  for  a  full  year, 
from  scratch. 

Visit  one  of  our  85  Computer  Centers  or  send  your  | 
chosen  employee  to  test  drive  a  TRS-80  Model  II. 
Order  from  any  Radio  Shack  store,  Dealer  or 
Computer  Center  (immediate  delivery  in  most 
areas). 


igement,  Mailins 


Radio  /haek 

Tie  biggest  name  in  little  computers 1 1 

DIVISION  OF  TANDY  CORPORATION 


Send  for  Our  FREE  TRS-80  Catalog! 

Write  to  Radio  Shack,  Dept.  8I-A-30.  1300  One  Tandy  Center,  Ft.  Worth.  TX  76102 
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Readers  Say 


with  excellent  credentials  as  teach< 
and  scholars  are  finding  positior 
Brown  puts  a  premium  on  good  tearhir^ 

— Howard  R.  Swearer 
President, 
Brown  University 
Providence,  R.I. 

Sir:  At  Kansas  State  University  teachii 
effectiveness,  as  judged  by  students, 
given  substantial  recognition  when  saj 
ry  recommendations  are  made. 

— Duane  Acker 
President, 

Kansas  State  University 
Manhattan,  Kans 


Rails  vs.  utilities 

Sir:  Re  your  comments  on  railroad  c 
regulationf.tep/  15)  and  the  utility  indu 
try's  position.  Where  railroads  are  sc 
suppliers,  we  believe  some  level  of  prii 
regulation  is  appropriate.  The  coal  pow 
plant  is  a  captive  customer  of  the  trar 
portation  system.  It  is  truly  a  sole  suppi 
er  and  should  be  subject  to  regulation 
— William  McCollam  Jr. 
President, 
Edison  Electric  Institute 
Washington,  DC 

The  question  is  not  whether  there  shou 
he  regulation  of  the  rails,  hut  rather  wheth 
coal  haulers  will  be  permitted  to  charge 
price  sufficient  to  earn  a  fair  return.  T\ 
utilities  opposed  legislation  that  would 
the  rails  charge  adequate  prices  — Ed. 


:: 


This  wizard  not  Merlin 

Sir:  TSR  Hobbies,  Inc.  does  not  have 
"Merlin  trademark."  We  do  have  a  s 
houette  of  a  standard  conception  ofi 
wizard  and  we  do  use  the  copy  line  th 
TSR  Hobbies  are  the  "game  wizard: 
However,  we  have  never  referred  to  C 
wizard  as  "Merlin." 
— Daiid  W  Dimery 
TSR  Hobbies,  Inc 
Lake  Genei  a,  Wis. 
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What  kind? 

Sir:  On  page  26  (Fact  and  Comment,  Sd 
29)  you  begin  a  paragraph  with  "Ms 
kind  (or  are  we  supposed  to  say  'perse 
kind'  these  days?)  can.  .  .  ."  You  cot 
have  said  "Humanity  can  ..."  or  "Pt 
pie  can  ..."  or  any  phrase  that  tnj 
included  both  of  us. 
— Susan  F  Bleecker 
Missoula.  Mont 
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"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


THE  IRAQ- IRANIAN  FALLOUT  WAS  TOTALLY  UNDIVINED 


i  grows  curiouser  and  curiouser.  Rather  than  emerging 
anger,  that  would-be  Arab  hero,  Iraq,  appears  to  be  weaker 
litarily  than  previously  supposed;  President  Hussein's  ten- 
:  seems  more  tenuous,  his  country's  hostile  Shiites  stronger, 
ran's  military  has  been  more  effective  than  forecast,  while 
omeini  apparently  is  strengthened  rather  than  weakened, 
rhe  U.S.S.R.  and  the  U.S.  are  cooperating  for  the  first  time 
ce  Afghanistan  to  lessen  rather  than  intensify  the  spread  of 
lflict.  Other  than  oilless  Jordan,  Arab  oil  countries  are  only 
lorously  supportive  of  Iraq.  Syria  feels  stronger  vis-a-vis  its 


bitter  enemy  Baghdad  and  is  angling  to  replace  Iraq  as  the 
U.S.S.R.'s  Red-armed  Middle  East  "friend."  The  Saudis,  Ku- 
wait, the  Emirates  are  freshly  reaware  that  their  survival 
depends  on  the  West. 

My  guess  is  that  if  Iraqi  President  Hussein  had  it  to  do  all 
over,  he  wouldn't. 

Which  is  not  unlike  the  U.S.S.R.'s  present  feelings  about 
their  Afghanistan  invasion. 

Tossing  a  stone  in  the  sea,  you  can  be  certain  of  a  splash.  But 
how  far  the  resulting  waves  go  is  always  unknowable. 


THE  FUNDAMENTALS  OF  OUR  UNTENABLE  OPEC  DEPENDENCE 


/e  been  highlighted  but  not  changed  one  whit  by  the  conflict, 
d  OPEC's  newly  published  bible  should  shatter  the  empty- 
ided  idealism  of  even  the  most  bullheaded  anti-energists. 
[Tie  Ten  Commandments  &.  Assorted  Psalms  by  which 
EC  shall  be  guided  have  been  unveiled  in  a  just  published 
)k  (OPEC  in  the  International  Oil  Industry:  A  Changing 
ucture)  written  by  their  Deputy  Secretary  General,  Fadhil  J. 
Dhalabi,  who  is  also  their  senior  pricing  expert.  The  nub  of 
Oil  prices  will  double  in  the  not-so-distant  future  from  the 
sent  $30-plus  to  $60  a  barrel.  This  would  make  oil  equal  to 
:  current  state-of-the-art  cost  estimates  for  synfuels. 
Jig  Oil's  Seven  Sisters  &  Siblings  can  cry  their  dying  eyes 


out  for  as  much  good  as  it  will  do  them.  Only  in  return  for 
turning  over  "their  tremendous  wealth  of  technology  and 
information  about  the  oil  in  OPEC  countries  and  outside 
OPEC"  will  Exxon  &  Sisters  receive  oil  rations  from  the  cartel. 

Anyone  who  wanted  to  know  what  Hitler  had  in  his  evil 
mind  to  do  after  he  had  strangled  the  Weimar  Republic  in 
1933  needed  only  to  read  Mein  Kampf,  which  he  had 
written  ten  years  earlier. 

Anyone  who  fantasizes  about  a  decline  in  oil  prices  need 
only  read  al-Chalabi  to  know  how  we  in  the  West  will  be 
entombed  if  we  don't  pursue  with  Man-On-The-Moon  intensi- 
ty every  energy  alternative. 


UNFORTUNATELY  THAT  PRICE  INDEX  DROP  IS  A  PHONY 


^Jow  wasn't  that  a  happy  coincidence  for  Carter's  reelec- 
n  campaign  that  the  latest — and  last  available  before 
v.  4  voting — index  of  producer  prices  showed  the  first 
»p  in  4Vi  years? 

^o.  Unhappily,  that  was  no  happy  coincidence, 
t  was  as  much  of  a  coincidence  as  all  the  budget-busting 
llions  in  goodies  the  President  has  been  promising  in  nearly 
:ry  campaign  appearance  to  cities,  farmers,  industries,  mi- 
rities,  etc.  ad  infinitum  ad  nauseam. 

:or  the  first  time  since  the  inception  of  this  index,  instead  of 


showing  regular  car  prices  it  reflected  the  temporary  liquida- 
tion prices  that  included  the  $500  rebates.  So  rather  than  being 
up  0.4%,  the  index  showed  up  down  0.2%.  This  deceptive 
twist,  the  Carter  Labor  Department's  statistic  sleight  of  hand 
(which  might  better  be  described  as  a  sleight  of  truth),  came 
the  same  week  auto  producers  announced  20%  increases  in 
prices  for  new  cars  just  being  put  on  display. 

This  election-expedient  distortion  of  statistics  unfortunately 
puts  such  essential  measurements  into  merited  disrepute,  ren- 
ders them  suspect  as  barometers. 
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IF  YOU'RE  SO  SMART,  HERE'S  $10,000 


No  kidding. 

All  you  have  to  do  between  now  and  this  year's  end  is  to 
send  me  your  estimates  of  what  the  numbers  will  be  for 
these  35  items  at  the  end  of  the  decade — Dec.  31,  1989. 

To  simplify  your  crystal-balling,  here  are  figures  for  the 
decade  of  the  1970s — taken  from  that  fascinating  compila- 


tion by  Andrew  Tobias  in  his  lively  book,  Getting  By  or 
$100,000  a  Year.  We'll  get  some  Trust-worthy  institution  tc 
guarantee  that  the  10,000  bucks  are  at  hand  for  the  winner" 
the  moment  the  figures  are  available.  Of  course,  1990 
$10,000  may  buy  a  bit  less  than  today's — but  that's  wha 
the  contest  is  all  about,  isn't  it? 


1970 


1979 


1989? 


1970 


1979 


1989? 


Value  of  $1  $1  54c 

Oow  Jones  industrials  800  838 

Av.  daily  NYSE  volume  1 1.6  mil  32  mil 

Gold  $35/oz  $525/oz 


GNP  (actual)  $982  bil  $2.4  tril* 

GNP  (in  1970  dollars)  $982  bil  $1.3  tril* 
Deutsche  mark                    25c  58c 
Pro  football  teams                  20  28 


Silver 

Oil  (Saudi  crude) 

(daily  U.S.  imports) 
Sugar  (5-lb  bag) 
Hamburger  (lean  chuck) 
(Big  Mac) 


$1.80/oz 
$1.80/bbl 
3.4  mil  bbl 
65c 
66c/lb 
49c 


$34.45/oz 
$24.00/bbl 
8.1  mil  bbl 
$1.29 
$1.89/lb 
95c 


Operating  steel  mills  148  154 

Shopping  malls  12,170  19,201 

Registered  motor  vehicles  105  mil  154  mil 

Federal  budget  $197  bil  $547  bil* 


New  home  $35,500  $74,000 

Home  mortgage  814  %  13% 

Prime  rate  SVz%  15% 

Six-month  Treasuries  6.5%  12.5% 


National  debt  $370  bil  $845  bil* 

Consumer  debt  (excl  mtg)  $101  bil  $310  bil* 

Computers  (U.S.)  65,000  300,000 
Coast-to-coast  call                   75c  21c 


Employed  workers  81  mil  100  mil 

Unemployed  workers  4  mil  6  mil 

Per  capita  income  $3,893  $8,800* 

Disposable  income  $692  bil  $17  tril* 


First-class  stamp 
Credit  cards 
Satellites  in  orbit 
Lawyers 


6c 
450  mil 

1,845 
355,242 


15c 
579  mil 
4,555 
464,851 


Stockbrokers 
U.S.  population 
World  population 


50,787 
203  mil 
3.6  bil 


50,466 
222  mil 
4.5  bil 


'Estimated.    tForbes  to  be  the  final  judge;  no  Forbes  employees  or  their  relatives  are  eligible. 


RESTAURANTS — GO, 

•  Le  Train  Bleu— 1000  Third  Ave.  (Tel:  223-5100).  Bloom- 
ingdale's,  the  Big  Apple's  exciting,  with-it  department  store,  had 
a  great  idea  for  this  most  ritzy  of  their  in-house  restaurants.  The 
dining  car  setting  is  delightful,  the  service  cheerful,  but  unfortu- 
nately all  the  dishes  read  better  than  they  taste. 

Pesca— 23  East  22nd  St.  (Tel:  533-2293).  In  its  first  year, 
this  out-of-the-way  fish  house  of  limited  specialties  has  at- 
tracted varied  aficionados.  Pesca' s  cooked-in-envelope  catch  of 
the  day  is  first  rate,  but  their  Japanese-style  deep-fried  encrust- 
ment  (used  on  everything  including  the  mushrooms),  though 
lighter  than  most,  gets  tiresome. 

Cafe  New  Amsterdam— 284  West  12th  St.  (Tel:  242- 
7929).  A  neighborhood-flavored  Greenwich  Village  restaurant 
that's  many  cuts  above  the  cutesy  Village  norm.  The  writer- 
artist-stage  clientele  enjoys  attractively  presented  fresh  vegeta- 
bles as  well  as  fish  and  fowl  prepared  with  creative  simplicity. 
Decent,  affordable  wines,  cheerful  service. 

Laurent— 1 1 1  East56thSt.  (Tel:  753-2729).  Among  the  big 
and  popular  New  York  restaurants.  The  food  is  dependably  good, 
the  richly  paneled  setting  is  attractive,  but  there  is  no  spark  of 
greatness,  excitement,  glamour  or  outstanding  deliciousness. 

La  Rousse— 414  West  42nd  St.  (Tel:  736-4913).  Part  of 
the  pit  that's  42nd  Street  has  been  brought  into  sunlight,  and 
this  wholesome,  provincially  French  bistro  is  one  of  the 
beams.  Just  west  of  Ninth  Avenue,  there's  a  new  and  sprightly 
Theater  Row  and  this  is  a  refreshing  place  to  eat  or  drink 
before  or  after  these  theaters  or  others. 


,STOP 

Manhattan  Market— 1016  Second  Ave.  (Tel:  752-141 
David's  popular  Cookie  Kitchen  turned  the  store  next  c 
into  a  pleasant  restaurant  with  lunchy-type  salads,  platters 
sandwiches  that  are  more  often  different  than  delicious. 

Midi  Regine— 502  Park  Ave.  (Tel:  826-0990).  This  c, 
slick  nightclub  is  now  a  decorously  sleek  luncheon  restaui 
as  well,  with  the  attractive  offerings  more  moderately  pri 
than  many  of  lesser  taste. 

Mr.  Chow— 324  East  57th  St.  (Tel:  751-9030).  The  n 
bled  and  mirrored  walls  make  this  the  most  sumptuous, 
cious  restaurant  decor  since  the  creation  of  the  Four  Seas 
pool  room.  The  creator-owner,  who's  done  similarly  in  Lon 
and  Los  Angeles,  attracts  a  sophisticated  clientele  to  his 
too-sophisticated  Chinese  menu,  suavely  served.  It's  a  woi 
while  experience,  though,  and  surprisingly  moderately  pri« 
•  La  Petite  Marmite — Beekman  Towers,  49th  St.  & 
Ave.  (Tel:  826-1084).  You'd  think  that  being  next  door  to 
United  Nations  and  related  activities  as  well  as  the  high-i 
U.N.  Towers  this  French  effort  would  be  first  rate.  Unfo 
nately, -little  things  like  stale  bread  and  tired,  sawdusty  ho 
radish  betoken  most  of  the  rest  of  the  offerings. 

The  Coach  House— 110  Waverly  Place  (Tel:  777-03 
Long  a  lone  Greenwich  Village  oasis  of  first-rate  food.  Now 
area  has  a  few  more  worth  the  trip,  but  that  unflagging  pro 
etor,  Leon  Leonides,  keeps  this  beacon  of  Village  Best  burr 
brightly.  Com  bread  sticks  still  hot,  the  roast  beef  flavorfv 
rarity  in  New  York),  the  renowned  desserts  richly  irresistil 
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WHO  DO  TOU  SUPPOSE 
IS  KIDDING  WHOM? 

Vith  three  major  presidential  candidates  dashing  frenetical- 
all  over  the  country,  you  have  to  wonder  who's  kidding 
om  with  most  of  the  expensively  engineered,  synthetic 
jplenthusiasm. 

"his  23-year-old  photograph  reminds  me  of  the  poignant 
miness  of  it  all  .  .  .  here  my  wife  and  I  are,  in  a  horn-tooting 
torcade,  proceeding  down  the  main  street  of  Hackensack, 
.,  a  month  before  the  November  1 957  gubernatorial  election, 
f  you  look  carefully,  you  won't  find  a  voter  on  the 
2walks;  my  waving  glad  hand  is  aimed  at  what  must 
re  been  the  only  soul  in  sight — the  photographer.  Note 
enthusiastic  expression  of  the  be-orchided  Bergen 
anty  lady  leader.  Each  car-cum-driver  in  the  motorcade 
t  me  25  bucks  plus  free  drinks  and  feed  at  the  subse- 


quent arduously  gathered  "mass  rally." 

Yet,  would  you  believe,  on  the  eve  of  being  nosed  out  by  a 
record  landslide,  I  thought  we'd  win? 

For  politicos,  'tis  again  the  season  for  self-deception. 


I  LOVE  BEN  WEBERMANS  HAPPY  FORECAST 

on  what  the  rate  of  inflation  will  be  at  year's  end  (see  p.  195). 
Sadly,  though,  I  don't  share  his  optimism. 


FAT 

corporate  or  personal,  is  something  to  get  rid  of. 


LESS  IS  EXPECTED 

of  those  on  a  diet. 


THE  ECONOMY:  GOING  NOWHERE  FOR  NOW 


By  M.S.  Forbes  Jr. 


The  recession  may  be  over,  accord- 
ing to  some  economic  statistics,  but  a 
meaningful  bounce  back  in  the  next 
two  or  three  quarters  is  unlikely  for 
several  compelling  reasons. 

The  principal  one  is  that  Federal 
Reserve  Board  Chairman  Paul  Volcker 
is  not  going  to  be  very  accommodat- 
ing in  making  available  the  necessary 
credit.  The  Fed  obviously  doesn't 
know  how  to  fine-tune  money  supply 
(which  is,  contrary  to  many  econo- 
mists' assertions,  an  impossibility 
anyway),  but  the  central  bank's  deter- 
mination to  fight  inflation  is  genuine. 

Another  wet  blanket  on  the  econo- 
my is  the  big  increase  in  federal  taxes, 
which  through  legislation  and  infla- 
tion will  rise  some  $80  billion  next 
year.  That  additional  burden  should 
put  campaign  promises  of  a  $30  bil- 
lion to  $40  billion  reduction  in  a  more 
realistic  perspective. 

About  12%  of  the  U.S.  economy  is 
dependent  on  foreign  trade,  and  we 
won't  get  much  stimulus  there.  Eu- 
rope is  experiencing  a  mild  recession 
(the  British,  a  rather  tough  one)  and 
so-called  lesser  developed  countries, 
which  now  take  approximately  one- 
third  of  our  exports,  are  also  going  to 
have  a  tough  year  grappling  with  their 
oil  bills. 

Finally,  capital  spending  won't  be 


rising,  at  least  in  the  near  term. 

For  now,  the  economy  is  in  for  some- 
thing of  a  holding  pattern  until  it  gets  a 
feel  for  and  a  chance  to  respond  to  the 
policies  of  a  new  Administration. 

FALSE  DILEMMA 

Economic  policy  in  the  minds  of 
many  experts  has  become  a  Hobson's* 
choice:  more  inflation  or  more  unem- 
ployment? Growth  seems  to  bring 
with  it  increasingly  unacceptable 
rates  of  inflation,  and  bringing  down 
inflation  leads  to  lengthening  periods 
of  austerity. 

You  can't  blame  OPEC  for  this  pre- 
dicament; it  was  evident  before  the 
price  explosions  of  1973-74. 

The  dilemma,  though,  is  more  ap- 
parent than  real. 

The  crux  of  the  problem  is  that, 
until  recently,  most  economists 
thought  it  made  little  difference  as  to 
how  the  government  encouraged  eco- 
nomic activity. 

And  here  we  come  to  the  essence  of 
so-called  supply-side  economics:  How 
you  boost  the  economy  makes  a  sig- 
nificant difference.  For  years  the  goal 
of  economic  policy  was  simply  to  put 
more  money  into  circulation,  into 
people's  pockets.  The  role  of  tax  rates 
and  regulations  in  economic  activity 
were  thought  to  be  largely  irrelevant. 

Supply-siders  argue  that  govern- 
ment    should     encourage  growth 


through  reducing  disincentives  in  the 
tax  and  regulatory  codes. 

In  the  U.S.  the  tide  is  rapidly  turn- 
ing. At  least  one  part  of  the  supply- 
side  program  has  become  consensus — 
the  need  for  more  realistic  depreci- 
ation schedules. 

The  controversy  comes  over  indi- 
vidual tax  policy  or,  more  specifically, 
the  Kemp-Roth  approach,  which 
would  reduce  personal  income  tax 
rates  one-third  over  three  years.  Crit- 
ics contend  that  this  is  a  consump- 
tion-oriented tax  cut.  However,  as 
Representative  Jack  Kemp  puts  it, 
"Kemp-Roth  is  not  meant  as  a  one- 
shot  boost  of  consumption.  It  aims  at 
removing  a  significant  tax  barrier  be- 
tween effort  and  reward."  That  indi- 
vidual tax  rates  are  now  too  high,  that 
they  are  counterproductive,  is  evident 
from  the  explosive  growth  of  the  cash 
economy,  of  tax  evasion. 

Another  criticism  is  that  Kemp- 
Roth  would  widen  government  defi- 
cits, thereby  worsening  inflation.  Ex- 
perience shows  the  contrary.  When 
the  U.S.,  for  instance,  substantially 
reduced  income  taxes  in  1964-65, 
Washington's  revenues  went  up,  the 
budget  deficit  was  sharply  cut  and  to- 
tal personal  savings  jumped  40%. 

As  the  supply-side  approach  gains 
ascendancy,  especially  under  Reagan, 
we  should  hear  less  and  less  of  this 
inflation-unemployment  dilemma. 
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Other  Comments 

Often  comments  ft\  others  stimulate,  ir  ritate, 
abuse  or  amuse  this  editor  's  mind. —MSF 


Good  Advice 

When  Lyndon  Johnson  was  having  his 
kidney  operation,  the  risk  of  death  exist- 
ed, and  I  was  positioned  outside  the  oper- 
ating room,  in  case  of  such  an  eventual- 
ity. I  said  to  Johnson:  "What  do  I  tell 
Hubert  (Humphrey]:"  Replied  Johnson: 
"Tell  him  to  keep  it  short." 

—Bill  Moyers,  CBS  TV 

Creeping  Capitalism 

The  Kremlin  grudgingly  accepts  the 
underground  economy  because  it  fills  the 
gaps  left  in  the  inefficient  Soviet  system, 
eases  shortages  and  makes  consumers' 
lives  bearable.  Collective-farm  managers 
admit  that  often  the  only  way  to  meet 
their  production  targets  is  to  buy  sup- 
plies on  the  black  market.  "If  they  tried 
to  shut  down  every  illegal  activity,"  says 
one  Western  diplomat  in  Moscow,  "the 
economy  would  come  close  to  collapsing 
and  the  party  would  face  serious  prob- 
lems of  public  disorder." 

— Time 

Insane  but  Rational 

The  prospect  of  victory  is  not  the  only 
motive  for  any  army,  but  the  victory 
must  be  worth  the  trouble  and  sacrifice. 
An  insane  form  of  human  relations,  war 
is  nevertheless  a  motivated  and  extreme- 
ly rational  act. 

— Milovan  Djilas,  Wartime 

Did  Tou  Know 

that  street  bikes  save  the  nation  almost 
$300  million  every  year  that  would  oth- 
erwise be  spent  on  an  additional  10  mil- 
lion barrels  of  oil? 

— Motorcyclist 

Fingering  CIA  Men 

Counterspy  magazine  identified  nine 
men  it  said  were  agents  of  the  United 
States  Central  Intelligence  Agency  now 
stationed  in  Iran.  In  1975  the  magazine 
identified  Richard  S.  Welch,  the  CIA  sta- 
tion chief  in  Greece,  as  an  intelligence 
operative.  The  report  was  later  published 
in  an  English-language  paper  in  Athens, 
and  Mr.  Welch  was  shot  to  death  outside 
his  home  there  that  December.  The  list 
of  reported  agents  was  released  by  John 
Kelly  of  Counterspy. 

*    *  * 

As  an  editor  of  the  Covert  Action  In- 
formation Bulletin  and  coauthor  of  two 
books  about  the  federal  agency's  covert 
operations,  Louis  Wolf  boasts  of  having 
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helped  to  disclose  the  identities  of  more 
than  2,000  American  intelligence  agents 
stationed  around  the  world.  The  home  of 
an  American  Embassy  official  in  Jamaica 
was  attacked  by  gunmen  two  days  after 
Mr.  Wolf  publicly  described  the  official 
as  the  intelligence  agency's  station  chief 
in  Kingston. 

*    *  * 

The  Senate  Select  Committee  on  Intel- 
ligence voted  unanimously  for  a  bill  that 
would  make  it  a  crime  punishable  by  as 
much  as  three  years'  imprisonment  for 
private  citizens  to  disclose  the  identities 
of  "covert"  intelligence  agents  in  certain 
circumstances.  The  House  Select  Com- 
mittee on  Intelligence  voted  unanimous- 
ly last  week  to  approve  a  similar  bill.  .  .  . 
Senator  John  H.  Chafee  (R-R.L),  the 
strongest  advocate  of  a  tough  law,  pro- 
tested some  suggested  modifications, 
saying  bluntly  of  Mr.  Wolf,  "I  want  to  put 
him  away." 

— New  York  Times 

Like  Janus 

I  did  not  then  try  to  reconcile  the  two 
sides  of  Howard  Hughes — the  cool  sub- 
orner of  officials  who  could  talk  so  mov- 
ingly of  the  American  way,  of  disillusion, 
even  of  despair,  while  at  the  same  time 
stalking  his  foes  with  almost  every 
weapon  that  money,  stealth  and  ruth- 
lessness  could  command.  Over  the  years, 
as  his  tendencies  toward  withdrawal,  se- 
cretiveness  and  remote  manipulation  of 
politicians  grew  to  ultimate  proportions, 
I  would  think  back  on  this  night,  reflect- 
ing what  a  fearful  thing  it  is  to  strip  away 


Agatha  Crumm 
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the  remaining  illusions  from  an  ii 
willed  genius  who  precariously,  like 
nus,  faces  toward  both  idealism 
cynicism,  service  and  rejection. 

— Jack  Ander} 
Confessions  of  a  Muckrd 


God  help  us  if  one  of  them  win 
—comment  on  the  Iraq- Iran  war  I 
senior  member  of  a  ruling  Arab  faa 


Federal  Termination 

How  dense  is  the  jungle  of  federal 
perwork?  Members  of  Congress  vi 
told  that  changing  the  term  "mol 
home"  to  "manufactured  housii 
means  altering  4  federal  laws,  36  re 
lations,  15  interpretative  bulletins, 
cooperative  state  pacts,  27  state  mi 
toring  contracts,  and  laws  and  rules 
35  states. 

— U.S.  News  &>  World  Ref 

Addictive  Danger 

Sleep  is  death  without  the  responsi 
lty.  The  danger,  of  course,  is  that  si 
appears  to  be  rather  addictive.  Many  i 
they  cannot  do  without  it  and  will  g< 
great  lengths  to  ensure  its  possession 
— Fran  Lebowitz,  Metropolitan  . 

Chinese  Leader  Cracked  t 

During  a  tour  of  the  Far  East,  Alas 
Governor  Jay  Hammond  found  him 
chatting  under  TV  lights  in  Peking  v 
Deng,  vice-premier  of  China.  D 
asked  him  by  way  of  the  lnterpn 
what  he  thought  of  the  Chinese  sysi 
of  government.  "I  said,  'Any  regime  I 
manages  to  do  away  with  the  neel 
can't  be  all  bad.'  Well,  there  was  an 
change  between  the  two  and  then 
interpreter  said  to  me,  with  no  expi 
sion  at  all,  'The  Vice-Premier  says 
crack  him  up.'  " 


Strauss  on  His  Mind 

I  say  what's  on  my  mind,  but  I  so 
times  don't  say  everything  that's  on 
mind.  Sometimes  I  talk  too  much, 
it's  very  rare  that  I  say  too  much. 

— Robert  Stra' 
Carter's  campaign  chairr 

Star  Gazing? 

By  and  by 

God  caught  his  eye. 

— epitaph  on  an  inattentive  wai 
David  McCord  in  The  B< 
of  Insults,  Ancient  and  Modi\ 
by  Nancy  McPl 
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Why  shouldn't  boards  of 
directors  expect  something 
more  from  accounting  firms? 


The  whole  idea  of  a  board  member's 
esponsibilities  has  changed  enormous- 
/  in  recent  years. 

Legally,  and  otherwise. 

And  considering  what's  expected  of 
)oard  members  nowadays,  why 
shouldn't  they  demand  more  from 
iccountants? 

At  Deloitte  Haskins  &  Sells,  we  think 
he  best  way  to  extend  a  helping  hand  in 
he  boardroom  is  to  keep  you  well 
nformed. 

Which  is  why  we  go  to  such  lengths 
o  provide  board  members  (and  the 
ludit  committee,  in  particular)  with  reli- 
ible,  timely  advice. 

For  example,  there's  our  director's 
}uide  to  audit  committees,  a  compre- 
hensive summary  of  recent  develop- 
nents  in  committee  practices  and  the 
egulatory  environment. 


D 1980  Deloitte  Haskins  &  Sells,  1 1 14  Avenue  of  the  Americas, 
New  York,  N  Y  10036 


To  say  nothing  of  our  booklets  on  the 
Foreign  Corrupt  Practices  Act.  Our  in- 
formative newsletter,  "The  Week  in 
Review."  Status  reports  on  what's  hap- 
pening at  the  FASB. 

And  so  much  else. 

But  publications  aren't  the  only  way 
we  communicate  with  you. 

In  addition,  we  make  specific  reports 
to  individual  audit  committees  on  just 
those  accounting  [or  other)  issues  that 
we  think  are  significant  to  the  committee 
members. 

Or  that  they  do. 

No  matter  how  much  experience 
you've  had  as  a  director,  what  could  be 
more  timely  than 
help  like  this? 

These  days, 
it's  almost  a 
necessity. 


Deloitte 
Haskins  Sells 


Beyond  the  bottom  line™ 


u  ,  Deloitte 
Haskins  Sells 


USA 


Audit  Committeei 

A  Director's  Guide 


Cretan  .^ol 


WHY  LEAP  INTO 

WHEN  YOU  CAP! 


Lately  everyone's  been  telling  you  to  get  ready  for 
the  Office  of  the  Future. 

We  agree.  But  how  do  you  design  an  office  system 
to  get  ready  for  the  future  when  you  can't  possibly  know 
exactly  what  you're  getting  ready  for? 

At  Xerox,  we've  designed  a  solution.  We  call  it  the 
Information  Outlet,  and  here's  how  it  works: 

The  Information  Outlet  gives  you  access  to  a 
special  cable  known  as  the  Ethernet  cable.  It  links  all 


kinds  of  different  office  machines  so 
they  can  work  with  one  another.  Mach 
such  as  the  Xerox  860  Information 
Processing  System,  various  electronic- 
printers  and  files,  and,  of  course,  compi 
As  time  passes,  you  can  simply  pi 
in  new  machines  as  you  need  them— or 
as  technology  develops  better  ones.  Eve 
if  they  aren't  made  by  Xerox. 


IHE  FUTURE 

WADE  INTO  IT? 


In  other  words,  you'll  be  able  to  get  to  the  future 
e  way  the  future  itself  gets  here:  one  step  at  a  time. 

Of  course,  planning  an  information  management 
stem  isn't  exactly  a  day  at  the  beach. 

But  in  both  cases,  wading  does  have  certain 
[vantages  over  leaping. 

It's  less  of  a  shock  to  your  system.  And  you  don't 
ive  to  worry  about  suddenly  finding  yourself  in 
rer  your  head. 


If  you'd  like  more  information  on  the 
Information  Outlet,  write  us  and  we'll  send  you 
a  booklet:  Xerox  Corporation,  P.O.  Box  470065, 
Dallas,  Texas  75247. 


XEROX 


Polvurethanes,  which  are  already 
used  in  flexible  foam  in  car  seats,  as 
well  as  roof  liners  and  dashboards, 
will  be  made  lighter  without  sacrific- 
ing comfort,  durability,  or  safety. 


mmm 


Fenders,  as  well  as  doors.  1 
trunk  lids,  could  be  made  t 
reinforced  polvurethanes. 


High-stress  parts  in  the  auto  frame 
will  contain  epoxy  resins,  because 
they  expand  at  the  same  rate  as  steel 


We're  putting  more  petroleum  in  the  body  of  your  ca 

so  you  can  put  less  in  your  tank. 

Oil.  In  its  most  familiar  form,  it  runs    and  seats,  to  see  if  they  can  be  made 


Oil.  In  its  most  familiar  form,  it  runs 
and  lubricates  your  car. 

In  a  less  familiar  form,  it  can  be  made 
into  petrochemicals  which  can  be  turned 
into  plastics.  And  those  plastics  could 
replace  the  metal  in  your  car. 

Research  being  done  with  Texaco's 
petrochemicals^  is  aimed  at  producing 
car  parts  that  are  50%  lighter  and  yet  as 
strong  and  efficient  as  any  used  today. 

WeVe  also  reexamining  parts  now 
made  with  plastics,  such  as  dashboards 


and  seats,  to  see  if  they  can  be  made 
even  lighter  without  sacrificing  strength 
or  efficiency,  ^^^^^w 

And  we're  doing  work  on  glass- 
reinforced  polyurethanes  for  fenders, 
doors,  and  trunk  lids.  Every  pou 
that  we  can  help  auto  manufacture 
take  off  their  cars  ^^tgmm^ 
could  mean  less  fT^^\tfl\ 
gasoline  you'll 

have  to  use.  vi? 
We're  working  to  keep  your  trust. 
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ickers  are  proving  to  be  tough  pickings  for 
Teamsters'  union  these  days.  Will  it  have 
ter  luck  organizing  the  police? 


The  skidding 
Teamsters 


By  Bob  ifemarkin 


he  International  Brotherhood 
of  Teamsters  may  seem  as 
brawny,  tough- talking  and  scan- 
lagued  as  ever,  but  they  are  clearly 
lg  troubles.  The  IBT  claims  2.3  mil- 
members.  Well-informed  outsiders 
)n  the  number  is  now  more  like  1.8 
on.  Whatever  their  true  number, 
Teamsters  do  something  other 
drive  trucks  for  a  living.  The  IBT 
sents  just  300,000  truckers  and 
housemen — the  ones  that  give  the 
n  the  power  to  throttle  the  econo- 
rheir  proportion  in  the  total  truck- 
business  is  falling,  thanks  to  dereg- 
an,  ongoing  federal  probes  into  the 
ling  of  Teamster  pension  funds  and 
beginnings  of  a  significant  dissident 
:ment  within  the  union.  Under 
c  Fitzsimmons,  who  finally  suc- 
:d  Jimmy  Hoffa  as  president  in 
,  the  Teamsters  now  lose  more  cer- 
tion  elections  than  they  win.  A 
le  ago,  the  IBT  was  winning  55% 
ieir  elections.  Today  it's  45%  and 
number  of  dues  payers  involved 
taller.  Recently  the  IBT,  after  sever- 
lonths  of  organizing  tactics,  was 
1  down  as  bargaining  agent  by  4,300 
ers  at  Virginia-based  Overnite 
king,  a  prize  that  would  have 
it  as  much  as  J. P.  Stevens  means  to 
jextile  Workers  Union, 
lat  Fitzsimmons  lacks  in  results  in 
rucking  business  he  has  been  try- 
:o  make  up  for  by  continuing  ef- 
elsewhere.  The  brotherhood  re- 
s  organized  labor's  most  aggressive 
lizer,  with  a  hand  reaching  into 
f  comer  of  the  market,  from  ad- 
strative  clerks  at  the  University  of 


Teamster  President  Frank  Fitzsimmons 
Running  hard  but  losing  ground. 

Chicago  to  zookeepers  in  San  Diego.  A 
current  major  target  for  Fitzsimmons  is 
the  nation's  local  police  forces.  Num- 
bering over  half  a  million,  local  police 
forces  may  be  the  single  biggest  un- 
tapped group  of  potential  dues  payers 
extant  in  the  U.S.  Over  the  years  the 
Teamsters  have  become  bargaining 
agents  for  a  total  of  at  least  25,000 
cops,  mostly  in  small  communities  in 
Wisconsin  and  Michigan.  Fitzsimmons' 
latest  target:  the  8,000  men  and  women 
on  the  city  of  Chicago's  police  force. 


They  were  scheduled  to  vote  the  Team- 
sters in  or  out  on  Oct  16.  The  Team- 
sters had  poured  at  least  $200,000  in 
the  past  four  months  alone  into  the 
organizing  effort  there  and,  as  this  arti- 
cle was  going  to  press,  the  outcome 
was  in  considerable  doubt. 

Cynics  claim  that  if  the  IBT  were 
voted  down  by  Chicago's  police,  it 
would  not  be  because  they  could  not 
bear  the  thought  of  being  represented  by 
Teamster  Local  714,  which  has  been 
investigated  by  the  Justice  Department 
for  shakedowns  and  thefts  at  the 
McCormick  Place  convention  center. 
(Four  years  ago,  714's  chief  steward  was 
convicted  of  labor  racketeering  on  a  74- 
count  indictment.)  Weighing  more 
heavily  against  them,  some  argue,  is  the 
growing  perception  of  the  Teamsters  as 
a  waning  force.  In  part  the  Teamsters 
are  feeling  the  force  of  a  more  general 
wave  of  antiunion  sentiment  abroad  and 
in  the  U.S.  Twenty-five  years  ago,  30% 
of  all  workers  belonged  to  unions.  Now 
only  20%  do,  and  both  the  percentage 
and  the  absolute  numbers  are  dropping. 
Like  all  other  unions,  the  Teamsters  are 
up  against  a  new  breed  of  management 
capable  of  fighting,  as  one  union  man 
puts  it,  "with  briefcases  and  consultants 
instead  of  brass  knuckles  and  busters." 

The  Teamsters  are  uniquely  vulner- 
able on  several  counts.  First,  they  are 
the  number  one  target  of  decertification 
drives,  accounting  in  the  past  two  years 
for  over  one-third  of  all  successful  decer- 
tification elections  in  the  U.S.  More 
important,  in  the  long  run,  they  are 
beginning  to  feel  the  full  force  of  the 
trucking  deregulation  law  in  effect  since 
July  1. 

Teamster  muscle  had  been  hobbled  by 
law  in  the  past — the  Taft-Hartley  Act's 
limits  on  secondary  boycotting,  for  ex- 
ample— but  deregulation  cuts  nearer  the 
bone.  It  accelerates  a  15-year  trend  that 
has  seen  nonunion  carriers  up  their  per- 
centage of  freight  hauled  from  24%  in 
1965  to  28%  this  year  while  unionized 
carriers'  share  in  the  same  period 
dropped  from  34%  to  26.5%.  (The  rest 
is  accounted  for  by  company-owned 
fleets,  railroads,  barges  and  airlines.) 
Trucker  membership  in  the  IBT  plunged 
25%,  to  the  present  300,000,  as  hun- 
dreds of  companies  closed  down  or 
merged. 

The  current  business  slowdown — 
truck  tonnage  to  date  in  1980  is  off  30% 
from  last  year  and  rates  are  down  by 
15%  to  20%— is  compounding  the  IBT's 
woes.  Between  50,000  and  60,000  union 
truckers  have  lost  jobs  since  deregula- 
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tion,  say  industry  experts.  By  1985,  ana- 
lysts predict,  the  Teamsters  could  lose 
10%  to  15%  of  its  trucking  industry 
members  from  industry  consolidation. 

The  stresses  brought  on  by  deregula- 
tion even  cracked  the  Teamsters'  sacred 
master  contract,  the  core  of  its  power. 
Under  the  contract,  300,000  teamsters 
technically  bargain  as  a  single  unit. 
Faced  with  stiffer  competition  from 
nonunion  carriers,  no  longer  able  to  cov- 
er wage  hikes  simply  by  raising  rates, 
and  hoping  to  delay  or  reduce  the  next 
cost-of-living  increase,  the  industry 
found  the  nerve  to  ask  the  Teamsters  to 
reopen  the  Master  Freight  Agreement 
painfully  reached  in  April  1979  only 
after  a  ten-day  strike.  Publicly,  the 
union  replied  with  a  flat  no.  But  private- 
ly, Teamster  leaders  have  sent  letters  to 
tracking  companies,  suggesting  the  pos- 
sibility of  individual  locals'  negotiating 
their  own  concessions. 

Corruption  itself  may  finally  put  lim- 
its on  the  Teamsters'  future.  Last 
month,  three  officers  of  the  powerful 
Union  City,  N.J.  Local  560 — one  of  the 
biggest  of  the  730  Teamster  locals — 
were  indicted  by  a  federal  grand  jury  in 
connection  with  bribes  allegedly  paid  by 
four  national  trucking  concerns.  The 
bribes,  the  government  claims,  allowed 
the  companies  to  pay  far  less  to  trucking 
employees  than  called  for  in  the  Team- 
ster contract.  Trucking  analysts  esti- 
mate that  right  now  80%  of  Teamster 
truckers  in  New  York  and  New  Jersey 
are  receiving  pay  and  benefits  below  the 
master  contract.  In  Texas,  Pacific  Inter- 
mountain  Express,  one  of  the  nation's 
major  trucking  operators,  has  a  special 
cut-rate  deal  whereby  it  pays  its  Team- 
sters $4  an  hour  less  than  the  master 
rate  of  $11.50  an  hour.  Duff  Truck  Line 
Inc.  of  Lima,  Ohio  asks  each  teamster 
to  kick  back  $20  a  week,  according  to 
Ken  Paff,  head  of  the  Teamsters  for  a 
Democratic  Union,  a  dissident  group 
within  the  IBT  claiming  10,000  mem- 
bers. "Union  companies  bargain  as  if 
they  weren't  union,"  complains  Paff.  "I 
don't  blame  the  workers  for  giving  in  to 
keep  jobs.  I  blame  the  union  for  not 
backing  the  workers." 

More  customized  contracts  of  the 
New  Jersey  variety,  whether  extorted 
under  "sweetheart"  deals  or  hammered 
out  under  competitive  stress,  would 
raise  hell  with  the  grand  design  that 
took  shape  in  1964  when  the  Team- 
sters, under  Jimmy  Hoffa,  won  their 
first  national  master  trucking  contract. 
A  major  extension  of  Hoffa's  scheme 
for  a  consolidated  national  pension  plan 
vanished  when  he  did  in  1975.  Now, 
the  heart  of  the  design  itself  may  be 
going.  The  Teamsters  are  looking  more 
and  more  like  the  AFL-CIO,  a  loose 
confederation  of  independent  unions. 
Since  last  year  the  Western  States  Con- 
ference of  Teamsters,  representing  11 
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states,  has  been  operating  under  a  sepa- 
rate contract. 

To  Paff,  34,  who  has  been  leading  the 
dissidents  since  1976,  "give-backs"  and 
concessions  are  issues  that  can  only  add 
to  a  dump-Fitzsimmons  movement.  In 
July,  prior  to  the  contract  reopener  talks, 
angry  dissidents  in  Hoffa's  old  Detroit 
Local  299  overthrew  the  leadership, 
Hoffa  cronies  all,  in  an  election  moni- 
tored by  the  Labor  Department.  It  was  a 
major  success  for  the  TDU  faction, 
which  has  already  placed  elected  offi- 
cials in  such  big  locals  as  Flint,  Mich., 
Pittsburgh,  Oakland  and  St.  Louis.  But 
the  victory  didn't  come  easily;  TDU  had 
to  contend  with  union  thugs  as  well  as 
apathy,  fear  and  old  loyalties  along  the 
way.  "Our  leaders  rewrite  the  contract 
every  time  they  meet;  now  it  isn't 
worth  the  paper  it's  written  on,"  says 
Richard  Marcum,  38,  a  dissident  Team- 
ster of  Local  299  whose  outspoken  op- 
position to  the  leadership  earned  him  a 
brutal  beating  and  some  lost  teeth  on 
the  eve  of  the  election. 

Dissidents  like  Marcum  still  number 
only  3%  of  Teamster  drivers — not 
enough  right  now  to  threaten  President 
Frank  Fitzsimmons  or  affect  union  poli- 
cy— but  they  have  become  too  visible  to 
be  ignored  any  longer.  Dissident  news- 
papers are  cropping  up  in  response  to 
member  complaints  that  officials  leave 
them  uninformed.  The  Convoy  Dispatch, 


a  dissident  monthly  tabloid  edite 
Detroit,  claims  to  have  some  7( 
subscribers.  The  western  Pennsyli 
monthly,  The  Horse's  Mouth,  del 
6,500  copies  under  the  slogan  "Al 
news  Fitz  won't  print." 

The  dissidents  say  they  want 
than  just  a  voice.  No  longer  pushir 
big  wage  hikes,  they  speak  of  impr 
pension  benefits,  safer  working  ci 
tions  and  work  rules  limiting  mai 
ment  efforts  to  increase  product! 
Elitism  also  is  an  issue.  They  wai 
break  the  almost  feudal  grip  of  the  i 
national  vice  presidents  (the  so-c] 
Barons),  who  can  punish  locals  by  d 
ing  action  on  grievances.  Another 
is  the  "double-dippers" — bigwigs 
hold  multiple  union  offices,  drawinj 
aries  and  benefits  that  go  with  t 
Teamster  bosses  are  eligible  for 
sions  after  five  years  of  service.  It  l 
20  years  of  unbroken  service  for 
rank  and  file  to  tap  theirs. 

On  the  defensive  though  they 
Teamsters  today  still  win  more  w 
collar  elections  than  any  other  unic 
Chicago  police  believe  that  the  T 
sters  have  the  muscle  to  deliver 
vote  them  in,  it  will  send  Fitzsimn 
spirits  soaring.  If  the  Chicago  p 
vote  him  out — as  police  in  New  Orl 
did  last  year  and  in  Anchorage 
June — the  Teamsters'  road  is  goin 
get  a  lot  bumpier.  ■ 


In  the  confusing  world  of  Washington,  D. 
deregulation  sometimes  means  more  r 
tape,  not  less.  Consider  the  railroad  bill. 


This  is 
deregulation? 


By  William  Baldwin 


DEREGULATION  IS  BEGINNING  tO 
sound  as  American  as  apple  pie, 
what  with  airline  deregulation  in 
1978,  trucking  deregulation  early  this 
year  and  now,  completing  the  trilogy  in 
time  for  the  elections,  railroad  deregula- 
tion. The  word  has  a  ring  to  it  of 
efficiency,  elimination  of  paperwork 
and  economic  freedom.  Congress  gave 
President  Carter  his  cherished  rail  dereg 
legislation  just  before  adjourning  early 


this  month  for  the  election  campa 
Politically  the  bill  is  very  attrac 
especially  after  lobbyists  for  the  coal 
electric  utility  industries  succeede 
beating  it  down  to  a  timid  versio 
Carter's  original  proposal.  But  is  it  a 
tory  for  the  railways,  which  face  a  ca  I 
shortage  of  perhaps  $20  billion  by  1  f 
Most  of  the  rail  industry  is  saying  y 
the  concept — most,  but  not  all.  Joh 
Fishwick,  chairman  of  Norfolk  &.  V 
ern  Railway  Co.  and  a  35-year  veter; 
the  business,  isn't  so  sure.  The  bill 
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>ads  will  have  more  flexibility  in 
lg  and  lowering  tariffs.  Fishwick 
"We  probably  would  have  been  bet- 
ff  letting  the  ICC  [Interstate  Com- 
e  Commission]  set  rates." 
a  price  for  a  measure  of  rate  free- 
the  rail  industry  had  to  give  up  its 
rust  immunity.  Traditionally,  rail- 
;  would  decide  on  price  changes  to- 
:r,  via  rate  bureaus;  the  bill  makes 
llegal.  "The  objection  I  have  to  the 
e  philosophy  of  deregulation  is  that 
ailroads  have  to  be  partners  more 
competitors.  Seventy  percent  of  the 
less  moves  on  more  than  one  line," 
vick  says.  Beginning  in  1984,  rail- 
i  will  be  wading  through  the  treach- 
i  thickets  of  antitrust  law  in  setting 
arious  multiline  rates, 
e  bill  won't  put  the  ICC  out  of  busi- 
It  merely  exempts  certain  changes 
ight  rates  from  ICC  review,  accord- 
3  a  complex  formula  concocted  as  a 
:ssion  to  the  coal  and  electric 
5.  Most  of  the  fight  over  the  bill 
:red  on  a  municipal  electric  corn- 
in  San  Antonio,  Tex.  that  claimed 
s  being  gouged  by  Burlington  North- 
m  a  1,600-mile  transport  of  coal 
Wyoming.  This  problem,  which 
led  the  ire  of  some  powerful  Texas 
cians,  was  a  knotty  one;  Burlington 
>adly  underpriced  the  haul  when  it 
bid  for  the  work  in  1973.  So,  it  was 
Lusual  case.  Sighs  Fishwick,  a  lawyer 
e  he  became  a  railroadman,  "Hard 
make  bad  law." 

e  law  says  that  a  railroad  can  escape 
ICC  review  of  a  rate  increase  as 
as  the  new  rate  is  less  than  a  thresh- 
:>ercentage  of  variable,  or  out-of- 
2t,  costs.  Initially  this  threshold  is 
>,  but  it  rises  in  stages  to  about 
.  in  1984.  There  is  another  way  for  a 
:hange  to  deflect  an  ICC  investiga- 
if  it  stays  within  inflation  plus  a  6% 
al  increment.  Meanwhile,  a  grandfa- 
:lause  protects  an  existing  rate  from 
ler  complaints  before  the  ICC  if  the 
sn't  challenged  within  the  next  six 
:hs.  This  may,  of  course,  invite  a 
of  foot-in-the-door  legal  attacks  on 
xisting  rate  structure  over  the  next 
lonths.  "It's  a  real  lawyer's  para- 
'  says  Henry  H.  Livingston,  a  rail 
rst  at  Kidder,  Peabody  &.  Co.  But 
what  isn't  these  days? 
lat's  that  formula  worth  in  dollars? 
ne  knows  for  sure.  Individual  rail- 
aren't  about  to  disclose  variable 
on  any  particular  routes;  if  they're 
J  enough  to  be  making  160%,  they 
want  to  tip  the  shipper  off.  But 
der  some  national  figures  for  coal, 
h  is  the  most  important  commodity 
ilroads,  accounting  for  32%  of  ton- 
The  National  Coal  Association  fig- 
that  coal  rates  already  average  be- 
n  150%  and  160%  of  variable  cost, 
new  legislation,  predicts  Joseph  E. 
i,  NCA's  transportation  director, 


Norfolk  &  Western  Chairman  Joh?i  P  Fishwick 
"Hard,  cases  make  bad  law." 

will  give  the  rail  companies  $150  million 
more  next  year  in  coal-hauling  revenues 
than  they  would  have  picked  up  anyway 
through  inflation-based  rate  increases. 

That's  only  a  beginning,  however,  for 
the  railroads,  which  make  a  slim  $822 
million  aftertax  annually  on  rail  oper- 
ations, or  2.8%  on  equity.  (Excluding 
chronic  moneylosers  like  Conrail,  the  re- 
turn is  still  only  5.6%.)  Coal  accounts  for 
66%  of  the  tonnage  that  originates  on 
Norfolk  &  Western  lines,  and  44%  of 
N&W's  $1.4  billion  in  revenues,  but  that 
doesn't  make  the  dereg  bill  attractive. 
"We  don't  regard  it  as  any  bonanza," 
says  John  R.  Turbyfill,  executive  vice 
president  at  N&W.  "They've  continued 


to  put  caps  on  the  rates  that  are  pretty 
remunerative  to  us." 

The  railroads  wanted  in  their  dereg  bill 
not  only  a  little  elbow  room  on  increases 
but  also  the  right  to  respond  quickly  to 
competitors  with  price  cuts.  But  freedom 
to  recover  hauls  lost  to  trucks  is,  under 
tbe  new  antitrust  philosophy,  freedom  to 
steal  business  from  another  rail  line; 
there  are  hundreds  of  ways  to  route  a 
shipment  from  the  West  to  the  East 
Coast.  "Sure,  it's  going  to  allow  them  to 
compete  more  aggressively,"  says  Robert 
D.  Long  of  First  Boston  Corp.  "But  some 
people  have  forgotten  what  competition 
means.  The  next  year  or  two  will  be  a 
chaotic  period  during  which  rail  earnings 
could  come  under  pressure.  .  .  .  Histori- 
cally the  industry  has  been  prone  to  de- 
structive price  competition.  I'm  not  say- 
ing it's  going  to  happen  again,  but  if  it 
did,  the  ICC  couldn't  stop  it." 

Perhaps  even  traditionalists  like  Fish- 
wick would  warm  up  to  the  unpredict- 
able world  of  free  competition  if  it  meant 
less  government  regulation.  Alas,  it 
doesn't.  "As  a  practical  matter  it  isn't 
deregulation,"  confesses  Lawrence  Kauf- 
man, vice  president  of  the  Association  of 
American  Railroads.  "It's  regulatory  re- 
form. It's  not  going  to  mean  any  less 
paperwork."  N&W  lawyers  still  plan  to 
plop  15  or  20  volumes  of  data  on  the 
ICC's  doorstep  in  December  to  get  ap- 
proval for  a  merger  with  the  Southern 
Railway.  They  expect  routine  reporting 
requirements  to  increase,  as  the  ICC  be- 
gins to  grapple  with  the  new  rules  on 
variable-cost  accounting. 

Oh,  and  remember  candidate  Carter's 
pledge  to  eliminate  hundreds  of  federal 
agencies?  The  dereg  law  creates  a  new 
seven-member  Railroad  Accounting 
Principles  Board.  ■ 


Track  construction  at  the  Norfolk  &  Western's  Roanoke,  Va.  switching  yards 
Thin  financial  gruel  far  the  railroads'  capital  appetites. 
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The  Herold  organization  has  put  out  startling 
figures  on  the  value  of  oil  reserves.  The  figures 
have  created  quite  a  stir  on  Wall  Street. 

"Like  buying  gold 
at  $35  an  ounce" 


The  St reetwal  ker 


What  would  you  say  a  bani 
oil  in  the  ground  is  wortlj 
day?  Well,  Sun  Co.  recently 
about  $12  a  barrel  for  the  reserves  oj 
Texas  Pacific  Oil  subsidiary  of  Seag 
Co.  That  was  considered  high  at 
time,  but  it  is  beginning  to  look  r| 
like  a  bargain  each  day. 

How  about  43  cents  a  barrel?  Ric 
lous?  Not  to  Standard  Oil  of  Ohio.  7. 
the  value  at  which  Sohio  carries  it 
serves  on  its  books,  according  to  en 
analysts  at  John  S.  Herold  Inc.  If  Her 
figures  are  correct — and  the  trade  coi 
ers  them  conservative — Sohio  stock 
steal  at  current  prices.  Its  reserves  a|cov 
are  worth  over  $200  a  share,  vs.  a  re 
market  price  of  $65. 


cfc 

Itlll 


11 


The  price  of  black  gold 


it 


Has  the  stock  market  hilly  recognized  the  value  of  oil  in  the 
ground?  Maybe  not.  Look  at  the  extraordinary  gap  between 


these  34  companies'  book  values  and  the  appraised  values  of 
their  reserves.  Then  look  at  their  stock  prices. 


Reserves 
(oil  &  gas 
equivalents) 


Company 


million 
bbls1 


bbls  per 
share 


Value  of  reserves 
per  barrel 
as  as 
reported1  appraised1 


Value  of  reserves 

per  share  Recent  52-week  Latest 

as             as  stock         price  12-months 

reported1   appraised1  price         range  EPS 


Price/ 
earning: 
ratio 


Amerada  Hess  1,258  17  $0.97  $5.60  $16.08  $  64.65  37Vi  375/8-181/2 

Atlantic  Richfield  4,884  21  0.66  5.12  13.95  109.20  59  Vs  59Vs^35 

BP  Canada2  264  12  0.70  2.94  8.64  36.55  44 'A  57  -363 

Beko  Petroleum  257  22  1.49  4.91  32.99  109.30  53 'A  53Vi-29 

Cities  Service  1,067  13  1.02  4.25  13.00  58.20  45%  47%-237/8 


S 


7.00 
6.17 
4.65 
7.28 
5.64 


5.4 
9.6 
9.6 
7.3 
8.0 


Conoco 

Dome  Petroleum2 
Exxon 
Getty  Oil 
Gulf  Canada2 


3,300 
676 
10,980 

2,463 
933 


31 
14 

25 
30 
4 


0.81 
1.99 
1.03 
1.15 
0.91 


5.34 
3.09 
3.47 
4.20 
3.85 


24.65 
27.30 
25.99 
34.59 
3.73 


114.95 
58.55 
108.704 
103.554 
13.20 


62% 
76'/s 
75'/4 
94l/2 
28  V» 


62%-39Vi 
95  -41Vi 
75%-52 
97%-60 
361/2-261/2 


9.44 
4.56 
11.74 
10.03 
1.55 


6.6 
16.7 
6.4 
9.4 
18.1 


EC 

Kl 

0! 

Ri 
Dli 
ill 

npa 
ues 
t\ 


Gulf  Oil  3,092  16  1.72  5.74  27.20  79.65  45  54Vi^0%  8.41  5.4 

Hudson's  Bay  O&G2  883  12  0.41  4.20  4.75  45.90  32Vs  39'/2-25'/4  1.83  17.6 

Imperial  Oil2  1,174  7  1.33  3.24  9.96  34.004  43 'A  59^-35%  4.36  9.9 

Kerr-McGee  282  11  1.64  5.52  17.84  55.954  86  87%-52  6.93  12.4 

Marathon  Oil  1,788  30  0.87  5.37  25.57  124.654  64%  73%-40%  6.29  10.3 


Mobil  5,042  24  1.07  4.88  25.34  101.40  75  V*  89Vi-43'/4  12.59  6.0 

Murphy  Oil  347  9  2.17  5.61  20.17  52.20  49  491/2-221/2  3.49  14.0 

Occidental  Petroleum  960  13  0.66  1.54  8.63  20.7O4  30%  317/s-19  10.49  2.9 

PanCanadian  Petro2  515  16  1.24  4.55  20.41  75.05  88l/g  92   -60%3  6.62  13.3 

Pennzoil  300  6  3.54  8.48  20.81  50.30  50%  54'/4-297/8  5.72  8.8 


Phillips  Petroleum  2,493  16  1.15  5.99  18.77  96.65  52  Vi  61V8-37%  6.49  8.1 

Royal  Dutch  5,499  41  1.53  4.41  62.75  184.84s  94  94   -66  Vi  32.69  2.9 

Shell  Canada2  1,137  16  0.76  3.63  11.77  41.15  30  Vi  441/2-27%3  3.14  9.7 

Shell  Oil  3,477  12  2.28  6.99  25.70  78.85  48Vg  48%-23  4.55  10.6 

Shell  Transport  3,666  13  1.53  4.41  20.30  59.765  40%  41%-27  10.25  3.9 


Southland  Royalty  341  7  1.37  8.02  10.12         58.45  61%  65   -20V8  1.45  42.3 

Standard  Oil  of  Calif  2,941  17  1.11  5.04  19.12         91.504  86%  87%-52Vi  12.99  6.7 

Standard  Oil,  Indiana  3,681  13  1.56  6.26  19.70  105.05  71%  73   -35l/4  6.36  11.3 

Standard  Oil  of  Ohio  5,000  21  0.43  4.78  8.93  203. 754  65  65    -337s  7.04  9.2 

Sun  Company  1,430  12  1.25  4.45  14.80  127.854  48%  48%-28%  7.50  6.5 


Superior  Oil  938  37  1.80  4.58  66.48  200.45  233 Vi  233'/i-99  11.39  20.5 

Texaco  Canada2  889  7  0.35  4.61  2.57         34.00  23 Vs  31Vs-21%  2.69  8.6 

Texaco  4,710  17  1.11  4.92  19.35         86.15  37%  415/s-27  8.20  4.6 

Union  Oil  of  Calif  1,984  11  0.91  2.12  10.37         49.704  43%  45   -197/s  3.49  12.5 


tai 


1  Based  on  figures  in  Oil  Industry  Comparative  Appraisals  and  Petroleum  Out look,  John  S  Herold  Inc.;  reserve  figures  used  in  appraisals  may  differ  from  current  rese 
figures.  2  Canadian  dollars.  3 1980  price  range  4  Appraisal  excludes  effects  of  windfall-profits  tax  on  U  S.  production.  5  Includes  ownership  in  Shell  Oil  and  Shell  Cana 

but  excludes  minority  interests  in  those  companies. 
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i  a  fascinating  study  in  the  September 

0  issue  of  Herold's  Petroleum  Outlook 
/sletter,  the  Herold  analysts  figured 

value  at  which  139  companies  car- 

1  their  oil  and  gas  properties  on  their 
ks  as  of  Dec.  31,  1979.  As  the  impli- 
ons  of  the  study  came  in  last  month, 
y  contributed  to  the  strength  in  oil 
;ks  on  Wall  Street.  The  figures  are 
tlingly  low,  with  most  companies 
ling  their  reserves  at  under  $2  per 
:el.  And  even  that  low  figure  is  over- 
ed,  as  it  includes  the  book  value  of 
xplored  acreage.  By  ordinary  statisti- 
standards,  the  oil  stocks  still  appear 
ie  fantastic  bargains. 

he  major  reason  for  the  lilliputian 
k  values  is  that  much  of  the  oil  was 
:overed  years  ago,  when  oil  prices  and 
e  fees  were  low.  Over  the  years  of 
iuction,  the  book  value  has  been 
tten  down  as  well.  All  that,  however, 
f  change.  Under  the  Securities  &  Ex- 
age  Commission's  proposed  "Re- 
e  Recognition  Accounting"  require- 
lt  (The  Numbers  Game,  Sept.  29),  the 
k  value  figures  would  have  to  be  writ- 
up  to  more  realistic  values, 
[erold  also  appraises  the  value  of  com- 
ies'  oil  and  gas  reserves,  and  in  the 
e  Forbes  compares  the  oil  compa- 
;'  book  values  with  Herold's  ap- 
sed  values.  The  table  covers  the  34 
est  companies  on  the  Petroleum  Out- 
\  list — those  with  reserves  of  over  250 
lion  barrels  of  oil  and  equivalent  gas. 
he  table  we  compare  book  and  ap- 
sal  values  on  a  per  barrel  and  per 
re  basis.  In  most  cases  the  appraisal  is 
r  more  times  the  book  value.  The 
raisals  might  have  been  even  higher, 
:pt  that  in  some  cases  the  appraisals 
almost  a  year  old  and  are  based  on 
:r  reserve  figures  and  lower  prices 
i  might  currently  be  used, 
[erold  is  a  conservative  outfit.  In  ar- 
ng  at  the  appraisal  value  for  reserves, 
old  assumes  an  increase  in  world  oil 
es  of  only  6%  a  year — which  still 
llts  in  a  staggering  $100  per  barrel 
e  by  the  year  2000 — but  discounts 
se  future  revenues  at  a  10%  rate.  That 
ers  the  appraisal  considerably.  Even 
re  important,  Herold  ascribes  no  val- 
o  reserves  located  in  politically  unsta- 
areas.  That  hurts  the  international 
lpanies,  who  have  significant  re- 
res  in  Asia,  Africa  and  the  Middle 
t.  Worst  hit  is  Occidental  Petroleum, 
o  of  whose  reserves  are  located  in 
ya,  Peru  and  Bolivia,  countries  Herold 
siders  unstable.  Appraised  value  of 
se  reserves:  zero.  In  short,  the  Herold 
raisals  are  heavily  tilted  toward  con- 
ratism.  If  anything,  the  values  are 
bably  understated. 

k  a  consequence  of  this  conserva- 
ti,  the  acquisition  price  of  companies 
raised  by  Herold  is  frequently  higher 
n  the  appraisal.  In  1978,  for  example, 
ne  Petroleum  acquired  Siebens  Oil  & 


Gas  for  $38.50  a  share.  Herold  had  ap- 
praised the  Canadian  company  at  $21.25 
a  share. 

An  old-time  trader,  looking  at  the  huge 
gaps  between  appraised  value  and  cur- 
rent market  prices,  exclaimed:  "Buying 
oil  stocks  at  these  prices  is  like  buying 
gold  at  $35  an  ounce."  He  was  almost 
shouting  with  excitement  as  he  picked 
up  the  telephone  to  add  yet  more  to  his 
already  huge  holdings  of  oil  stocks. 

His  excitement  is  understandable.  At- 
lantic Richfield's  reserves,  for  example, 
are  appraised  by  Herold  at  $109.20  a 
share;  its  stock  price  was  recently  59,/s. 
Texaco's  reserves  are  valued  at  $86.15. 
Its  share  price:  37  lA. 

An  anomaly  is  that  almost  all  the 
Canadian  companies  have  reserves  val- 
ued lower  than  their  stock  prices.  The 
reason,  say  analysts,  is  twofold.  On  the 
appraisal  side,  the  Herold  appraisals  are 
based  on  the  far  lower  oil  price  prevailing 
in  Canada  as  well  as  the  Trudeau  govern- 
ment's intention  of  holding  the  price 
down.  On  the  stock  price  side,  the  prices 


originally  ran  up  because  of  the  Joe  Clark 
government's  commitment  to  let  the 
price  of  Canadian  oil  rise  to  world  levels. 
The  stock  prices  of  Canadian  oil  compa- 
nies dropped  somewhat  when  Trudeau 
was  elected  and  promised  to  renege  on 
Clark's  commitment,  but  they  have  not 
dropped  as  much  as  might  have  been 
expected.  Why?  Because  investors  do  not 
believe  that  Trudeau  will  be  able  to  pre- 
vent prices  from  rising.  "You  buy  oil 
companies  in  the  expectation  of  future 
reserve  growth,"  says  energy  analyst  Os- 
man  Eralp  of  Bache  Halsey  Stuart 
Shields.  "Investors  are  expecting  Canadi- 
an oil  prices  to  go  up  and  for  more  oil  to 
be  found." 

Peter  Treves  of  Treves  &  Co.,  who 
has  long  been  bullish  on  oil  shares,  puts 
it  this  way:  "The  bull  market  in  oil 
stocks  is  just  beginning."  Other  ana- 
lysts are  less  confident,  but  there's 
scarcely  one  among  them  who  doesn't 
think  that  all  investors  should  have  at 
least  a  good  chunk  of  oil  stocks  in  their 
portfolios.— Subrata  N.  Chakravarty 


The  rebellion  in  Poland  cripples  already  sag- 
ging production,  while  promises  of  higher  pay 
meet  the  reality  of  less  to  buy  More  trouble 
ahead  for  the  communist  bosses. 


The  trouble 
isn't  over 


By  Jerry  Flint 


Late  in  September  the  Communist 
Party  newspaper  in  Poland,  Try- 
buna  Ludu,  carried  an  interview 
with  Vice  Premier  Aleksander  Kopec.  He 
complained  that  the  production  losses 
caused  by  worker  strikes  in  August 
amounted  to  36  billion  zlotys  (about  $1.2 
billion)  and  in  September  they  were  run- 
ning another  25  billion  ($833  million). 
Those  losses  alone  would  amount  to  bet- 
ter than  1%  of  Poland's  annual  gross 
domestic  product  if  that  were  all — which 
it  probably  isn't.  "They're  just  guessing," 
says  one  U.S  Commerce  Department 
specialist  on  Poland.  "Nobody  knows, 
and  nobody  can  calculate  those  losses 
now,"  says  another  expert. 

Kopec  also  complained  that  the  fac- 
tories have  slowed  down,  that  the  country 


is  short  2.8  million  tons  of  coal,  135,000 
tons  of  steel,  1,465  tractors,  14,000  wash- 
ing machines  and  2  million  pairs  of  shoes. 

At  the  end  of  the  month  the  official 
Polish  news  agency  had  another  report: 

"The  current  supply  situation  in  the 
country  is  exceptionally  difficult.  There 
is  a  shortage  of  many  fundamental  raw 
materials,  including  a  2.4  million-ton 
shortage  of  anthracite  and  lignite  and 
also  a  lack  of  copper,  steel,  cement,  lum- 
ber, plastics,  paints  and  lacquers. 

"This  causes  interruptions  in  deliv- 
eries to  industry  and  delays  the  imple- 
mentation of  production  tasks.  Under 
these  conditions,  irrespective  of  emer- 
gency measures  undertaken  throughout 
the  country  to  improve  supplies  of  mate- 
rials, we  particularly  need  the  valuable 
initiative  of  industrial  enterprises." 

/mother  official  Polish  report,  noting 
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the  growing  shortage  of  goods,  says 
bravely,  "There  is  now  an  opportunity  to 
supplement  deliveries  of  industrial  goods 
and  food  in  quantities  that  will  promote 
a  market  equilibrium,  provided,  howev- 
er, there  is  rhythmic  work  at  every 
workbench."  Fat  chance.  Productivity 
was  low  before  the  strikes  and,  indeed, 
the  national  income  |a  GNP-like  figure) 
actually  declined  last  year  from  1978. 
"Absenteeism,  alcoholism,  black-mar- 
keting, and  moonlighting  are  widespread 
and  consume  a  large  part  of  the  produc- 
tive energy  of  so  many  workers,"  says 
Richard  Davies,  the  former  U.S.  ambas- 
sador to  Warsaw.  The  Polish  worker  isn't 
lazy,  he  says,  "just  nobody's  fool."  And 
that  was  before  the  political  rebellion  at 
the  workbench  that  brought  meetings, 
debates  and  strikes  to  the  factories. 

What's  more,  the  workers  have  prom- 
ised more  demonstrations  unless  condi- 
tions get  better,  but  their  productivity 
isn't  likely  to  improve  with  such  excite- 
ment in  the  air.  The  government  also 
promised  major  pay  increases;  but  when 
the  workers  get  them  they'll  find  less  to 
buy  with  their  money  because  of  the 
production  losses.  In  the  West,  more 
money  and  fewer  goods  mean  inflation. 
"In  the  Communist  world  they  handle  it 
by  increasing  the  lines  at  stores,"  says 
Zbigniew  Fallenbuchl,  professor  of  eco- 
nomics and  Polish  scholar  at  the  Univer- 
sity of  Windsor  in  Canada.  A  typical 
"reform"  that's  coming:  meat  rationing. 

Of  course,  Fallenbuchl  figures  the 
short-term  disaster  could  turn  into  a 
long-term  gain  if  the  Communist  gov- 
ernment made  serious  changes:  decen- 
tralized the  economy,  made  greater  use 
of  profit-and-loss  calculations,  imitated 
the  Hungarians  in  providing  fewer  subsi- 
dies for  inefficiency  and,  like  Rumania, 
joined  the  International  Monetary  Fund 
to  help  sort  out  its  staggering  $20  billion 
hard-currency  debt. 

But  that  brings  up  more  problems. 
"Will  the  Soviet  Union  allow  it?"  asks 
Fallenbuchl.  Just  as  bad,  even  if  the  hard- 
line Communists  are  bounced,  as  seems 
to  be  happening,  such  changes  will  still 
be  hard  to  come  by,  says  Wad  aw 
Bninski,  executive  committee  member 
of  the  North  American  Study  Center  for 
Polish  Affairs.  "The  problem  lies  with 
the  middle-level  bureaucracy."  They  will 
resist  changes  and  liberalization  of  their 
bureaucratic  rules,  not  because  they  are 
born-again  Stalinists  but  because  those 
changes  would  threaten  their  jobs.  It 
happens  in  Washington,  too. 

Bninski  thinks  a  key  to  economic  re- 
form would  be  to  add  incentives  for  the 
private  farmers  who  till  three-fourths  of 
Poland's  cropland.  This  would  require 
easier  access  to  fertilizer,  seed,  tractors 
and  credit,  plus  easier  inheritance  laws. 

"But  the  economic  is  entwined  with 
the  political,"  he  notes.  Encouraging  pri- 
vate farmers,  for  example,  would  create 
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what  the  Communists  call  a  kulak  class 
of  well-to-do  private  farmers. 

The  significance  of  the  Polish  rebellion 
shouldn't  be  underestimated:  "It  is  an 
enormous  pressure  of  the  whole  nation 
against  the  system,"  says  Bninski.  In- 
deed, it  could  be  the  largest  crack  to 
appear  in  the  Soviet  system.  A  quarter- 
century  ago  the  Hungarians  rebelled 
against  their  Communist  masters,  only 
to  be  tricked  and  then  destroyed  by  the 
Soviet  army.  A  dozen  years  ago  the 
Czechs  had  their  summer  of  free  expres- 
sion; they  too  were  crushed. 

The  Poles  seem  cannier.  They  are  not 
carrying  anti-Soviet  or  anti-Communist 


banners,  but  the  workers  have  wres  , 
great  deal  of  real  power  from  the  I  : ",. 
bosses.  Their  timing  seems  good: 
Russians  already  have  one  nasty  fig! 
their  hands  in  Afghanistan,  and  the 
government,  whether  headed  by  Jir 
Carter  or  Ronald  Reagan,  would 
raged  by  Soviet  aggression  in  Po) 
The  arms  race  would  be  off  and  rum 
and  Moscow  can't  afford  that. 

Way  back,  132  years  ago,  Marx 
Engels  began  their  Communist  Mam 
with  that  most  famous  line:  "A  sp« 
is  haunting  Europe — the  specter  of  C 
munism."  Now  Communism  has  a  s 
ter  of  its  own:  creeping  democracy. 


Memo  to:  Burroughs  Corp. 
From:  W.  Michael  Blumenthal 


Shape  up, 
or  else 


By  Harold  Seneker 


You  know  that  much  of  Werner 
Michael  Blumenthal's  first  direc- 
tives as  the  brand-new  CEO  of 
Burroughs  Corp.,  if  you  know  anything 
at  all  about  Blumenthal  and  Burroughs. 
But  that  won't  be  enough:  Burroughs  has 
slipped  of  late.  Its  earnings  will  be  down 
a  fair  bit  this  year  from  last  year's  record 
$7.45,  according  to  Ulric  Weil,  noted 
computer  analyst  at  Morgan  Stanley,  and 
incoming  orders  have  been  slow.  Worse 
than  that,  it  has  been  losing  market 
share  in  its  leading  business,  banking 
equipment,  to  IBM,  NCR,  Digital  Equip- 
ment and  a  host  of  smaller  companies. 
Blumenthal  must  soon  make  some  vital 
decisions  that  will  determine  whether 
this  drifting  yet  potentially  very  promis- 
ing computer  company  can  keep  up  in  a 
highly  competitive  industry.  That's  why 
he  unexpectedly  took  over  from  retiring 
Paul  S.  Mirabito  last  month,  three 
months  before  the  long-scheduled  Jan.  1 
turnover: 

"I  do  not  have,  at  this  point,"  Blumen- 
thal told  Forbes  six  days  after  assuming 
the  chief  executive  post,  "a  strategic  plan 
that  is  satisfactory." 

He  made  it  clear  that  Burroughs  is  in 
for  a  pretty  thorough  housecleaning, 


though.  "There  are  organizati 
changes  that  need  to  be  made,"  he  sa 
he  was  carefully  choosing  neutral 
guage.  "Facilities  changes  that  need  i 
made.  Rearranging  of  our  engineerinj 
penditures — that  is  essential.  Cha. 
and  improvements  in  the  kinds  of 
ents  available  to  us.  .  .  ." 

Halbrecht  Associates,  the  best-kn 
headhunter  for  computer  industry  r 
agers,  reported  even  as  Blumenthal  i 
over  that  it  had  already  seen  an  in 
flurry  of  "eight  or  nine"  medium-to  h 
level  resumes  out  of  Burroughs. 

"This  company  has  functioned  in 
past  on  a  very  centralized  basis,"  Bl 
enthal  went  on.  "I  will  want  to  estat 
more  profit  centers,  and  move  the  pr 
arid-loss  responsibility  down  to  the  . 
est  possible  levels  in  the  company,  e 
though  it  can't  be  decentralized  as  ir 
as  a  multiproduct  company  in  a  nun 
of  industries  [like  Bendix  Corp.,  wl 
Blumenthal  ran  very  successfully  l| 
leaving  in  1977  to  become  Secretar 
the  Treasury  in  the  Carter  Admini: 
tionj.  We  will  put  more  emphasis 
asset-base  management.  We  also 
seek  to  make  major  improvement 
the  customer  service  and  support  o 
ations,  where  Burroughs  has  been  \m 
in  the  past. 
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But  most  of  all,  we  need  careful,  thor- 
h  strategic  planning." 
evenue  growth  has  been  compara- 
:ly  sluggish,  for  a  computer  company, 

years.  This  year  earnings  will  be 
m  for  the  first  time  in  17  years,  and 

for  the  best  of  reasons.  The  stock 
:ntly  traded  near  its  1974  low  of  61%, 
ut  8  times  trailing  earnings,  corn- 
id  with  13  times  for  far  larger  IBM 

17  times  for  far  faster-growing  Digi- 
Equipment,  which  threatens  to  over- 
i  Burroughs  one  of  these  years  as  sec- 
-largest  U.S.  computer  manufacturer. 

look  at  the  company's  recent  history 
lains  much.  Its  stock  price  started 
ening  in  August  1976,  when  highly 
irded  chief  financial  officer  Charles 
ly  handed  his  resignation  to  the  CEO 
)  had  single-handedly  built  the  cora- 
y  into  a  computer  power,  Ray  W. 
;donald.  A  disappointing  1976  first 
rter  with  no  recession  to  justify  it  had 
ady  put  Wall  Street  analysts  on  warn- 

Thirteen  prudent  directors  and  offi- 

sold  heavily  that  November  and  De- 
iber,  at  prices  in  the  90s.  The  stock 
dd  never  reach  that  again, 
lacdonald  was  a  brilliant  autocrat 
>  took  over  Burroughs  in  1967  and 
;ged  it  kicking  and  screaming  into 
computer  age,  with  enormous  suc- 
.  He  built  a  paternalistic  organiza- 

where  people  were  rarely  fired,  but 
ly  paid  very  well  either.  He  did  not 
gate  decisions  if  he  could  help  it;  he 
ild  not  brook  disagreement  from  any- 
;  and  he  surrounded  himself  with  a 
t  coterie  of  men  who  were  good  at 
ying  out  his  orders  rather  than  ques- 
ing  them.  Paul  S.  Mirabito  succeeded 

as  CEO  at  the  end  of  1977.  Already 
hen,  he  was  an  acknowledged  care- 
:r.  He  set  about  finding  a  successor. 
)r  two  years  Mirabito  kept  the  vital 
s  of  the  company  looking  good:  Prof- 
largin  widened  from  10.3%  to  11%; 
lings  per  share  rose  17%  in  1978  and 
.  in  1979;  and  the  dividend  payout 
|  up  sharply,  from  17%  of  profits  in 
7  to  28%  in  1979.  But  despite  his 
istrations,  the  stock  remained  suspi- 
isly  flat. 

3  the  better-informed  analysts  on 
1  Street,  Burroughs  seemed  to  be 
:ing.  "Burroughs  has  not  been  the 
er  in  anything  new  for  the  last  sever- 
:ars,"  complains  Harry  Edelson,  who 
computer  analyst  at  Drexel  Burn- 
t  Lambert  during  those  years  and  is 
'  setting  up  his  own  consulting  and 
ley-management  firm.  "Their  top 
lagement  all  grew  old  together." 
Dver  the  years,  they  lost  leadership  in 
umber  of  markets,"  says  Thomas 
tty,  formerly  of  IBM  and  now  vice 
ident  and  cofounder  of  The  Gartner 
up,  a  widely  respected  computer  in- 
:ry  research  firm.  "They  were  always 
iber  two  in  banking  behind  IBM,  but 
'  IBM,  NCR  and  the  others  are  gain- 


Burroughs  CEO  W  Michael  Blumenthal 

He  may  not  be  Superman,  but  nobody  will  mistake  him  for  Clark.  Kent  either. 


ing  share  on  them  even  there.  They  used 
to  have  clear  leadership  in  terminals; 
that  started  eroding  in  1975  and  they've 
lost  that.  They  once  had  clear  ownership 
of  the  small  business  market,  where  they 
ran  rings  around  IBM  and  NCR;  they've 
lost  that.  They  acquired  three  companies 
in  the  mid-1970s  that  gave  them  a  beau- 
tiful early  position  in  office  automa- 
tion— Redactron,  which  made  word  pro- 
cessing equipment;  Graphic  Sciences, 
which  made  facsimile  devices;  and  Con- 
text Corp.,  which  had  optical  reading 
equipment;  they  did  nothing  with  them, 
just  let  them  languish.  Now  they're  not 
even  considered  a  significant  factor." 

Results  were  bailed  out  while  market 
shares  were  declining  because  of  the  rap- 
id overall  growth  of  the  computer  indus- 
try, and  because  mainframe  manufactur- 
ers like  Burroughs  operated  under  a  tem- 


porary profits  umbrella.  In  the  mid-  to 
late  Seventies,  IBM  was  wrestling  with 
the  consequences  of  the  failure  of  its  so- 
called  Future  Systems  Technology, 
which  was  supposed  to  have  supported  a 
whole  generation  of  IBM  equipment  that 
never  appeared.  IBM  had  to  slow  its  tra- 
ditional, relentless,  20%-a-year  dropping 
of  the  price/performance  ratio.  That  gave 
Burroughs  a  breather. 

Late  in  1979  Mirabito  announced  he 
had  found  his  successor — Blumenthal. 
Blumenthal  was  known  to  be  tough  and 
able,  and  had  a  record  of  turning  around 
another  tired  Detroit  company,  Bendix 
Corp.,  before  his  brief  stint  as  Secretary 
of  the  Treasury.  Burroughs  stock  surged 
back  up  into  the  80s  for  a  while. 

But  the  umbrella  was  already  closing. 
The  IBM  4300  medium-scale  computers 
introduced  in  January  1979  had  been 
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right  on  the  quarter-century-old  trend- 
line  for  price  versus  performance — that 
meant  a  steep,  startling  drop  after  several 
years  of  comparatively  slow  change;  that 
was  also  very  tough  on  machines  just 
above  and  below  it  on  the  computer-size 
spectrum.  By  early  this  year  other  main- 
frame companies  were  feeling  the  earn- 
ings pinch,  Burroughs  included. 

Enter  Blumenthal  in  February,  as  vice 
chairman.  "My  assignment  was  to  get  to 
know  Burroughs  Corp.,"  says  Blumen- 
thal, "not  to  draw  up  a  plan  in  the  first 
six  months  on  the  job.  No  one  can  do 
that,  and  I'm  not  Superman.  I  devoted 
my  time  until  September  visiting  the 
company's  facilities,  getting  to  know  the 
people  and  seeing  the  properties."  He 
was  supposed  to  take  over  at  the  end  of 
this  year,  when  Mirabito  was  to  retire. 

People  who  met  him  on  his  tours 
found,  in  the  words  of  one,  "a  very  tough 
man  who  seems  determined  to  take 
charge  and  mold  things  in  his  own  im- 
age, and  who  docs  not  suffer  fools  gladly. 
I  also  got  the  clear  impression  that  he 
wished  Ray  Macdonald  [still  active  on 
the  board]  would  just  go  off  to  Florida." 

Blumenthal  found  the  company  anx- 
iously mending  fences  with  some  of  its 
overseas  customers,  who  in  1979  had 
finally  threatened  to  stop  buying  Bur- 
roughs equipment  because  of  poor  deliv- 
ery policies — equipment  for  a  system 
would  arrive  piecemeal  from  a  dozen  or 
more  Burroughs  sources,  all  uncoordinat- 
ed, with  no  advance  notice,  sometimes 
with  very  long  delays.  "Keep  'em  sullen 
but  not  rebellious,"  Macdonald  had  said 
of  customer  service. 

First-quarter  earnings  came  through  in 
1980,  reportedly  helped  by  a  concentra- 
tion on  filling  sale  orders,  which  book 
full  profit  right  away,  in  preference  to 
lease  orders,  which  book  much  less  im- 
mediate profit;  but  there  was  a  pro- 
nounced shift  to  leases  in  second-quarter 
figures.  In  any  case,  manufacturing  de- 
lays and  strikes  in  the  company's  Detroit 
plants  prevented  new  products  from 
coming  on  stream  in  time  to  take  up 
slack  in  the  second  quarter,  and  earnings 
dropped  12%.  Wall  Street,  lulled  for  a 
time  by  Mirabito's  1978  and  1979  fig- 
ures, was  startled. 

If  Burroughs  had  seemed  to  drift  in 
recent  years,  it  had  not  drifted  altogeth- 
er; there  was  a  distinct  shift  toward 
large-scale  computers.  This  was  a  big  de- 
parture for  Burroughs  even  though  it  is  a 
full-line  computer  company,  which  it 
must  be  to  survive  as  a  mainframer.  Bur- 
roughs traditionally  concentrated  on  me- 
dium-scale machines  for  medium-scale 
users,  say  an  auto-fleet  owner  as  opposed 
to  an  auto  manufacturer. 

"The  shift  is  understandable,  though," 
says  Ted  Withington,  vice  president  and 
computer  analyst  for  Arthur  D.  Little. 
"Large  systems  can  be  the  most  lucra- 
tive. And  Burroughs  does  have  some  vir- 


tues here;  their  large  equipment  is  very 
good,  and  so  is  the  software  for  it.  In  fact, 
it's  the  best  in  the  business  right  now — 
easy  to  operate  and  easy  to  program. 

"But  the  question  is,  who  can  you  get 
to  use  it?  Most  people  who  can  use  large 
machines  already  have  them,  so  growth 
in  your  own  customer  base  is  only  incre- 
mental. They'd  have  to  get  people  to 
convert  who  are  already  heavily  commit- 
ted to  other  vendors.  And  it's  difficult  to 
get  anyone  to  do  that,  because  it  is  tre- 
mendously costly  and  troublesome." 

Just  how  troublesome  varies  from  case 
to  case,  but  the  big  problem  is  that  it 
means  going  head-to-head  with  IBM, 
which  still  virtually  owns  this  market. 

Nevertheless,  September's  product  an- 
nouncements were  obviously  aimed  at 
doing  just  that — medium-size  machines 
designed  to  run  programs  written  for  the 
large  Burroughs  machines,  introduced 
with  the  plea:  "This  is  the  last  conver- 
sion you'll  ever  have  to  make."  Bui 


Burroughs  will  certainly  give 
Blumenthal  the  perfect  arena 
in  which  to  practice  his  tough- 
mindedness.  For  all  its  obvi- 
ous problems  it  still  has  a  lot 
of  potential  ...  a  base  from 
which  to  advance  in  almost 
any  direction  he  wishes. 


roughs  also  offered  programs  enabling 
them  to  be  compatible — albeit  with 
some  loss  of  efficiency — with  larger 
IBM-oriented  systems.  The  message: 
Come  switch  to  us,  and  when  you  want  a 
large  machine,  you  can  buy  ours. 

But  a  survey  of  computer  users  by  the 
consulting  firm  Mitchell  &  Co.  found 
that  IBM  users  listed  "company  reputa- 
tion" as  far  and  away  the  most  impor- 
tant consideration  in  choosing  equip- 
ment. Good  as  Burroughs'  image  may  be, 
it  can't  touch  IBM's.  The  evidence  is  in 
the  numbers.  According  to  figures  devel- 
oped by  International  Data  Corp.,  a  mar- 
ket research  firm  that  serves  as  the  infor- 
mal "scorekeeper"  of  the  industry,  Bur- 
roughs' share  of  the  general-purpose 
computer  market  (heavily  weighted  to 
the  large  machines)  has  dropped,  from 
6.7%  in  1977  to  5.4%  in  1979,  despite 
the  company's  efforts.  When  IBM  ap- 
peared to  lose  market  share  last  year  in 
the  IDC  reports — its  usual  customers 
hunkered  down  to  wait  for  the  much- 
delayed  H-models  before  buying — it  was 
not  lost  to  Burroughs. 

On  Thursday,  Sept.  25  the  board  met 
as  usual,  after  Blumenthal  had  had  seven 
months  to  get  oriented,  and  with  no 
warning  named  Blumenthal  CEO  effec- 
tive that  day,  replacing  Mirabito. 

"It  was  Paul's  idea,"  Blumenthal  as- 
sured the  press.  "The  fourth  quarter  is 
taken  up  with  planning  for  the  next  year, 


and. he  felt  that  I  should  take  part  in 
planning  process  as  the  chief  execu: 
since  I  would  be  the  chief  execij 
when  the  plans  were  carried  out.' 

"It  was  my  idea,"  chorused  Mira 
separately.  "The  transition  has  beer 
ing  well,  and  we'd  been  discussing 
for  30  to  60  days  before  the  meeting, 
had  a  normal  board  meeting  on  Sept) 
and  the  board  agreed  with  me 
remaining  available  to  assist  and  cou1 
him  through  the  end  of  the  year, 
then  I'll  still  remain  on  the  board  to 
advice  and  counsel.  .  .  ." 

Washington,  D.C.  is  not  a  place  w 
you  get  ahead  telling  the  boss  thing 
doesn't  want  to  hear.  Mike  Blumenth 
a  blunt  man,  a  fact  that  undoubtedly 
tributed  to  his  early  departure  from 
Carter  Cabinet  as  Secretary  of  the  ll 
sury.  "He  was  almost  the  only  one  n 
Cabinet  meetings  who  would  toll  I 
President  when  he  thought  he  was  wu 
and  why,"  says  a  former  Washingtoi 
sociate.  "There's  always  a  lot  of  yesr 
ship  at  the  highest  levels,  of  course, 
it's  especially  strong  in  Carter's  Cabi 
It  was  the  right  thing  to  do,  but  it  ere; 
problems  for  Blumenthal. 

"Blumenthal  also  has  no  toleranc  | 
inefficiency  or  duplicity.   He  is 
streetwise,  so  he  knows  right  away  v 
you're  bulling  him.  And  he  worked 
back  off;  as  his  assistant  I  didn't 
more  than  three  or  four  hours  a  nigh| 
18  months.  I  was  a  basket  case." 

Another  analyzed  his  manager] 
style:  "He  keeps  his  cards  close  tol 
vest.  He'll  delegate,  but  keep  things  cl 
partmentalized.  You're  free  to  movl 
your  carefully  designated  area,  but  cl 
you  go  into  the  other  fellow's  area.  Hi 
away,  he'll  raise  questions  about 
need  to  know.  That's  his  device  for  k| 
ing  control  of  a  large  organization. 

"He'll  reward  people  generously  fo| 
ing  a  good  job,  but  he  tends  to  bulb 
subordinates  to  do  what  he  wants. 

"Aggressive?  I  wish  I  could  thinkl 
stronger  word." 

Clearly,  Blumenthal's  style  didnl 
well  in  Washington.  But  in  business! 
pecially  in  a  drifting  business,  it  ma| 
just  what  the  doctor  ordered. 

Burroughs  will  certainly  give  hirrl 
perfect  arena  in  which  to  practice! 
tough-mindedness.  For  all  its  obvl 
problems  it  still  has  a  lot  of  poterl 
some  well-respected  technical  peopl 
record  of  producing  highly  adva: 
equipment;  practically  a  clean  bal 
sheet;  a  $500-million-plus  annual 
flow  and  that  full  line  of  computers  1 
the  smallest  business  machine  to 
largest,  plus  peripherals,  that  give 
base  from  which  to  advance  in  air 
any  direction  Blumenthal  wishes. 

What  better  challenge  could  a  man; 
Mike  Blumenthal  ask?  A  chance  t 
something  creative  in  business,  an 
portunity  denied  him  in  governmen 
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You're  proud  of  who  you  are,  and  you're  not  afraid  to  show  it. 
Monte  Carlo  is  your  car. 


Even  the  most  casual  glance  tells  you  the  new  Monte  Carlo 
is  a  personal  car  as  individual  as  you.  But  keep  in  mind  it's  a 
car  engineered  to  exist  in  a  world  of  hard  facts. 

Standard  for  1981  is  the  new  Computer  Command  Control 
system  that  constantly  monitors  engine  performance. 

The  entire  underbody  is  sprayed  with  undercoatings  and  the 
body  literally  bathed  in  rust-resistant  primers. 

The  exhilarating  performance  of  a  3.8  Liter  turbocharged 
V6  is  available. 

And  Monte  Carlo's  standard,  responsive  3.8  Liter 
powerplant  offers  Q9]  EPA  estimated  MPG,  26  highway* 

Power  steering  and  brakes,  automatic  transmission,  and  a 
tasteful,  comfortable,  superbly  organized  interior  are  also 
standard. 

But  perhaps  the  most  important  thing  to  keep  in  mind  is  that 
the  aerodynamic  Monte  Carlo  for  1981  comes  to  you  for  the 
refreshingly  affordable  price  of  a  Chevrolet. 

Buy  or  lease  it  from  your  Chevrolet  dealer.  And  express  the 
pride  you  have  in  yourself. 

'Remember:  Compare  the  "estimated  MPG"  to  the  "estimated  MPG"  of  other 
cars.  You  may  get  different  mileage  depending  on  how  fast  you  drive,  weather 
conditions,  and  trip  length.  Actual  highway  mileage  will  probably  be  less  than  the 
estimated  highway  fuel  economy.  Monte  Carlo  is  equipped  with  GM-built  engines 
produced  by  various  divisions.  See  your  dealer  for  details. 

Introducing 
1981  Monte  Carlo. 


't: 
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A  matter  of  personal  pride. 


Chevrolet 


AMF  TODAY 
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ENERGY  SERVICES 
AND  PRODUCTS: 


Pipe  inspection  and  coating  services 
for  the  world's  energy  producers. 

For  over  40  years,  AMF  Tuboscope® 
has  been  the  worldwide  leader  in  sup- 
plying technologically  advanced 
inspection  and  coating  services  for  oil 
and  gas  field  tubulars.  These  services 
extend  pipe  life  and  help  prevent  multi- 
million  dollar  failures  in  wells  that  can 
run  as  deep  as  30,000  feet  into  the 
ground.  Today,  AMF  Tuboscope  also 
provides  these  and  other  specialized 
services  to  the  geothermal  energy 
industry  as  well  as  to  the  pipeline 
and  petrochemical  industries. 


Kit 
Bii 
;  - 
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You  know  AMF  makes  many  of  the 
world's  leading  leisure  products  today. 

But  did  you  know  we  also  supply  a 
wide  range  of  technologically  advanced 
services  and  products  to  many  of  the 
world's  most  successful,  high-growth  busi- 
nesses and  industries  today? 

They  are  the  services  and  products  of  our 
AMF  Industrial  Groups.  And  together  with  our 
AMF  Leisure  Products  Groups  they  insure  the 
continued  dynamic  growth  and  profitability  of 
AMFmthe80's. 


©  AMF  Incorporated,  1980 


PENALTY  MATERIALS: 

ate-of-the-art  filtration  and  separation  media 
r  pharmaceutical,  food-beverage,  and 
lemical  industries  worldwide. 

The  continuous  growth  of  AMF's  Specialty 
aterials  Group  has  resulted  from  its  dramatic 
novations  in  filtration  and  separation  technology, 
novations  which  have  led  to  the  most  advanced 
oprietary  media  in  use  today.  Like  AMF  Cuno 
vision's  asbestos-free  Zeta  Plus  systems  which 
e  now  being  used  in  many  pharmaceutical 
)plications,  in  the  processing  of  high  fructose 
>rn  sugar  for  the  soft  drink  industry,  and  in 
>untless  other  fields.  These  technological 
ivancements  in  purification  techniques  are 
ading,  in  turn,  to  other  even  more  sophis- 
:ated  systems  of  great  future 
gnificance.  Among  them:  a 
;w  virus  concentrator  for 
tpturing  viruses  from  water, 
hers  for  the  purification  of 
itibodies  and  antigens  for 
e  in  diagnostics,  and 
3  improved  process- 
3  of  serum  and  fine 
lemicals.  The  appli- 
itions  of  systems 
ch  as  these  will  make 
/IF  a  major  factor 
the  growing  health 
ire  market  of  tomorrow. 


ELECTRONIC  CONTROLS 
AND  SYSTEMS: 

Solid-state  devices  and  micropro- 
cessor-based energy  conservation 
controls  for  companies  and 
consumers. 

New  and  highly  innovative  products 
and  systems  developed  and  marketed 
worldwide  by  Potter  &  Brumfield,  Paragon 
Electric,  and  our  Electro  Components 
Division  have  made  this  another  fast- 
growing  segment  of  AMF,  today.  These 
include  devices  for  the  vast  computer 
and  telecommunications  industries, 
control  systems  and  components  for  the 
vending  industry,  monitoring  devices 
for  the  mining  industry,  and  systems 
engineered  to  conserve  energy  in 
factories,  schools,  and  public 
buildings.  Equally  innovative  new 
timing  devices  that  offer  security 
and  energy  savings  are  helping  to 
make  AMF  a  household  word  in 
this  high-growth  area,  too. 
For  more  information  about 
AMF  today,  write  us  at  AMF,  Dept.  100, 
777  Westchester  Avenue,  White  Plains, 
New  York  10604. 


KEBM  AND  YOU  THOUGHT 
ALL  WE  MADE  WERE  WEEKENDS, 


;  subsidizing  housing  for  years,  the  U.S. 
wernment  has  been  damaging  the  nation's 
ipital  markets  and . . . 


Mortgaging  the 
nature 


By  Thomas  C.  O'Donnell 

Iow  would  you  like  to  see  your 
monthly  mortgage  payment  sud- 
denly jump  by  50%?  Or  see  the 
i  change  every  six  months?  Or  even 
ry  90  days?  Like  it  or  not,  the  next 
ise  you  buy  will  probably  be  financed 
h  a  loan  offering  such  features.  "The 
g-term  fixed-rate  mortgage  is  obso- 
:,"  says  Peter  Treadway,  chief  econo- 
»t  for  the  Federal  National  Mortgage 
ociation.  "And  it  will  be  as  long  as 
ation  persists." 

1  its  place,  lenders  have  come  up  with 
ewildering  assortment  of  mortgages 
ed  VRMs,  GPMs,  RRMs  and  RAMs. 
;  VRM  is  a  variable-rate  mortgage. 
;  GPM  is  a  graduated-payment  mort- 
e  carrying  a  fixed  interest  rate  but 
ng  monthly  payments.  The  RRM  is  a 
egotiable-rate  mortgage  that  is  "rolled 
r"  at  specified  times.  RAMs,  aimed 
narily  at  the  elderly,  are  reverse-an- 
ty  mortgages.  You  don't  pay  your  lo- 
thrift  institution,  it  pays  you  for  the 
ity  in  your  home. 

uch  innovations  are  good  news  for 
ential  homeowners,  allowing  them  to 
'  or  keep  houses  they  otherwise  could 
afford.  But  inflation-indexed  mort- 
es  are  nothing  but  bad  news  for  the 
ion's  capital  markets,  which  have  al- 
iy  been  badly  skewed  by  government 
sidization  of  housing.  Largely  be- 
se  of  this  subsidization  and  the 
iming  housing  market  it  has  spawned, 
ny  investors  now  view  real  property 
a  better  inflation  hedge  than  stocks 
I  bonds.  Last  year  housing  sponged  up 
.0  billion  of  the  $481  billion  in  new 
ital  produced  in  the  U.S.  Housing 
>med  while  industry  starved, 
ndeed,  soaring  home  prices,  rather 
n  being  a  deterrent,  have  been  an 
entive  to  buy.  "People  have  substan- 
ly  shifted  their  investments  into  the 
lity  of  their  homes,"  points  out  Ter- 
ce  A.  Larsen,  an  economist  with 
ladelphia  National  Bank.  That's  mon- 


ey that  could  have  flowed  into  financial 
instruments  to  provide  U.S.  business 
with  much-needed  growth  capital. 

Until  the  government  began  its  heavy 
tinkering  in  the  mid-Seventies,  the 
mortgage  market  worked  like  this: 
Whenever  interest  rates  exceeded  ceil- 
ings on  passbook  savings  rates,  people 
pulled  out  their  money  and  mortgage 
lenders  suffered  from  disintermedia- 
tion — the  widespread  withdrawal  of 
funds.  With  no  money  available  for  mort- 
gages, the  housing  market  collapsed,  a 
recession  followed  and  interest  rates 
came  down.  But  in  an  age  when  the 


government  is  always  expected  "to  do 
something,"  the  political  clout  of  hous- 
ing eventually  put  an  end  to  this  auto- 
matic working  of  the  price  mechanism. 
The  voters  wanted  houses  when  they 
wanted  them  and  builders  and  construc- 
tion workers  didn't  like  layoffs  and  bank- 
ruptcies. Responding  to  popular  clamor, 
in  mid- 1978  the  Federal  Reserve,  FDIC, 
and  the  Federal  Home  Loan  Bank  Board 
authorized  the  $10,000  six-month  sav- 
ings certificate,  which  carries  a  floating 
rate  pegged  to  the  Treasury-bill  rate. 
"They're  a  historic  development.  The 
capital  markets  will  never  be  the  same 
again,"  says  Saul  B.  Klaman,  president 
for  the  National  Association  of  Mutual 
Savings  Banks.  Some  $348  billion  worth 
are  outstanding,  and  this  injection  of 
funds  has  enabled  lenders  to  stay  liquid, 
even  as  rates  skyrocketed. 

The  bad  news  is  that  housing  is  now 
taking  down  a  disproportionate  share  of 
credit,  inflation  has  become  further  in- 
stitutionalized and  lending  money  out  at 
a  profit  is  still  a  big  problem.  Today 
mortgage  lenders  are  paying  about  12% 
for  new  funds  while  their  portfolios  of 
fixed-rate  loans  yield  a  skimpy  9%. 
Thus,  on  Sept.  23,  Comptroller  of  the 
Currency  John  Heimann  proposed  that 
banks  be  allowed  to  offer  variable-rate 
mortgages.  "The  purpose  is  to  make  it 
possible  for  national  banks  to  help  meet 
the  increasing  demand  for  mortgages  over 
the  next  decade,"  said  the  comptroller. 


Mortgage  roulette 


If  you  take  out  a  fixed-rate,  30-year  $85,000  mortgage  at  10%,  you  will  pay  $746  per 
month  to  carry  it.  But  if  your  mortgage  is  adjustable  and  rates  rise,  you  could  be 
headed  for  trouble.  At  12%  your  monthly  payment  jumps  to  $875,  a  17%  increase. 
At  14  %  your  outlay  soars  by  35%  to  $1,007  per  month.  And  at  16%  the  monthly  nut 
may  be  very  hard  to  make:  $1,142,  a  staggering  53%  rise. 


Monthly  payment  on  $85,000  mortgage 
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Source:  MGIC  Investment  Corp 
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The  timing  could  hardly  be  worse.  The 
banking  system  is  under  pressure  to  re- 
place the  battered  bond  market  as  the 
major  supplier  of  capital  to  business.  The 
big  worry  now  is  that  banks  will  be 
stretched  beyond  their  limits. 

Banks  have  been  largely  serving  as  the 
nation's  bond  market  since  early  Febru- 
ary. At  that  time,  the  biggest  bond  crash 
since  the  Depression  occurred  when 
$150  billion  simply  vanished  as  20%- 
plus  interest  rates  sent  bond  values  plum- 
meting. Despite  that  debacle,  new  credit 
demands  to  be  financed  in  1980  will  ap- 
proach $400  billion,  an  unprecedented 
amount  for  the  first  year  of  a  recession. 

Normally,  the  bond  portion  of  that 
debt  would  be  taken  down  by  pension 
funds,  insurance  companies,  bank  trust 
departments  and  households.  But  since 
February  there  have  been  few  takers  for 
long-term  fixed-income  instruments. 
This  was  underscored  on  Sept.  24  when 
South  Central  Bell  was  forced  to  take  a 
$250  million  offering  off  the  market  be- 
cause there  were  no  buyers. 

Under  the  circumstances,  the  nation's 
need  for  higher  productivity,  more  jobs 
and  efficient  production  might  be  better 
served  if  most  of  the  available  capital 
were  pumped  into  industry  rather  than 
into  housing.  But  that  isn't  happening. 
With  the  fixed-rate  mortgage  market 
threatened  with  extinction,  the  housing 
industry  is  showing  its  clout  again  and  is 
getting  authorization  for  the  new  types 
of  mortgage  contracts.  "If  there  is  to  be 
any  market  at  all,  adjustable-rate  mort- 
gages will  soon  be  used  exclusively,"  says 
Albert  Wojnilower,  chief  economist  of 
First  Boston  Corp. 

While  many  observers  regard  the  con- 
ventional mortgage  as  sacrosanct,  it  is 
actually  a  rather  recent  development, 
dating  from  the  Depression;  before  that, 
real  estate  was  commonly  financed  with 
contracts  carrying  interest  rates  that 
were  renegotiated  every  five  years. 

Such  a  system  has  been  common  in 
Canada  since  the  late  1960s.  And  many 
observers  say  the  Canadian  mortgage  is 
the  thing  of  the  future.  Indeed,  in  April 
the  Federal  Home  Loan  Bank  Board  au- 
thorized the  2,000  federally  chartered 
savings  and  loan  associations — the  bulk 
of  the  housing  market — to  offer  just  that: 
rollover  mortgages  with  rates  renegotia- 
te every  five  years. 

The  success  of  these  mortgages  has 
been  startling.  Homebuyers  feel  an  ad- 
justable-rate mortgage  is  better  than  no 
mortgage  at  all.  And  lenders  have  been 
pushing  them  very  hard.  People's  Sav- 
ings Association  of  Toledo,  for  example, 
charges  about  13%  for  adjustable  mort- 
gages and  14%  for  conventional  ones. 
Some  95%  of  all  mortgages  it  has  written 
this  year  have  been  adjustable. 

Heimann  and  the  other  banking  regu- 
lators now  find  themselves  in  the  un- 
comfortable position  of  trying  to  catch 


up  with  a  market  that  is  rapidly  moving 
ahead  of  them.  On  Oct.  1,  for  example, 
North  Carolina's  Wachovia  Bank  & 
Trust  Co.  began  offering  adjustable  mort- 
gages on  which  interest  rates  can  change 
every  90  days,  but  the  monthly  pay- 
ments stay  the  same.  "If  we  have  the 
right  formula,  we  can  make  unlimited 
funds  available  for  mortgages,"  vows  Ex- 
ecutive Vice  President  H.  Jack  Runnion. 

Similarly,  lenders  are  now  offering 
shared-appreciation  mortgages  (SAMs) 
even  though  the  bank  board  has  not  de- 
cided whether  to  approve  them.  SAMs, 
which  allow  lenders  to  profit  from  future 
gains  in  home  phcesfsee  Forbes,  Oct.  13) 
have  been  available  since  midsummer. 
The  two  biggest  players  in  the  game  are 
Advance  Mortgage  Corp.,  a  subsidiary  of 
Oppenheimer  &  Co.,  and  the  mortgage 


Comptroller  of  the  Currency  John  Heimann 
An  increasing  demand  far  mortgages. 

subsidiary  of  Coast  Federal  Savings  & 
Loan  Association  of  Sarasota,  Fla.,  which 
has  written  $2.5  million  of  them. 

SAMs  stretch  the  mortgage  market  to 
its  outer  limits  as  they  are  based  on  a 
gamble  that  housing  prices  will  continue 
to  rise.  In  a  typical  SAM,  a  homeowner 
pays  8%  for  his  money.  Assuming  a 
mortgage  of  $68,000,  that  comes  to  $500 
per  month,  well  below  the  $806  he  would 
pay  on  a  conventional  mortgage  at  to- 
day's 14%  rate.  The  lender  makes  out 
because  he  pockets  the  8%  interest  along 
with  one-third  of  the  home's  apprecia- 
tion. If  homes  continue  to  gain  as  they 
have  in  recent  years,  the  lender  has  a 
foolproof  way  to  beat  inflation.  But  if 
home  prices  fail  to  rise,  he  is  stuck  with 
just  a  meager  8%  interest  rate. 

In  truth,  all  adjustable-rate  mortgages 
involve  gambling.  With  RAMs,  elderly 
homeowners  are  gambling  that  they  will 
die  before  their  equity  runs  out.  If  they 
live  too  long,  they  could  find  themselves 
on  the  street  or  forced  to  move  during 
the  last  years  of  their  lives. 


With  GPMs  and  RRMs,  the  gamb 
that  incomes  will  rise  faster  than 
inflation  rate.  If  they  do  not,  homec 
ers  could  be  unable  to  meet  the  hi 
payments  on  their  homes.  This 
pened  in  Canada  two  years  ago,  w 
many  owners  of  low-income  apartm 
had  to  abandon  their  homes. 

And  GPMs  and  RRMs  may  encou 
buyers  to  stretch  their  budgets  to 
limit  by  buying  homes  they  canno 
ford.  According  to  a  government  sV 
the  average  income  of  GPM  borrow 
was  $15,000  for  homes  costing  $34, 
By  contrast,  homes  bought  with  con 
tional  financing  cost  $5,000  less  the 
purchasers'  incomes  were  $3,300  hig 

Despite  such  worries,  government 
kering  with  the  mortgage  market  sh 
no  sign  of  easing.  Earlier  this  year, 
example,  Congress  passed  the  blockb 
ing  Depository  Institutions  Deregula 
&  Monetary  Control  Act.  Among  o 
things,  the  act  makes  more  money  ai 
able  for  housing  by  phasing  out  Reg 
tion  Q  (which  limits  the  amount  fii 
cial  institutions  can  pay  on  savings 
counts);  repealing  dollar  limits 
mortgages;  approving  second  mortga 
and  eliminating  territorial  restricti 
on  lending. 

Most  significantly,  the  act  preen 
state  usury  ceilings  on  mortgages.  I 
cause  of  the  change,  $5  billion-ai 
Dime  Savings  Bank  of  New  York  rec< 
ly  became  the  first  lender  in  New  "Vi 
State  to  offer  adjustable  mortgages.  1 
loans  carry  a  rate  of  14%,  which  wil 
adjusted  every  year.  "We've  been  p. 
ning  this  for  some  time.  But  we  vt 
waiting  for  legislation  to  remove 
state  usury  limit,"  explains  Berr 
McDermott,  Dime  senior  vice  presid< 

Despite  their  popularity,  adjusts 
mortgages  will  not  really  come  of  i 
until  they  are  packaged  and  sold  to  in 
tutional  investors.  Conventional  m 
gages  got  a  similiar  boost  in  the 
1960s,  following  the  housing  collaps* 
1966-67.  To  date,  some  $110  billior 
such  "pass-through"  securities  h 
been  created  and  marketed  both  priv. 
ly  and  through  such  federal  agencies 
the  Government  National  Mortgage 
sociation  and  the  Federal  Home  L 
Bank  Board's  Mortgage  Corp. 

Until  now,  adjustable  rates  have  I 
little  appeal  for  such  institutional  in\ 
tors  as  insurance  companies  and  pens 
funds  because  the  interest  they  genei 
covers  fixed-rate  obligations.  But  tl 
view  is  rapidly  changing.  Consider  tha 
recent  inflation  rates  of  15%,  a  30-y 
bond  issued  at  par  of  $1,000  would 
worth  less  than  $  1 00  at  maturity  in  20 

Everyone  agrees  that  the  housing 
dustry  should  be  preserved  in  the  face 
inflation.  But  with  the  many  advantai 
homeowning  already  gets,  does  it  m; 
sense  to  make  it  ever  easier  for  housi 
to  compete  with  industry  for  capital? 
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An  RCA  Solid  State  Laser  that 
fits  through  the  eye  of  a  needle 
ban  transmit  500  million  bjts  of  information 
Ser  second  through  a  thread  of  glass.  1 


I 
i 

.  - 

■ 


The  entire  contents  of  a  24-volume  encyclopedia  in  I 
3  minutes.  2500  phone  conversations  or  20  TV 
programs  at  the  same  time.  Staggering  amounts 
of  information  -  all  made  to  pass  through  a  tiny  ■ 
thread  of  glass  by  a  solid  state  laser  that 
radiates  light  from  an  area  one-hundredth  the 
size  of  the  period  at  the  end  of  this  sentence. 
This  laser,  developed  by  RCA  scientists, 
emits  a  narrow,  intense  beam  of  light  ^B 
that  can  be  efficiently  coupled  into  the 
microscopic  fibers  that  carry  the  information. 
Because  of  its  incredible  stability  and  small  ■ 
size)  RCA's  solid  state  "double  dovetail"  ■ 
laser  represents  a  significant  step  toward  a 
faster,  smaller,  more  efficient  fiber-  optic  V 
communications  systems.  1 
This  Solid  State  Laser  is  a  product  of  1 
RCA  research -the  kind  of  dedicated 
research  that  has  been  a  tradition  at  RCA 
for  over  sixty  years.  Today,  many  years 
after  Nipper  started  listening  to  "His 
Master's  Voice','  research  and  develop- 
ment of  electronic  products  are  funded 
at  the  highest  level  in  our  company's 
history.  Our  commitment  is,  as  it  has 
always  been,  to  the  advancement 
of  technology  -  to  the  creation  of 
products  that  expand  the  human 
horizon,  whether  through  a  wave 
of  sound  or  a  thread  Of  light 
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There  are  40  million  pigeons  in  the  U.S.  and 
only  30  million  of  them  are  birds,  says  a 
disgusted  Levi  Strauss  executive.  The  other  10 
million?  The  buyers  of  designer  jeans. 

Derriere 
cri 


By  Sub  rata  N.  Chakravarty 

In  advertising  we  say  that  there  was 
the  year  of  the  Lips  and  the  year  of 
the  Eyes,"  says  Jerry  Delia  Femina, 
the  outspoken  founder  of  Delia  Femina, 
Travisano  &  Partners.  "Well,  1980  is  the 
year  of  the  Ass." 

Posterior  watchers,  male  and  female, 
have  never  had  it  so  good.  Television  is 
inundated  with  ads  for  status  jeans  and 
most  of  them  emphasize  the  way  the 
jeans  hug  a  wearer's  behind.  Behinds  are 
wiggling  seductively  at  almost  every  hour 
of  the  day  in  most  major  markets  around 
the  country.  Most  analysts  of  the  status 
jeans  market,  including  the  manufactur- 
ers, acknowledge  the  market  has  been 
created  and  is  sustained  by  advertising, 
about  75%  of  it  on  TV.  An  extraordinary 
amount  is  being  spent  on  advertising.  A 
recent  study  by  the  Television  Bureau  of 
Advertising  showed  that  in  the  first  half 
of  1980  the  top  15  ready- to- weai  apparel 


TV  advertisers  spent  $28.7  million  on  TV, 
an  increase  of  160%  over  1979.  More  than 
half — $15.5  million,  up  from  just  $1.9 
million  the  year  before — was  spent  by 
status  jeans  companies. 

Levi  Strauss,  with  over  $2  billion  in 
sales,  was  first  among  TV  advertisers, 
with  an  estimated  $5.9  million.  But  Mur- 
jani  International,  with  less  than  10%  of 
Levi's  sales,  spent  $4.8  million,  Jordache 
Enterprises  Inc.,  $4.2  million  and  Bon 
Jour  Paris  Fashions  Inc.,  $3  million. 

The  money  has  not  been  spent  in  vain. 
From  nothing  a  couple  of  years  ago,  sta- 
tus jeans  have  taken  over  17%  of  the 
huge  jeans  market.  Advertising  Age  esti- 
mated the  status  jeans  business  at  $1 
billion  wholesale  last  year;  it  is  hugely 
profitable.  Made  of  heavyweight  denim, 
these  figure-hugging  pants  cost  only  a  bit 
more  to  make  than  ordinary  jeans  but 
sell  for  up  to  two  to  three  times  more. 

Warren  Hirsh,  who  helped  build  Mur- 
jani  and  later  joined  Puritan  Fashions, 


Murjani  International's  Mohan  Mur/ani 
Yves  St.  Laurent  thought  he  was  stupid. 


which  markets  Calvin  Klein  jea 
where  he  lasted  only  two  mont 
knows  the  market  inside  out.  He 
the  manufacturing  cost  of  a  pair  of  stj 
jeans  at  $7.50  a  pair.  With  shipping, 
toms  duty — most  of  the  status  jeanj 
made  overseas — and  advertising,  yoi| 
up  to  $12.  At  a  wholesale  price  of  [ 
that's  a  hefty  $7  markup.  The  reti 
adds  100%  to  get  a  retail  price  of  $3) 

Large  fortunes  have  been  made  alt 
overnight  in  the  business.  Jordache  ij 
creation  of  three  Israeli-born  brotl 
Joe,  Ralph  and  Avi  Nakash.  During 
1977  New  York  City  blackout,  thei 
kashes  lost  their  Brooklyn  clothing  j 
to  looters.  They  took  the  $200,00 
insurance  and  a  federal  loan  and  le 
aged  it  with  $400,000  in  bank  loans. ' 
year  they  will  do  a  $120  million- 
jeans  business  on  this  relatively  mc 
investment.  Mohan  Murjani,  a  F 
Kong  businessman  of  East  Indian 
scent,  was  the  real  pioneer.  Whei 
started,  he  recalls,  established  desig 
like  Yves  St.  Laurent  "thought  we  1 
stupid."  Now  Murjani  is  rich,  anc 
Laurent  is  playing  catch-up  with  his 
line  of  jeans. 

All  booms  based  on  fads  end,  and! 
one  will  not  go  on  forever.  The  overr] 
successes  that  dominate  the  industr 
preparing  for  the  inevitable  by  tryir 
piggyback  other  products  on  their' 
ages.  They  are  cutting  status  jeari 
satin  and  velvet,  for  example.  Mu; 
and  Jordache  are  offering  tops,  and  I 
jani  is  planning  a  line  of  fragrances. 

Why  did  the  big  jeansmakers — 
Strauss,  Blue  Bell  and  H.D.  Lee— 
the  market?  Because  they  overloi 
two  things:  the  power  of  advertising, 
the  fact  that  women  like  to  look  sex 

Strauss  executive  Bud  Johns  sconx 
dismisses  the  whole  phenomenon, 
said  there  are  40  million  pigeons  ir 
U.S.;  30  million  are  birds  and  the  res 
buying  designer  jeans." 

Advertising  ace  Jerry  Delia  Feu 
says  he  refuses  to  do  designer  jean! 
vertising.  "The  status  jeans  busine 
all  advertising,"  he  says,  "and  it's  s 
of  the  worst  advertising  ever,  ever  d 
The  heavy  symbolism  is  everything 
people  think  is  wrong  with  adverti 
It's  embarrassing,  manipulative 
ugly."  But  Howard  Goldstein  of  F 
Corp.,  who  created  the  original  Jord. 
ad,  replies:  "If  that's  tacky,  then  our 
ety  is  tacky." 

Be  that  as  it  may,  the  message  of  a« 
rising  has  not  been  lost  on  Levi  Str; 
Blue  Bell  and  Lee.  In  1 979  their  TV  ac 
tising  doubled,  to  $27.8  million,  acc 
ing  to  TvB,  and  spending  was  up  anc 
28%  in  the  first  half  of  1980.  If  the  st 
jeans  boom  has  done  nothing  else,  i 
shown  apparel  manufacturers  the  mi 
of  going  over  the  heads  of  the  retai 
who  have  long  held  the  power  of  life 
death  over  the  manufacturers.  ■ 
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"No  matter  how.  well  an  automobile  is  put , 
together. . .  ultimately,  its  quality 'can  be  no 
better  than  the  sum  of  its  parts,'  says  Dr.  Fritz 
Naumann,  Manager  of  Completed  Vehicle 
Testing  for  the  Audi  5000  Series.  V 

I  worried  the  Audi  5000 
through.. .right  down  to 
the  last  nut  and  bolt. 

In  Germany,  a  country  that  has  come  to  . 
symbolize  "quality,"  Audi  was  the  first  car- 
maker to  elevate  Quality  Control  to  a  Status 
equal  to  any  of  its  divisions.  Thus,  Audi 
made  quality  a  tangible  element— not  just 
the  -traditional  by-product  of  production  - 
finance  or  other  departments. 
1  At  Audi  we  consider  quality  a  component. 
From  the  initial  design  of  the  Audi  5000,  it 
has  been  as  integral  as  front-wheel  drive,  f 
five-cylinder  engine  and  efficient  styling." 
Every'  front  suspension  piece  was  subjected 
to  compression,  rebound  and  all  steering 
movements  in  tests  of  1 ,000,000  cycles. 
Using  a  forrn  simulating  a  drivers  weight 
and  body  temperature,  the  specifications 
for  seat  cushion  materials  were  okayed  for 
production  after  withstanding  tests  repeat- 
ed 1.000,000  times.. The. doors, went  through 
100,000  openings,  closings,  lockings  and 


J  1 


•>3 


^  8 


u n lockings. . .  Even  the  specifications  for  the 
sunroof,  which  is  optional  equipment,  are 
the  product  of  no  less  than  1 5,000  operating 
cycles  at  temperatures  ranging  from  70°  F 
to  nearly  200°  F.  ;  '  '  ' 

"Before  the  Audi  5000  went  into  production 
we  not  only  insured  that  all  parts  met 
production  specifications. But  first,  that  all 
specifications  met 


Test  every  part 
of  a  new  Audi  5000,  5000  Diesel  or  5000  • 
Turbo  for  yourself.  For  the  name  of  your 
nearest  dealer  call,  toll-free  :  (800)  447-4700. 
Illinois  residents 

call:  (8001322-4400.      NOTHING  EVEN  CQMES  CLOSE. 


Defending  an  Administration  that's  ending 
on  high  inflation,  high  taxes  and  high  unem- 
ployment is  a  tough  job.  But  Stuart  Eizenstat 
does  it  with  a  certain  grace. 

A  talk  with 
the  President's  man 


By  Jerry  Flint 


Stuart  Eizenstat  at  the  White  House 
Pio  criticism  that  he  remembers. 


Stuart  Eizenstat  is  the  Presi- 
dent's man.  When  the  Administra- 
tion needs  a  domestic  policy  ex- 
plained, the  budget  or  reindustrialization 
or  protecting  the  steel  industry,  there 
will  be  Schultze  from  the  Council  of  Eco- 
nomic Advisers  and  Miller  of  the  Trea- 
sury and  maybe  Mclntyre  of  the  Office  of 
Management  &  Budget.  And  when  it's 
important,  Stu  Eizenstat,  the  assistant  to 
the  President  for  domestic  affairs,  will  be 
there,  too,  handling  the  hard  questions, 
handling  them  precisely. 

"You've  given  a  speech,  now  what's 
the  question?"  he  snaps  out  after  a  long- 
winded  reporter  gets  caught  in  his  own 
words.  But  of  all  the  Georgians  around 
the  President,  Eizenstat  is  one  of  the 
least  abrasive.  When  the  inside  problems 
need  settling,  says  Commerce  Secretary 
Philip  Klutznick,  Eizenstat  is  "the  per- 
son we  always  call  on  when  we  hit  a 
rough  spot  in  the  road." 

When  it  comes  to  the  Carter  record,  he 
makes  no  apologies  and  he  knows  the 
strong  points.  "I  think  we've  done  more 
than  any  ten  presidents  put  together  to 
deregulate  the  economy,"  he  says  in  an 
interview  in  his  White  House  office.  Air- 
lines, trucking,  banks  and  now  the  rail- 
roads. "That  is  a  stunning  achievement 
in  a  2V2-to-3-year  period.  Very  few  people 
would  have  given  you  a  plugged  nickel, 
for  example,  for  the  chances  of  passing 
trucking  deregulation.  It's  been  one  of 
the  hardest  nuts  to  crack. 

"It  is  in  my  estimation  the  most  fun- 
damental restructuring  of  the  relation- 
ship between  business  and  government 
since  the  time  of  the  New  Deal."  End  of 
speech. 

But  aren't  Carter  and  his  Administra- 
tion vulnerable  on  inflation? 

"There's  been  criticism  that  somehow 
the  Administration  sort  of  inflated  or 
overinflated  the  economy,  and  I  think 
that's  not  accurate.  In  1977  when  the 
President  took  office — in  fact,  in  the  '76 


campaign — the  main  theme  of  the  c 
paign  was  the  recession,  getting  ou 
the  recession.  The  President  propc 
what  most  of  the  economists,  the  h 
ers,  the  Okuns,  others,  thought  w 
relatively  moderate  stimulus  package 
1977.  There  was  no  criticism  that 
member  at  that  point  that  this  was 
cessively  large,"  he  says,  conveniei 
forgetting  that  there  was  a  great  deai 
such  criticism.  But  on  the  left  there 
also   complaining,    that   there   wa  I 
enough  spending  emphasis,  that 
minimum   wage   increase  wasn't 
enough,  that  the  farm  supports  were 
low.  "We  had  two  events  which  occui 
in  1979;  one  was  the  Iran  oil  cu 
which  led  to  a  125%  increase  in  crudt  | 
prices;  secondly,  an  absolute  dropj 
out  of  the  floor  on  productivity  [gro\ 
to  a  minus  2%.  That  really  shot  inflat 
up,"  he  says.  The  soaring  prices  earl 
the  year  brought  on  the  credit  cont 
and  the  announcement  of  a  balan 
budget  for  1981 — which  since  then 
pushing  toward  a  $40  billion  deficit 
$50  billion  or  more  in  red  ink  next  y 

Not  a  bad  defense,  even  thougl 
skates  over  some  of  the  facts.  But  Ei: 
stat's  job  isn't  defending  policy;  it's  n 
ing  sure  there  is  policy. 

He  explains  it  this  way.  "My  functi 
are  to  coordinate  the  formulation  of 
mestic  policy  decisions  from  the 
step,  the  glimmer  of  an  idea  in  so 
one's  mind,  essentially  up  to  the  f 
passage  of  the  legislation."  That  me 
trying  to  get  all  the  agencies  involve 
agree  on  what's  to  be  done,  or  at  1 
cutting  down  the  disputes,  and  mal 
sure  the  economic  and  political  eff 
are  clear  to  the  President.  Ban; 
heads?  Eizenstat  doesn't  like  the  te 
He  prefers  to  put  it  this  way:  "Reall 
gives  people  a  chance  to  orally  vent  t 
views,  and  it  gives  us  a  chance  to  s& 
there's  some  common  ground,  and 
quently  there  is.  Even  if  something 
to  go  in  to  the  President  [to  settle 
may  go  in  on  only  one  issue  instea 
five  or  six." 

On  a  typical  day,  says  Eizenstat, 
process  will  mean  3  or  4  meetings  v 
the  President,  5  to  10  other  meetings 
20  to  25  phone  calls.  On  Saturday 
comes  in  to  clean  up  the  desk. 

Killing  bad  ideas  is  part  of  that  proc 
but  killing  them  without  making 
eraies  is  a  fine  art.  Eizenstat  boasts 
he  and  his  60-person  staff  don't  sen 
memos  to  the  President  behind  anyo 
back,  that  the  views  of  the  Cabinet-1 
departments  and  agencies  get  fairly 
sented,  that  he  doesn't  try  to  go  aro 
the  system.  "I'm  a  lawyer,"  says 
tall — all-city  in  basketball  in  Atlan 
Harvard  Law  School  graduate,  "and  I 
very  much  that  there's  a  due  pro> 
element  in  my  job.  People  come 
government  to  make  a  contribution  t 
and  if  they  have  an  idea  that  make; 
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/  through  the  system,  they  have  a 
tit  to  present  it  to  the  President." 
[here  are  ways  to  avoid  confronta- 
hs.  "One  of  the  advantages  of  the  sys- 
1,  of  sitting  down  and  letting  the 
ancil  of  Economic  Advisers  do  an  eco- 
inic  analysis,  of  letting  Office  of  Man- 
taient  &  Budget  do  a  budget  analysis, 

letting  in  another  agency — maybe 
\ — is  that  when  you  go  through  this 
cess  lots  of  times  an  agency  just 
n't  pursue  an  idea.  They  themselves 
in  to  see  its  disadvantages.  My  job  is 

to  sit  here  and  kill  an  idea  by  keeping 
lebody's  memo  from  going  in  to  the 
sident.  That  would  be  circumvention 
he  system."  No  Haldeman  he. 
''he  Carter  Administration,  of  course, 
'  no  lack  of  policies.  Trouble  is,  it 
ps  changing  policy  with  every  breeze. 
a  anyone  expect  that  the  reindustriali- 
ton — or  revitalization,  as  it's  now 
led — tax-cut  proposals  would  pass  if 

recession  faded?  Eizenstat  answers 
rply:  "This  is  not  intended  to  be  an 
irecession  program.  The  President 
cifically  said  it  was  not  intended  to 
and  if  it  were  intended  to  be  an  anti- 
ession  program  we  sure  as  hell 
uldn't  have  asked  the  Congress  not  to 
and  taken  all  that  heat.  We  would  have 
ed  for  it  to  be  implemented  immedi- 
ly.  It  is  a  long-term  investment  pro- 
m  that  will  also  help  get  the  economy 
of  the  recession,  but  it  is  not  intended 
i  recession  program.  Just  look  back  a 
iple  of  months  and  see  the  differences 
t  we  had  with  Senator  Kennedy  when 
were  running  and  he  was  proposing  a 
!  billion  immediate  public-spending, 
irecession  program." 
le's  quick  to  knock  the  Republican 

proposals,  the  10%-a-year  personal 
ome  tax  cut  known  as  Kemp-Roth, 
le  way  the  [Carter]  program  is  struc- 
ed,  unlike  the  way  Reagan's  program 
tructured — which  is  all  personal,  mas- 

across-the-board  tax  cuts,  consump- 
l  oriented — is  that  whether  there's  a 
sssion  or  not  you  benefit  yourself 
h  on  the  inflation  side  and  on  the 
wth  side  by  stimulating  capital  in- 
tment."  The  Reagan  boys  would,  of 
irse,  see  things  differently,  but  give 
ter  this:  His  domestic  programs  have 
n  pretty  ...  we  won't  say  "conserva- 
but  maybe  "moderate"  will  do. 
'tainly  well  to  the  right  of  the  Teddy 
inedy  stuff  and  not  really  antibusi- 
s.  As  Eizenstat  puts  it:  "You  think 

way  to  help  inflationary  pressures  is 
lave  a  30%  across-the-board  personal 

cut?  Does  that  help  the  inflationary 
ssures  or  does  that  give  people  the 
se  that  they've  been  relieved  of  the 
den  of  it?  What  does  it  do  to  pump 
17  billion  into  the  economy  over  the 
:t  five  years  in  terms  of  inflation? 
it's  really  the  question. 
I  am  telling  you  that  what  they  are 
mising  is  a  free  lunch  that  every  citi- 


zen knows  cannot  be  achieved  because 
you  cannot  increase  military  spending 
dramatically,  which  they  are  talking 
about  doing,  even  above  what  the  Presi- 
dent is  doing,  cut  taxes  dramatically,  not 
touch  Social  Security,  which  is  $130  bil- 
lion of  the  total  $600  billion  federal  bud- 
get— and  balance  the  budget  or  even  be- 
gin to  reduce  the  deficit.  It  can't  be 
done." 

We  reminded  the  presidential  aide  that 
the  Carter  Administration  hasn't  been 
very  successful  in  slowing  inflation  or 
balancing  the  budget,  either.  "I  think  it 
can  be  done,"  says  Eizenstat,  not  really 
answering  our  question  but  returning  to 
the  attack.  "But  it  can't  be  done  by  mas- 


sive across-the-board  tax  cuts,  which  use 
all  the  revenue.  It  has  to  be  done  by 
stimulating  investment  and  encouraging 
productivity,  by  encouraging  business  to 
modernize,  to  export." 

He  speaks  well,  this  37-year-old  who 
was  a  key  campaign  worker  for  Jimmy 
Carter  ten  years  ago  in  the  race  for  gover- 
nor. He  doesn't  lack  confidence  even 
when  you  can  hit  him  with  something  as 
dismal  as  Carter's  record  on  inflation. 

"I  can't  help  the  fact  that  there  was  a 
drought  this  summer,"  he  says,  when 
food  prices  are  mentioned  to  him.  But 
then  when  Stu  Eizenstat  says  something 
like  that,  it's  not  a  plea  for  understand- 
ing, it's  a  challenge.  ■ 


This  highly  regarded  defense  expert  says  the 
U.S.  has  neither  the  means  nor  the  policy  for 
dealing  with  Soviet  aggression  in  the  Middle 
East,  and  he  uses  strong  language  in  describ- 
ing Jimmy  Carter's  claims  to  the  contrary. 

Defense  expert 
Joseph  Churba: 
Carter  is  lying 


As  I  See  It 


We  have  to  pose  countervailing 
strength  in  the  Middle  East  re- 
gion— not  tomorrow,  not  next 
week,  not  five  years  from  now,  but  today. 
It  would  require  a  degree  of  national  mobi- 
lization— economic,  social,  industrial  and 
military.  It  means  moving  the  GNP  por- 
tion of  defense  from  5%  to  13%,  bringing 
it  up  to  Korean  War  levels.  Nothing  short 
of  this  effort  is  going  to  persuade  the  Soviet 
Union  that  the  U.S.  will  not  abandon  them 
[the  Middle  East]." 

Churba  is  talking  about  raising  defense 
spending  from  $150  billion  a  year  to 
nearly  $400  billion  within  three  years — a 
staggering  increase.  Dr.  Strangelove 
speaking?  Some  half-crazed  warmonger? 
Not  at  all.  Dr.  Joseph  Churba  is  a  former 
professor  who  holds  a  Ph.D.  in  interna- 
tional relations  from  Columbia  Universi- 
ty. He  was  the  ranking  Middle  East  spe- 
cialist in  U.S.  Air  Force  Intelligence  and 
founder  and  president  of  the  Center  for 


International  Security,  a  Washington  or- 
ganization of  former  military  officers. 
What  makes  his  views  especially  signifi- 
cant is  that  he  is  a  principal  defense 
adviser  to  Ronald  Reagan. 

Is  Churba  an  alarmist?  Is  he  exaggerat- 
ing the  dangers  just  to  get  more  money 
for  the  military?  Maybe,  but  he  makes  a 
chilling  case.  He  points  to  a  map  on  his 
wall.  The  Soviets  have  their  army  in 
Afghanistan  and  a  base  in  Yemen,  on 
either  side  of  the  Middle  East  oilfields. 
Iraq,  which  Churba  calls  a  Soviet  surro- 
gate, is  threatening  to  dominate  the  en- 
tire Mideast  oil  supply.  Marxists  control 
oil-rich  Angola  and  Ethiopia,  and  there's 
even  a  strengthening  of  the  Red  hand  in 
Latin  and  Central  America. 

Churba's  new  book,  Retreat  From  Free- 
dom (Center  for  International  Security, 
$10),  argues  that  ever  since  Cuban- 
backed  African  Marxists  snatched  Ango- 
la five  years  ago,  the  Soviets  have  been 
deliberately  encircling  the  Persian  Gulf 
area  in  an  arc  stretching  from  the  west 
coast  of  Africa  to  Afghanistan.  A  credible 
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Is  your  phone  system 

giving  your  clients 
the  wrong  impression? 


You  need  the  Com  Key  system. 


The  Com  Key  system 
helps  small  businesses 
serve  clients  better 
and  faster. 

Only  from  Bell. 

Sometimes  your  phone  system 
says  things  about  you  that  aren't 
true. 

It  says  that  you're  rude  and 
inconsiderate.  That  you  don't  want 
to  be  bothered. 

All  because  calls  don't  get 
through  to  the  right  person.  And 
some  calls  don't  get  answered  at  all. 


There's  a  very  simple  solution 
to  this  oversight.  The  Com  Key®  416 
system  by  Western  Electric. 

"He's  out  of  the  office..." 

With  the  Com  Key  system,  your 
business  doesn't  go  out  the  door 
when  you  do. 

Thanks  to  Conference  calling,* 
your  secretary  can  call  you  and 
connect  you  to  important  calls  — 
quickly  —  wherever  you  are. 

Very  reassuring. 

"He's  on  another  line . . ." 

The  Com  Key  system  also  has 
a  built-in  feature  that  makes  sure 
client  calls  always  get  through  to  the 
right  person.  Fast. 

It's  called  voice  signalling. 

Your  secretary  can  inform  you 
discreetly  over  the  intercom  that 
a  second  call  is  on  the  line.  Without 
even  interrupting  your  conversation. 

Very  thoughtful. 

"He's  around  here 
somewhere. . ." 

The  Com  Key  system  also 
makes  sure  clients  aren't  put  on  hold 
forever  while  your  office  hunts 
and  searches  for  the  person  being 
called. 


With  the  Com  Key  system's 
paging  option,  anyone  in  virtually  any 
part  of  the  office  can  be  located 
within  seconds. 

Very  tenacious. 

There's  more  to  the 
Com  Key  system. 

We've  described  just  a  few 
of  the  ways  the  Com  Key  system 
can  help  a  small  business  with  two 
to  four  phone  lines  communicate 
better. 

There's  even  more  to  the 
Com  Key  system.  Like  flexible 
ringing,  music  on  hold,  hands- 
free  answering.  Even  a  personal 
line  nobody  else  can  use  to 
make  sure  important  calls  always 
get  through  to  you. 

Call  your  local  Bell  System 
company  today  for  details. 

And  put  in  a  phone  system 
that's  just  as  thoughtful  and  consid- 
erate as  you  are. 

The  Com  Key  system 
by  Western  Electric 


'Voice  quality  may  decrease  depending  on  the  distance  between 
conferees  and  the  number  of  persons  on  the  Conference  call. 


U.S.  national  security  policy  is  only  pos- 
sible, says  Churba,  if  the  U.S.  restores  its 
second-strike  nuclear  capabilities,  up- 
grades its  conventional  forces,  rebuilds 
its  intelligence  forces  and  then  develops 
policies  to  frustrate  the  Soviet  plan. 

Forbes'  Beth  Brophy  interviews  him: 

Forbes  You  say  we  should  send  troops 
to  the  Middle  East  including  Saudi  Ara- 
bia, but  they  don't  seem  to  want  us. 

Churba:  They  are  just  not  convinced 
we  are  serious  and  determined  enough  to 
pose  countervailing  power  to  the  Soviet 
Union.  To  a  considerable  degree  they  are 
correct.  They  have  legitimate  fears  con- 
cerning our  will  and  determination  and 
the  credibility  of  our  military  strength. 
We  have  to  persuade  them  this  is  not  the 
case.  They  have  denied  us  access  to  these 
facilities  and  the  basing  arrangement  be- 
cause they  aren't  sure  about  the  Ameri- 
can connection.  So  we  have  tak- 
en them  on  their  face  value  and 
sought  access  to  facilities  on  the 
periphery — Somalia,  Kenya, 
Oman.  This  is  insufficient,  con- 
sidering the  threat. 

Even  if  we  did  have  a  Rapid 
Deployment  Force,  which  we 
do  not,  it  would  not  get  there  in 
time  to  arrest  the  escalatory  po- 
tential. You  say  even  the  Saudis 
are  nervous  about  an  American 
presence?  They  would  not  be  if 
we  approached  it  differently. 

My  main  theme  is  that  in  or- 
der to  prevent  the  Persian  Gulf 
area,  the  epicenter  of  world  poli- 
tics, from  disintegrating,  in  or- 
der to  prevent  the  erosion  of  the 
American  position,  we  have  to 
pose  countervailing  American 
military  strength  on  the  ground  to  assure 
access  to  oil  for  ourselves  and  our  allies. 

Forbes  But  what  do  we  do  about  Iran? 

Churba:  We  recognize  that  what  the 
Iranians  have  done  to  the  U.S.  is  uncon- 
scionable. Holding  hostages  is  nothing 
short  of  a  barbaric  act.  But  even  barbar- 
ians can  be  persuaded  through  their  en- 
lightened self-interest,  which  is  a  com- 
mon denominator  with  the  U.S.  It  is  not 
in  the  interest  of  the  U.S.  or  the  West  to 
see  the  dismemberment  of  Iran.  This  is 
where  they  are  at,  the  brink  of  dismem- 
berment by  Iraq  and  possibly  the  Soviet 
Union  as  well.  It  is  in  the  Iranian  interest 
to  realign  with  the  U.S.  and  to  free  the 
hostages,  as  it  would  be  in  our  interest  to 
supply  them  with  ammunition  and  spare 
parts  and  the  wherewithal  to  retain  their 
national  sovereignty. 

Forbes  Isn't  there  a  basic  problem  in 
that  we  are  committed  to  supporting  Is- 
rael, a  dirty  word  in  the  Arab  world? 

Churba.  The  principal  failure  of  Ameri- 
can Mideast  diplomacy  is  thai:  we  did  not 
know  where  the  real  ball  game  was.  The 
Iran-Iraq  war  demonstrates  that  the  U.S. 
has  underestimated  the  threat  in  the  Per- 
sian Gulf.  For  the  past  two  years  we  have 


made  the  focal  point  of  American  diplo- 
macy Jerusalem,  autonomy,  settle- 
ments— instead  of  where  it  should  have 
been  all  along:  the  Persian  Gulf  and  the 
power  vacuum  that  resulted  from  the 
collapse  of  Iran  and  the  Soviet  invasion 
of  Afghanistan.  Our  failure  to  address 
that  problem  is  central  to  the  under- 
standing that  the  Iraqis  are  moving  into 
Iran  to  alter  the  global  balance. 

Even  now  the  State  Department  is  still 
arguing  that  the  Israeli  pullout  from  Jeru- 
salem is  essential  to  stabilizing  the  re- 
gion. The  implication  is  that  the  Israeli 
pullout  is  the  key  to  an  Iraqi  withdrawal 
from  Iran.  This  is  an  indication  of  how 
distorted  the  thinking  is.  Were  the  Arab- 
Israeli  conflict  resolved,  access  to  oil 
would  remain  neither  secure  nor  assured, 
even  at  unreasonable  prices.  Termina- 
tion of  this  conflict  hardly  eliminates  the 


Military 
Are  we 


analyst  Joseph  Churba 

missing  the  real  ball  game  in  the  Middle 


conditions  of  Soviet  mischief-making. 

Forbes  What  about  Iraq?  In  a  cover 
story  in  August,  Forbes  stated  that  the 
Iraqi  ruler,  Saddam  Hussein,  is  a  blood- 
stained dictator  whose  ambitions  exceed 
his  means  and  who  is  no  friend  of  the 
West.  We  didn't  buy  the  argument  that 
he  is  tilting  to  the  West. 

Churba:  There's  no  question  Saddam 
Hussein's  interests,  his  regime,  are  in- 
compatible with  the  U.S.  He  is  the  Sovi- 
et surrogate  in  the  area  and  he  can't 
sustain  military  gains  without  continued 
Soviet  arms  support.  Saddam  has  preten- 
sions of  being  the  leader  of  radical  Arabs 
and  promoting  their  unity  and  of  suc- 
ceeding Nasser. 

Contrary  to  what  Iraq  and  the  State 
Department  say,  the  dismemberment  of 
Iran  is  not  in  the  U.S.  interest.  In  this 
picture  Egypt's  Sadat  has  become  more 
isolated.  Arabs  will  have  to  choose  be- 
tween Hussein  and  Sadat.  Sadat's  posi- 
tion is  increasingly  precarious.  Our  poli- 
cy in  the  Gulf  contradicts  our  policy  of 
support  for  Egypt.  Brzezinski  has  stated 
that  relations  between  Iraq  and  the  U.S. 
were  not  fundamentally  incompatible, 
and  in  so  stating  he  understated  the 


threat:  that  Iraq  is  first  and  foremog 
Soviet  surrogate  in  the  Gulf.  Until 
war  the  U.S.  was  selling  Iran  engines 
their  frigates,  giving  them  strate 
reach  to  the  Strait  of  Hormuz.  Iraq  c 
not  presently  sustain  its  military  gainj 
the  Gulf  without  Soviet  replenishing 
That  means  Soviet  domination  in 
region  and  all  the  implications  on 
allies'  structure. 

Here  is  a  case  of  miscalculating  Irac 
an  attempt  to  court  it.  It  is  the  sai  | 
mistake  with  Syria,  the  PLO  and,  : 
course,  the  same  with  the  Soviet  Unn 
Forbes  But  isn't  the  Carter  Admin 
tration  accomplishing  something  w 
plans  for  the  Rapid  Deployment  Fo 
and  new  bases  in  the  Middle  East? 

Churba:  What  I  see  the  present  Adir. 
istration  going  through  is  the  motion! 
military  strength.  They  announce 
Rapid  Deployment  Foi 
which  is  a  farce.  The  Presid 
has  stated  in  his  reelection  cc 
mercials  that  the  U.S.  is 
number  one  military  power 
the  world — a  flat  lie.  The  m 
he  repeats  it,  the  less  credibil 
he  has.  I  am  not  persuaded  t 
the  people  who  dismissed 
along  the  correlation  betw< 
military  power  and  a  formi 
tion  of  a  foreign  policy  are  go 
to  do  a  180-degree  turnabi 
and  see  the  need  for  counterv 
ing  power  to  the  Soviet  Unio 
Forbes  But  13%  of  the  G 
for  defense  spending!  Can 
afford  it? 

Churba.  We  did  it  in  Korea 
June  of  1950.  We  were  where 
are  today.  We  had  to  mobili 
and  within  three  years,  by  1953,  we  w 
at  the  13%  level.  At  that  point  the  Sc 
ets  negotiated  Korea.  That  was  the  le 
on  which  the  years  of  stability  follov 
in  the  Eisenhower  Administration.  1 
Soviets  recognized  we  were  capable 
fighting  so  they  held  off. 

Forbes  Are  the  voters  willing  to  j 
the  price? 

Churba.   They  must  recognize  t] 
their  own  standard  of  living,  their  w< 
being,   their  freedom,   is  turning 
America's  continuing  role  in  the  glo 
and  creating  the  kind  of  balance  in 
world  that  permits  them  to  live  in  fr 
dorp-  No  foreign  power  is  going  to 
stronger  than  domestic  support  for  i 
don't  believe  American  people  recogn 
how  their  standard  of  living  is  dependi 
on  [raw]  materials  coming  from  south* 
Africa  for  refrigerators,  toasters,  a 
even  weapons  themselves.  They  are 
ginning  to  understand  how  import; 
the  oil  is. 

Our  diplomacy  will  mean  nothing  i 
less  there  is  force  behind  it.  Rearmame 
is  not  a  policy  in  itself.  All  that  it  does 
give  us  the  capacity  to  conduct  a  via 
policy.— Beth  Brophy 
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Big  is  beautiful. 


ig-screen  TV  doesn't  have  to  be  fuzzy, 
m,  or  distorted.  With  the  new  GE 
'idescreen  3000,  you  get  America's 
je  colors  big  and  beautiful. 
The  action  comes  at  you  in  breath- 
king,  vivid  color— the  kind  our  GE 
I R H color  system  is  known  for.  This  GE 
novation  uses  a  special  VI R  signal, 


sent  out  by  most  broad- 
casters, to  automatically 
adjust  the  color  for  you.  So 
flesh  tones  look  realistic  and  natural. 

And  the  GE  Widescreen  3000  offers 
rear-screen  projection,  eliminating  bulky 
lenses  and  projector  consoles  between 
you  and  the  screen.  So  you  get  a  bright, 


clear  image  on  a  compact,  big-screen  TV. 

In  fact,  with  a  picture  this  good,  you 
may  be  one  of  the  few  people  to  call  a 
charging,  270-lb.  lineman  beautiful. 

We  bring  good  things  to  life. 
GENERAL  ft  ELECTRIC 


, during  the  next  logical  Lincoln. 


dimensions  in  size 
echnology  were 
ived  in  1980.  Now, 
|  achievements 
Que  in  the  new 
Lincoln  Town  Car. 
is  is  a  truly 
rkable  automobile 
long  its 

lological  features: 
ctronic  fuel 
ion  and  electronic 
le  controls  for 


fuel  efficiency 
and  performance. 

•  Four-speed 
Automatic  Overdrive 
Transmission  for 
excellent  highway 
mileage. 

•  Trim,  contemporary 
size  with  room  for  six 
adults. 


•  Optional  electronic 
instrument  panel  with 
message  center  that 
answers  twenty 
different  driver 
inquiries  about  time/ 
distance/fuel  usage. 

•  Optional  keyless 
entry  system  that 
unlocks  doors  and/or 
decklid  electronically 
simply  by  depressing 
buttons  in  numerical 


Lincoln  Town  Car  for 
1981.  A  fine  sense  of 
tradition . . .  remarkable 
achievements  in 
technology. 

You  are  cordially 
invited  to  experience  it 
at  your  Lincoln-Mercury 
Dealer.  There,  you  may 
exercise  your  option  to 
lease  or  buy. 


p\  differ  depending  on  speed  we.3.:? 


Chuck  Dolan's  determination  to  build  Ca- 
blevision  came  from  realizing  it's  hard  to  find 
a  good  idea,  even  in  an  industry  you  know. 


The  man  who  hated 
commercials 


Charles  Dolan's  seven-year-old 
company  has  a  market  value  of 
around  a  quarter  of  a  billion  dol- 
lars. His  original  $130,000  investment  is 
worth  $80  million  or  so  on  paper.  Yet 
only  this  year,  for  the  first  time,  does  the 
company  expect  to  show  a  profit — $1.5 
million  on  revenues  of  $34  million. 

How,  you  might  ask,  does  a  company 
that  has  never  earned  a  penny  until  now 
rate  a  potential  price  of  $250  million — 
167  times  earnings  and  83  times  book 


value?  And  how  could  Chuck  Dolan  have 
made  all  that  money  in  a  mere  seven 
years  without  almost  anyone  knowing 
who  the  hell  he  is? 

To  answer  those  questions,  you  must 
go  to  a  nondescript  industrial  park  in 
Woodbury,  Long  Island,  where  you  find 
Dolan  in  the  headquarters  of  his  Cablevi- 
sion  Systems  Development  Co.  Dolan 
and  a  group  of  associates  started  Cablevi- 
sion.in  1973  by  buying  Long  Island  cable 
TV  properties  being  dumped  by  mighty 


■ 


Cablevision's  Chuck  Dolan  (\efr)and John  Tatta 

Being  a  millionaire  beats  doing  newsreels  in  Cleveland. 


The  Up-And-Comeri 


Time  Inc.  Time  felt  there  wasn't  enc 
money  in  selling  cable  to  people 
could  get  half  a  dozen  channels  with 
feet  reception  for  free.  Dolan  and  ] 
Tatta,  his  second  in  command, 
agreed.  They  felt  people  really  h 
commercials  and  would  pay  prem 
prices  for  uncut  movies  and  unblac 
out  sports  events.  With  fancy  finar 
footwork,  courage  and  luck,  Dolan  L 
Tatta  then  parlayed  that  modest  ba 
ning  into  what  is  now  the  nation's  i 
est  privately  held  cable  company.  Cs  ^ 
vision,  with  Dolan  as  general  par  W 
and  luminaries  like  Hugh  Hefner, 
ton  Friedman  and  Mark  Goodsor 
investors,  has  155,000  customers 
Long  Island,  New  Jersey  and  Yonl  m 
N.Y.,  and  is  building  new  system 
suburban  Chicago.  Although  Cah 
sion  has  never  made  any  money, 
producing  a  tremendous  cash  flow 
cable  accounting,  cash  flow  is  opera 
revenues  less  expenses,  before  coun 
depreciation,  debt  service  or  taxes.  C 
flow  last  year  was  $6.5  million, 
year  it  is  projected  at  $14  million,  an 
$23  million  for  1981.  Taking  1981 
ures  and  applying  the  breathtaking  r 
tiples  of  cash  flow  companies  have  t 
paying  to  buy  into  cable  (see  "Can 
Times  make  cable  pay?"  Forbes, 
29),  Cablevision  is  conservatively  w 
$250  million.  Subtract  $45  millioi 
debt,  and  there's  $205  million  left 
Dolan  and  his  partners.  That  mj 
Dolan's  40%  of  Cablevision  w 
around  $80  million  pretax. 

Dolan  doesn't  look  like  a  man  wi 
net  worth  in  the  high-eight  figures, 
doesn't  go  in  for  big  cigars,  flashy  jew 
or  loud  talking.  Of  course,  as  a  part 
ship  raising  private  money  for  eqi 
the  company  has  no  stock  to  tout 
doesn't  have  to  impress  analysts.  T 
combined  with  Dolan's  native  retice 
and  Cablevision's  rather  out-of-the- 
location  in  Woodbury,  has  made  Di 
and  his  company  almost  unknown 
side  the  cable  TV  industry. 

Another  reason  Dolan,  54,  isn't  g: 
to  boasting  is  that  he  has  made  a 
number  of  wrong  turns  in  his  life, 
has  spent  a  lot  more  time  being  \ 
than  being  rich. 

In  1950  Dolan  and  his  wife,  He 
were  running  a  sports  newsreel  busii 
out  of  a  tiny  apartment  in  CleveL 
Dolan  was  writing  commercials 
scripts  at  a  radio  station,  working  on 
newsreel  copy  while  no  one  was  look 
Helen  Dolan  was  a  receptionist,  and 
money  went  to  feed  the  business.  ' 
edited  on  our  table,  we  had  pieces  of 
hung  all  over  the  walls  of  our  kitcb 
Dolan  says.  He  and  his  wife  ran  all  i 
Cleveland  making  deliveries  and  picb 
at  odd  hours.  Despite  the  low  overt 
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CPT  explains 
what  word  processing  is 
-in  plain  English 


Exactly  what  is  word  processing?  Is  it 
^  practical  in  a  small  office?  And  will  your 
cretaries  love  it  or  hate  it?  CPT 
iswers  these  and  other 
lestions— and  includes 
me  surprising  facts 
>out  the  remarkable 
PT  8000. 


>rd  processing  is  simply  a 
:er,  easier,  less  expensive  way 
lype.  A  word  processor  does  many 
igs.  However,  typing  is  its  main  job. 

Let's  say  you're  preparing  a  sales 
)Posal  on  the  CPT  8000  (right). 

Instead  of  reaching  for  typing  paper 
ft  inserting  it  like  you  would  on  a  type- 
ter,  you  begin  typing  immediately. 

What  you  type  appears  on  an  easy- 
•ead  screen  that  actually  looks  like  a 
let  of  paper:  full-size,  with  black 
racters  on  a  white  background. 

i/ote.-  The  black- on-white  screen  is  a  major 
;ature  of  the  CPT  8000,  some  competitive 
.odels  have  only  a  partial-page  display, 
\d  a  green-on-green,  computer-like  screen. 


Power  typing 

:ause  nothing's  on  paper  yet,  you  can 
wer  type"  at  full  rough  draft  speed 
nout  worrying  about  typos  and  other 
jrs. 

Mistakes  are  corrected  easily  right 
the  CPT  8000  screen.  Leave  out  a 
d  or  paragraph?  Just  type  it  in  and 
entire  text  can  be  readjusted 
tronically. 


Only  when  your  document  is  letter- 
ect  do  you  transfer  it  from  screen 
aper.  Just  touch  a  button  and  the 
T  8000  printer  produces  a  crisp 
inal  at  the  amazing  speed  of  up  to 

words  a  minute. 


Now  we  come  to 
some  of  those  other 
remarkable  things 
your  CPT  8000 
can  do. 

"Electronic 
Filing" 

Everything  you  type  on  the  CPT  8000 
can  be  captured  on  small,  magnetic  mem- 
ory disks.  Each  holds  up  to  one  hundred 
business  letters.  Individual  documents 
can  be  recalled  to  the  screen  in  seconds. 
So  you  can  update  documents  any  time  — 
as  easily  as  you  made  corrections  on 
the  originals. 

With  CPT's  "electronic  filing"  system, 
you  can  replace  rows  of  bulky  filing  cabi- 
nets with  small  disk  storage  boxes. 

More  than  words 

A  relatively  new  feature,  found  only  on 
the  CPT  8000  and  other  advanced  word 
processors,  is  called  "software  program- 
ming!' (Don't  worry,  we  do  the 
programming,  not  you. ) 

Small,  preprogrammed 

disks  let  you  use  your 
CPT  8000  to  do  jobs 
impossible  on  an  ordinary 
typewriter.  You  can  prepare 
payrolls,  keep  ledgers,  handle 
inventory  and  bookkeeping, 
and  more.  It's  so  simple  that  no 
special  computer  language  or 
knowledge  is  necessary. 

The  best  judge 

If  anyone  might  resist  word  processing, 
it's  the  secretary  who  has  to  use  it.  But 
the  CPT  8000  is  so  easy  to  use,  secretaries 
are  among  its  strongest  advocates.  Gone 
are  the  false  starts,  messy  whiteouts,  and 
hours  of  retyping  just  to  make  simple 
revisions.  The  CPT  8000  now  frees  your 


secretary's  time  for  more  challenging 
duties. 

Pays  for  itself 

Even  in  a  small  office,  a  word  processor 
can  save  so  much  time  and  increase 
output  so  dramatically,  that  it  will  quickly 
pay  for  itself. 

A  conservative  estimate  is  that  a  word 
processor  will  double  a  secretary's  output. 

Just  as  important— is  the  valuable 
executive  time  you  save  by  getting  your 
letters  and  reports  back  faster. 

Obviously,  we  have  only  touched  on 
how  word  processing  can  speed  up  and 
simplify  routine  office  chores.  For  a  more 
thorough  explanation,  please  send 
for  our  free  booklet, 
CPT  Takes  The  Mystery 
Out  of  Word  Processing  ! 

r 


CPT 


Mail  to:  CPT  Corporation 
P.O.Box  17 

Minneapolis,  MN  55440 
I  d  like  to  know  more  about  word  processing  and 
the  CPT  8000.  Please  send  me  your  free  booklet 
CPT  Takes  The  M>ster>  Out  of  Word  Processing 

Name  

Title/Company  

Address  

City  State  Zip  

Phone  (  I  
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WHO  UNDERWRITES  I 
FIVE  BILLION  DOLLARS 
IN  LIFE  INSURANCE? 

AND  POWERS  THE 
WORLD'S  QUIETEST 
KANJET  AIRLINER? 


Avco  Corporation. 

Avco's  Paul  Revere  Life 
Insurance  Company  ranks 
in  the  top  5%  of  America's 
1 ,800  insurance  firms.  With 
$5.4  billion  in  life  insurance 
in  force,  Paul  Revere  offers 
its  800,000  policyholders 
innovative  quality  products 
and  respected  underwriting 
expertise. 

Avco  Lycoming  Strat- 
ford Division's  turbofan 
engines  make  the  British 
Aerospace  146  fanjet  so 
quiet  it  would  take  six  flying 
in  formation  to  generate  as 
much  noise  as  one  compa- 
rable aircraft.  The  ALF502 
is  one  of  the  latest  in  Avco's 
impressive  line  of  gas  tur- 
bine engines  which  stretches 
back  to  the  early  turbine- 
powered  helicopters,  and 
now  includes  engines  for 
the  Canadair  "Challenger" 
executive  aircraft  and  the 
Army's  "Abrams"  XM1 
main  battle  tank. 

Diversity  by  design. 

Avco  is  a  carefully  struc- 
tured balance  of  business 


interests:  aviation,  aero- 
space, consumer  finance, 
insurance  and  high  technol- 
ogy for  industry  and  defense. 
In  each  of  its  specially 
selected  markets  at  home 
and  abroad,  it  is  a  recog- 
nized leader.  Softness  in 
any  one  market  is  often 
compensated  by  strength  in 
another.  For  Avco,  this 
power  of  balance  promises 
steady  growth. 

Looking  beyond  tomorrow. 

In  financial  services,  the 
growing  number  of  people 
entering  their  thirties  sig- 
nals expanding  market 
opportunities  for  personal 
loans,  and  life  and  accident 
and  health  insurance. 

In  aviation,  Avco  is  a 
leading  supplier  of  engines 
for  helicopters,  commuter 
and  general  aviation  air- 
craft. By  1991,  spurred  by 
federal  deregulation  and  by 
the  increasing  importance 
of  small  aircraft  to  the  trans- 
portation systems  of  devel- 
oping countries,  the 
international  fleet  of  general 


aviation  aircraft  alone  will 
have  grown  50%.  For  Avco, 
this  means  flourishing  mar- 
kets for  new  and  replace- 
ment turbine  and  recipro- 
cating engines,  parts  and 
support  systems. 

View  from  the 
half  century  mark. 

These  are  the  signposts  of  a 
corporation  which  entered 
its  second  half  century  in 
the  strongest  financial  con- 
dition in  its  history.  Annual 
revenues  now  exceed  $2 
billion  and  assets  are  more 
than  $5  billion.  Accomplish- 
ments such  as  these  offer 
indisputable  proof  that  Avco 
appreciates  the  power  of 
balance.  And  knows  how  to 
use  it. 

Avco  Corporation, 
Greenwich,  Connecticut 
06830. 
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CORPORATION 
THE  POWER  OF  BALANCE 


DEWAEK  PROFILE 

A  thirst  for  living ...  a  taste  for  fine  Scotch. 

mum,  ^ffPii^ipy  fart 


3.  PHILLIPS  I j.  JOHNSTON 


BORN:  Memphis,  Tennessee,  1940. 

HOME:  High  Point,  North  Carolina. 

OCCUPATION:  Maverick  small-business 
entrepreneur. 

CURRENT  POSITION:  President  and 
Chief  Executive  Officer,  Erwin-Lambeth, 
Inc.,  premier  furniture  manufacturers. 
GROWTH  POTENTIAL:  Unlimited. 
For  example,  Phil  started  a  small 
piano  manufacturing  firm  when 
he  was  26,  and  by  his  active 
management  built  it  "into  one 
of  the  Big  10  in  the  business  in 
less  than  a  decade." 
SPARE-TIME  ACCOMPLISHMENTS: 
Wrote  and  illustrated  Success  in 
Small  Business  Is  a  Laughing  Matter, 
an  irreverent,  commonsense  guide  to 
buying  and  running  a  small  business. 
Phil  is  also  a  master  at  tournament 
bridge  and  a  pinball  wizard. 
BUSINESS  PHILOSOPHY:  Whether 
you're  a  lieutenant  leading  a  platoon  in 
Antequitok,  or  manager  of  the  jewelry 
department,  get  down  with  people. 
Practice  hands-on  management." 


BLENDED  SCOTCH  WHISKY-868  PROOF 
©  1980  SCHENLEY  IMPORTS  CO  .  N  Y.  N  Y 


SCOTCH:  Dewar's  "White  Label."® 
"I  like  to  drink  it  in  unpredictable 
situations;  for  example,  straight  up 
from  a  Dixie  5'  cup  while  a  rainshower 
delays  a  round  of  golf  or  over  frozen 
soda  cubes  after  seven-digit  pinball." 


The  Dewar  Highlander  ~r  ® 


and  the  $1,300  Helen  Dolan  put  in  \ 
kitty,  the  newsreel  bombed. 

So  Dolan  called  his  biggest  rival,  Tel 
news,  and  gave  up.  After  getting  Dola 
customer  list,  Telenews  moved  him 
New  York  and  put  him  in  charge 
"Adventures  in  Sport."  That  bomb 
too.  Shortly  after  Dolan  arrived,  the  p 
gram's  sponsor,  Bristol-Myers,  pul 
out.  Dolan  stayed  at  Telenews  for 
while  and  gradually  made  his  way  ir 
the  industrial  film  business,  combin 
forces  with  one  of  Telenews'  distnt 
tors.  Then,  in  1960,  he  started  a  serv 
that  provided  news  to  TV  sets  in  N 
York  hotel  rooms,  and  got  a  city  fr; 
chise  to  run  wires  linking  the  hotel; 
the  forerunner  of  a  cable  TV  franchi;- 

By  1965  it  looked  as  if  Dolan 
hit  it  big  at  last.  That  was  wh 
his  company,  Sterling  Manhatt 
landed  a  franchise  to  provide  cable  TV 
the  southern  half  of  Manhattan.  But  c\ 
though  Dolan  had  wealthy  partners 
eluding  William  Lear,  of  Leariet  far 
and  Time — Sterling  couldn't  make 
Even  though  Sterling  sold  stock  and  cc 
vertible  debentures  to  the  public,  St 
ling  couldn't  afford  to  build  the  systi 
it  was  franchised  to  construct.  T 
more  it  built,  the  more  money  it  ne 
ed.  In  those  days,  of  course,  banks  woi 
not  finance  pay  cable  sytems,  and  Ti 
wasn't  about  to  cosign  the  notes, 
stead,  Time  kept  buying  convertible 
bentures  until  it  controlled  almost  8(  j. 
of  Sterling.  Finally,  Time  had  l| 
enough,  and  decided  to  liquidate  St 
ling.  Time  bought  Sterling's  Home  E 
Office  division.  It  also  ended  up  w 
the  Manhattan  cable  operation,  al 
Warner  Communications  backed  out|oiN 
its  $20  million  offer  for  it.  Time  wan 
nothing  to  do  with  that  Long  Isls 
business.  Using  part  of  the  $675,000 
got  for  his  Sterling  stock,  Dolan  cou 
geously  put  up  $130,000  of  front  morn 
assumed  $300,000  of  Sterling's  debt,  z 
gave  Time  a  $500,000  personal  note 
was  sure  it  would  succeed,"  Dolan  sa 
"Warner  was  offering  the  same  pri 
but  they  put  conditions  on  it.  I  didn'i 
By  now,  Dolan  was  no  longer  the  fj 
haired  innocent  who  had  written  E 
Scout  columns  for  $2  a  week  and  asse 
bled  newsreels  in  his  kitchen.  He  kn 
about  politics — the  redoubtable  Irv 
Kahn  had  gotten  half  of  Manhattan 
Teleprompter,  when  Dolan  was  sure 
had  the  whole  borough  locked  up 
Sterling.  He  also  knew  about  finan 
"Toward  the  end,  Time  didn't  want 
put  any  more  money  into  Sterling,  ; 
we  were  looking  for  off-balance-sheet 
nancing,"  Dolan  says.  "We'd  contac 
Burt  Kantor  [a  Chicago  lawyer  wh 
firm  specializes  in  tax  shelters], 
nothing  had  come  of  it.  After  we  star  \ 
Cablevision,  we  went  back  to  Burt." 

Dolan  and  Tatta  had  a  good  story 
Kantor.  Before  flying  to  Chicago,  tl 


z 


-- 

its 

n. 


: 

Kb 


■1 


64 


FORBES,  OCTOBER  27,  1 


done  a  simple  test.  They  offered  a 
month  of  Home  Box  Office  business 
the  1,500  customers  they'd  bought, 
sr  the  month  was  over,  a  phenomenal 
o-plus  agreed  to  keep  paying  $6  a 
nth  for  HBO.  "We  knew  we  had  a 
iness  then,"  Dolan  says. 

0  did  Kantor,  who  produced  $1.8  mil- 

1  of  Chicago  money  which  Dolan 
:ched  by  getting  credit  from  Jerrold 
:tronics,  a  General  Instrument  sub- 
ary  and  a  major  supplier  of  cable  TV 
dware.  In  1973  the  cable  TV  business 
;  on  the  ropes  and  Jerrold  was  looking 
i  way  to  move  equipment.  After  con- 
ning Jerrold  to  take  his  name  rather 
n  Sterling's  on  an  existing  $300,000 
e,  as  part  of  his  deal  with  Time,  Do- 
convinced  Jerrold  to  match  equity 
ars  with  vendor  credits.  That  enabled 
i  to  keep  building  without  bank  fi- 
ring. Ultimately,  Dolan  raised  $14 
lion  of  Chicago  money,  paid  Time  off 
y  at  a  discount,  and  borrowed  $23 
lion  from  Jerrold. 

'olan's  company  could  carry  the  Jer- 
[  debt — now  refinanced  with  money 
rowed  from  Chase  Manhattan — be- 
se  Long  Island  is  within  easy  micro- 
re  distance  of  Manhattan.  During 
ne  Box  Office's  early  days,  HBO  sent 
signals  by  microwave.  That  was  a 
ilem  for  people  3,000  miles  from 
3's  Manhattan  headquarters,  but  Do- 
s  people  were  a  mere  30-mile  hop 
n  the  HBO  transmitter  on  New  York's 
f  &  Western  Building.  With  HBO  and 
Madison  Square  Garden  sports  pro- 
n  to  sell,  Dolan  signed  up  Long  Island 
leowners  in  droves.  That  gave  him 
ugh  cash  flow  to  attract  more  investor 
ley,  which  was  matched  by  more  fer- 
[  credit,  giving  him  enough  cash  to  lay 
re  cable  to  make  more  money, 
fow  the  original  50  miles  of  cable  in 
:e  in  1973  has  grown  to  more  than 
)0.  Once  HBO  began  using  RCA's 
:om  satellite  in  1975,  any  cable  sys- 
i  in  the  country  with  a  $10,000 
and  station  receiver  could  get  HBO, 

the  cable  business  took  off.  But  Ca- 
fision,  being  in  easy  microwave 
ie,  flourished  in  the  presatellite  days, 
an  was  there  first  and  took  advantage 
t.  He  locked  up  cable  rights  for  New 
k  Yankees  and  Mets  games  blacked 
locally.  He  also  has  exclusive  rights 
the  New  York  Islanders  hockey 
Ti — the  only  way  Long  Island  resi- 
ts can  see  the  Islanders,  their  local 
ti,  on  the  tube  is  to  buy  the  service 
n  Dolan  or  from  cable  operators  who 

it  from  him.  Recently  Dolan  and  a 
ip  of  Cablevision  investors  tried  to 

the  Chicago  White  Sox  but  were 
ten  out,  at  least  for  now,  by  builder 
/ard  DeBartolo.  With  Cablevision 
ling  some  Chicago-area  cable  fran- 
;es  and  looking  for  more,  controlling 
exclusive  TV  rights  to  the  Sox  would 
if  immense  value  to  the  company. 


Now  Cablevision  is  shooting  for  even 
bigger  game.  It's  after  a  piece  of  New 
York  City,  which  is  considering  fran- 
chise bids  for  four  of  its  five  boroughs. 
Cablevision  seems  likely  to  get  some  be- 
cause, once  again,  it  has  been  very  clever. 
In  a  bid  for  the  Brooklyn  franchise,  Do- 
lan signed  up  a  black  group,  Bedford- 
Stuyvesant  Restoration  Corp.,  as  $10 
million  partners.  So  far,  Cablevision  is 
the  only  substantial  company  to  place  a 
bid  for  the  Bronx  franchise,  such  as  it  is. 
Because  large  parts  of  the  Bronx  look  like 
post-World  War  II  Germany  and  some  of 
the  borough's  desirable  areas  are  already 
cabled,  it's  obvious  Cablevision  is  bid- 
ding for  the  Bronx  as  part  of  a  package 
deal.  Cablevision  will  take  the  Bronx 
only  if  it  gets  other  New  York  City  fran- 
chises it  wants.  Because  the  New  York 
City  fathers  can  hardly  leave  the  Bronx 
uncabled,  Dolan  will  doubtless  get  some 
of  the  desirable  areas.  To  conserve  Ca- 
blevision's  own  credit  and  enhance  its 
credibility,  he  has  lined  up  media  compa- 
nies— including  Scripps-Howard  and 
Marshall  Field — to  be  his  partners. 

With  the  Long  Island  franchise  largely 
built,  Cablevision  wants  one  more  piece 
of  business  there — Huntington,  where 


the  franchisee  is  vulnerable  and  under- 
capitalized. Dolan  is  even  getting  into 
programming.  Cablevision  is  a  partner 
in  a  new  service,  Bravo,  that  will  spe- 
cialize in  performing  arts  programs  the 
same  way  HBO  runs  movies.  The  outfit 
will  produce  about  half  the  programs 
itself  and  already  has  a  few  on  tape, 
including  some  St.  Louis  and  Milwaukee 
Symphony  concerts. 

In  recent  years  cable  has  made  multi- 
millionaires out  of  men  like  Irving  Kahn, 
Monroe  Rifkin  of  American  Television 
&.  Communications,  Bill  Daniels  of  Dan- 
iels &  Co.  and  Fred  Lieberman  and  Bob 
Hughes  of  Communications  Properties, 
Inc.  But  they  have  all  cashed  in  by  selling 
their  properties.  It's  still  a  bit  too  soon 
for  that  as  far  as  Dolan  is  concerned.  He's 
had  only  7  fat  years  after  20  lean  ones. 
Those  setbacks  in  the  early  years  are  still 
very  fresh  in  his  memory.  Why  should  he 
sell  now  when  Cablevision  has  no  diffi- 
culty raising  capital?  Why  should  he  let 
the  public  in  on  his  company  when  for  so 
long  even  the  industry  experts  turned 
their  backs  on  him? 

Chuck  Dolan  might  not  be  saying  that 
forever.  But  for  the  moment  it  obviously 
feels  nice  to  be  able  to.— Allan  Sloan 


"Nobody  will  kick  a  money  manager's  pants 
for  trusting  dollars,"  says  Finvesfs  Giuseppe 
Tome.  But  its  something  to  consider. 

First  pick  the 
currency,  then 
the  stock 


The  Money  Men 


It's  more  important  to  be  in  the 
right  currency  than  the  right  stock," 
says  Giuseppe  Tome'  (pronounced 
toe-MAY),  president  of  Switzerland's  Fin- 
vest.  He  may  have  a  point.  In  eight  years 
the  dollar  has  fallen  60%,  vs.  the  Swiss 
franc  and  55%,  vs.  the  deutsche  mark. 
From  January  to  Apr.  7,  1980,  it  rose 
8.2%  against  major  currencies.  A  month 
later,  as  interest  rates  tumbled,  it  posted 
a  2.8%  decline. 

U.S.  money  managers  have  begun  in- 
vesting more  and  more  in  overseas  stock 
markets  of  late.  They  need  to  do  that 
because  the  U.S.  market  share  value  has 


dropped  from  70%  of  the  world  market 
value  share  over  ten  years  ago  to  around 
50%  today.  But  so  far  such  moves  are 
only  a  drop  in  the  bucket  compared  with 
what  they  ought  to  be  doing,  says  Tome'. 

"Staying  in  dollars  says  you're  short  of 
yen,  Swiss  francs  and  D-marks,"  ex- 
plains Tome,  who  earned  his  spurs  build- 
ing international  divisions  for  Bache  and 
E.F.  Hutton.  "It's  not  conservative  at  all 
to  stay  put.  It's  the  soft  option.  Nobody 
will  kick  a  money  manager's  pants  for 
trusting  dollars." 

But  they  should.  "Look  at  it  this  way," 
he  says.  "Currencies  are  a  nation's  equiv- 
alent of  a  corporation's  share  capital.  Na- 
tions dilute  their  capitalization  by  issu- 
ing more  stock — currency  in  circula- 
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Finvest's  Tome 

In  currency  he  trusts. 


tion — without  adding  to  real  assets  or 
sales  [GNP].  Thus,  they  devalue  the 
worth  of  each  share  [dollar]." 

Put  another  way,  stocks,  bonds  and 
currencies  move  for  many  of  the  same 
fundamental  and  technical  reasons.  So, 
when  deciding  the  currency  mix  of  a 
corporation's  reserves,  Tome'  says,  or  the 


stock  markets  in  which  to  invest,  you 
should  use  the  same  guidelines. 

The  point  is  this:  If  you  own  stock  in 
Toyota,  you're  holding  Japanese  yen  like 
any  foreign  exchange  dealer.  Toyota 
rises,  so  does  the  yen,  and  you've  lever- 
aged your  dollar  profits.  Profits  can  be 
made  even  where  a  stock  falls  but  the 
currency  rises.  But  if  both  fall,  it's  very 
bloody  indeed. 

Tome',  50,  knows  what  he's  talking 
about.  An  Italian  living  in  Geneva,  Swit- 
zerland, Tome  started  in  a  family-owned 
textile  firm,  SICOT,  trading  commodity 
futures  among  other  things.  When  mutu- 
al friends  introduced  Tome'  to  top  offi- 
cers of  the  New  York  stockbrokers  in 
1959,  it  was  a  skill  Bache  wanted.  Fol- 
lowing a  year's  training  in  New  York, 
Tome'  was  dispatched  to  start  Bache's 
Rome  and  Milan  operations.  In  1965  he 
became  Bache's  youngest  vice  president; 
a  year  later  he  opened  its  Swiss  business. 
By  1971  he  was  a  first  vice  president. 

E.F.  Hutton  poached  Tome'  in  1973, 
asking  him  to  start  an  international  divi- 
sion for  it.  So  he  planted  17  subsidiaries 
around  the  world,  called  the  network  E.F. 
Hutton  International  and  became  its 
president  and  CEO.  Within  three  years 
he  was  Hutton's  only  European-born 
main  board  director.  In  six  years,  he  says, 
Hutton's  international  business  was  sec- 
ond only  to  Merrill  Lynch's. 

"Friends  said  that  after  20  years'  train- 


ing it  was  about  time  I  went  on 
own,"  recalls  Tome'.  So  in  1979 
launched  Finvest  (Compagnie  poui 
Financement  et  l'Investissement  S.^  : 
portfolio  management  company 
emphasized  currency  diversificat 
Says  Tome:  "Foreign  exchange  has  r 
ways  been  a  passion  of  mine." 

But  it's  one  thing  to  knock  on  doo: 
E.F.  Hutton,  another  as  Finvest — evJ 
Edmond  de  Rothschild's  Banque  Pr 
and  Compagnie  de  Banque  et  d'Inve 
sement  are  minority  shareholders,  li 
has  fared  quite  nicely,  all  the  same.  T 
direct  money  management  is  a  mo 
$60  million.  But  Tome'  says  he  mfluei 
far  larger  sums.  For  instance,  he  has 
vised  a  European  central  bank  on  in\ 
ing  its  reserves.  Which  one?  "I  can't 
you,"  says  Tome.  "It's  not  that  w 
secretive  in  Switzerland,  just  cautioi 

European  corporate  clients;  "A  $4 
lion  [sales]  company  pays  for  our  advii 
For  managing  up  to  $1  million,  T  k 
charges  a  fee  of  1%  of  that  a  year.  La 
amounts,  and  Finvest's  take  dropj 
V2%  of  assets  managed.  It  can  be  les 
the  client  agrees  to  an  incentive  fee; 
15%  of  profits  on  currency  dealings 
20%  of  gains  in  stocks  and  bonds. 

Tome'  has  little  difficulty  justif' 
these  charges.  Average  yearly  increas 
September  on  all  Finvest  accounts 
30.3%  after  all  dealing  charges.  But  th 
measuring  performance  in  strong  S' 


Behind  these  great  hotel  name 


The  Grosvenor  House  in  London. 
In  Paris,  The  George  V.  The  Hotel  Des 
Bergues  in  Geneva.  In  Dallas,  The  Plaza 
of  the  Americas  Hotel.  Each  offers 


you  its  own  unique  experience,  in 
comfort,  welcome  and  service,  and 
special  understanding  of  the  needs  of 
the  traveling  executive. 

No  wonder.  Behind  each  stands  the 
superb  reputation  and  tradition  of 
Trusthouse  Forte  Hotels.  And  our  total 
commitment.  In  Great  Britain  alone, 
we  own  over  200  hotels:  Post  Houses, 


HOTEL  DES  BERGUES 

Geneve,  Switzerland 


HOTEL 

PLAZA  ATHEf 

Paris,  France 


3 
r 


You  will  find  Trusthouse  Forte  hotels  in  the  Bahamas  •  Bahrain  •  Barbados  •  Belgium  •  Bermuda  •  great  Britain  •  Canada  •  fr  *nce  •  r,u yana  •  Ireland 


:s.  In  dollars  it  would  have  been  6% 
%  higher.  That  compares,  say,  with 
Forbes  stock  fund  average  return 
i  capital  growth  of  11.8%,  and  Stan- 
and  Poor's  500  stock  average  gain  of 
over  roughly  the  same  period.  His 
performing  portfolio  in  Swiss  francs 
70%,  the  worst  increased  4.2%. 
underscore  his  point  about  the  im- 
mce  of  currencies  in  all  this,  Tome' 
Mitsubishi,  bought  in  February 
i  on  the  booming  Tokyo  market  at 
>,  now  worth  Y667,  down  8%. 
>ta,  purchase  price  Y804,  is  now  at 
i.  A  loss?  Not  at  all.  Since  the  yen 
I  is  up  16%  over  the  same  period, 
e'  came  out  ahead.  Another  example 
Ciba  Geigy,  which  he  bought  in 
I  at  SF965,  now  SF1,060,  up  10.6%. 
odest  gain,  right?  Look  again.  The 
s  franc  itself  gained  8%  in  that  time, 
le  dollar  profit  is  vastly  enhanced, 
t  spectacular  success?  South  African 
mining  shares  including  interest 
dividends,  now  50%  to  100%  higher 
Tome'  paid  between  last  October 
December. 

ilures?  Of  course.  Mainly  U.S.  stocks 
pounded  by  a  weak  dollar.  Tesoro 
)leum,  bought  at  $23,  briefly 
hed  $28.  But  now  it's  back  to  around 
ind  "seems  dead,"  laments  Tome. 
i  asked  Tome'  what  stocks  he  likes 
While  he's  basically  bearish  on  the 
r,  he's  still  interested  in  U.S.  compa- 


nies like  Atlantic  Richfield,  Fisher  Scien- 
tific, Hughes  Tool,  Texas  Instruments 
and  Lanier  Business  Products. 

Tome'  is  still  bullish  on  the  yen  and 
likes  Fuji  Photo  Film  and  also  Eisai,  be- 
cause it's  undervalued.  In  Switzerland  he 
favors  Oerlikon-Buhrle  because  it's  in 
machine  tools  and  weapons.  He  rates 
sterling  "subtantially  overvalued,"  but  if 
pushed  he  might  look  at  GEC,  Shell  and 
Racal  Electronics  because  they  have,  re- 
spectively, good  management,  energy 
prospects  and  good  products.  However, 
he'd  need  a  shove  to  buy  them  right  now. 

Tome' obviously  hopes  to  attract  U.S. 
business,  especially  from  big  corpo- 
rations. "They  realize  the  impor- 
tance of  foreign  exchange  but  they  know 
that  to  build  in-house  expertise  is  diffi- 
cult— and  costly,"  he  says  confidently. 

But  aren't  there  enough  U.S.  currency 
advisers  already?  Retorts  Tome':  "There 
are  many  economists.  But  they  talk,  Ido . 
There  are  fewer  than  a  dozen  firms  like 
mine  in  the  U.S."  But  what  about  the 
banks?  "Commercial  banks  by  nature 
have  a  time  horizon  of  only  a  few  days' 
dealing  in  foreign  exchange.  It's  a  natural 
thing  for  them  to  do.  And  since  they  in 
effect  make  the  market  in  foreign  cur- 
rencies, going  longer  would  mean  them 
working  against  themselves." 

"Look,"  says  Tome',  stabbing  the  air 
with  an  elegant  index  finger,  "the  U.S. 
only  discovered  foreign  currencies  three 


or  four  years  ago.  A  few  years  ago  the 
daily  newspapers  barely  mentioned  cur- 
rencies. Now  it's  different.  But  learning 
takes  time,  and  that  costs  money." 

In  the  U.S.  Finvest  has  already  signed 
up  "a  $2  billion  (sales)  company,"  says 
Tome',  "and  three  more  are  negotiating. 
Many  more  are  interested."  Is  he  manag- 
ing for  any  individuals?  "Yes,  we  have 
some.  Our  average  portfolio  is  $1  mil- 
lion, but  we  will  look  at  $150,000  if 
there's  more  coming  along." 

How  does  Tome'  view  the  dollar  after 
the  election?  "If  Carter  wins,  despite  his 
recent  comments  he  might  give  Volcker 
freedom  to  tighten  money  supply  and 
battle  inflation.  But  if  Carter  honors  any 
of  his  promises  to  Ted  Kennedy,  it  spells 
trouble  for  the  dollar." 

Ronald  Reagan?  "His  tax  cuts  would  be 
bad  for  the  dollar.  But  if  he  edges  toward 
remonetization  of  gold  [linking  the  value 
of  the  dollar  to  the  gold  price]  then  the 
dollar  becomes  the  most  interesting  cur- 
rency in  the  world."  Why?  Because  of  the 
size  of  U.S.  reserves  and  the  Treasury's 
stubborn  refusal  to  value  the  gold  hoard 
at  above  the  official  price  of  $42  an  ounce 
|ms.  the  $680  market  price). 

After  all,  why  shouldn't  Reagan  re- 
link the  dollar  to  gold?  The  reserves  of 
the  major  industrial  nations  are  already 
75%  in  gold.  "So  why  try  to  pretend 
it's  otherwise?"  Giuseppe  Tome'  asks 
rhetoricall y— Maurice  Bamf cither 


here's  agreat  hotel  name. 


city  centre  hotels  and  country  inns  of 
character  and  charm. 

We  can  take  care  of  you  very  well, 
in  fact,  throughout  the  U.K.  and 
Europe,  and  at  resorts  and  hotels 
worldwide.  Next  time  you  travel,  get  a 
great  name  behind  you. 

And  great  people:  Trusthouse  Forte. 


Call  us  toll-free:  800-223-5672  nationwide, 
800-442-5886  in  New  York  State, 
212-541-4400  in  New  York  City, 
1-800-268-3211  in  Canada.  Or  see 
your  travel  agent, 

\foursfai(®ully 

TRUSTHOUSE  FORTE 


HOTEL 
GEORGE  V 

Paris,  France 


London,  England 


PLAZA  OF  THE 
//JMVERKAS  HOTEL 

fill  Dallas,  Texas,  U.S.A. 


AICA  •  MALTA  •  MONACO  •  NETHERLANDS  •  PORTUGAL  •  SARDINIA  •  SAUDI  ARABIA  •  SPAIN  •  SRI  LANKA  •  SWITZERLAND  •  TUNISIA  •  U.A.E.  •  U  S  A. 


Who's  tops  in  those  bank  machines  that  spit  out  cash  and  tak 
deposits?  Not  IBM  or  NCR,  but  old  bank-vaultmaker  Diebold. 


The  early 
risers 


Chairman  and  CEO  Raymond  Koontz  of  Diebold,  Inc.  with  old  bank-vault  model 
After  121  years  in  bank  vaults,  a  boom  in  computer  terminals.  

68 


By  Larry  Marion 


THOSE  THREE  LETTERS  I-B-M  are 
first  thing  we  think  of  when 
awake,"  says  Earl  Wearstler, 
ecutive  vice  president  of  Diebold, 
$320  million  (anticipated  1980  sa 
manufacturer  of  automated  teller 
chines,  vaults  and  other  bank  hardw 
It's  a  wonder  Diebold  executives  sleej 
all,  considering  that  they  must  comp 
against  such  industry  giants  as  IE 
NCR,  Burroughs  and  Honeywell. 

Diebold,*  however, dominates  the  m 
ket  for  automated  teller  machii 
(ATMs),  the  self-service  computer  ten 
nals  that  dispense  cash  and  accept  dej 
its.  It  ships  nearly  half  the  4,600  AT 
delivered  to  U.S.  banks  annually, 
counting  for  about  a  third  of  reven 
and  income.  While  IBM  may  be  the  rr 
famous  brand  in  the  back  office,  Diet 
is  the  undisputed  winner  up  front.  Vi 
the  industry's  unit  sales  increasing  L 
to  20%  a  year  after  the  recession,  I 
bold  may  lose  market  share  to  the  n 
aroused  computer  giants,  but  a  10%  j 
growth  rate  and  15% -plus  return  on  ei 
ty  seem  assured. 

Diebold's   superior  position  in 
automated  teller  business  is  no  fluke, 
the  result  of  smart  strategic  planning 
121  years  of  experience  in  the  ba 
equipment  business.  Plus  luck,  adds  F 
mond  Koontz,  68,  Diebold  chairn 
CEO  and  a  corporate  officer  since  1 
But  while  the  Justice  Department 
other  computer  companies  claim  IB? 
invincible,  Diebold  has  captured  at  1 
double  IBM's  market  share.  Quite 
pressive,  as  they  both  shipped  their  I 
domestic  teller  machines  in  1974. 

More  than  a  century  of  marke 
bank  vaults  is  the  foundation  of  1 
hold's  success.  Beginning  in  1859,  I 
bold  salesmen  traveled  around  the  cc 
try  by  train  and  horse  and  buggy,  den 


'No  connection  uith  the  New  York  management  coi 
tantsjohn  Diebold  &  Associates 

FORBES,  OCTOBER  27, 


A  luxury  car  you 
can  buy  because 

of  the  mileage. 
Not  in  spite 


of  it. 

The  1981'BuitkrElectra. 

How  do^s  one  justify  the 
purchase  of  a  luxury  car  these  days, 
when  both  your  conscience  and  good 
sense  dictate  fuel  efficiency? 

Actually,  it's  quite  simple.  All  it 
requires  is  that  you  visit  your  Buick 
dealer  and  ask  to  see  the  Buick  Electra 
Park  Avenue. 

What  makes  it  one  of  America  s 
premier  luxury  automobiles  is  obvious. 
J  The  stately  lines.  The  elegant,  quiet 
interior.  The  air  conditioning,  power 
windows,  power  seats,  the  AM-FM 
stereo,  all  standard. 

But  along  with  all  of  the  finery 
and  comfort,  there  is  also  some  very 


sophisticated  and  hard-nosed  engi- 
neering. High-pressure,  low-rolling- 
resistance  tires.  A  trim,  aerodynamic 
design.  A  4.1  liter  V-6  engine,  standard. 
Even  a  Computer  Command  Control 
system  which  constantly  monitors 
and  adjusts  the  air/fuel  ratio. 

All  of  which  contribute  to  the 
very  unluxury-car-like  EPA  estimates 
you  see  here. 


4.1  liter  V-6    Est  hwy 

EPA  EST  MPG 

29 

18 

In  addition,  there's  also  an 
available  5.7  liter  diesel,  which  also 
offers  remarkable  EPA  mileage 
estimates. 


So  if  you're  interested  in  an 
elegant,  prestigious  automobile,  do 
consider  buying  or  leasing  an  intel- 
ligent, efficient  Buick  Electra. 

After  all,  what  good  is  a  luxury 
car  you  enjoy  sitting  in,  if  you  can't 
afford  to  drive  it? 

REMEMBER:  Compare  the  "estimated  mpg"  to 
the  'estimated  mpg'  ot  other  cars  You  may  get 
different  mileage,  depending  on  how  fast  you 
drive,  weather  conditions  and  trip  length  Actual 
highway  mileage  will  probably  be  less  than  the 
estimated  highway  fuel  economy.  Estimates 
lower  in  California.  (Buicks  are  equipped  with 
GM-built  engines  produced  by  various  divisions. 
See  your  dealer  for  details  ) 


5.7  liter 
V-8  diesel. 


EST  HWY 

33 


EPA  EST  MPG 


21 
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Introducing 
the  new  Krugerrand  sizes. 

Now  it's  everybody's  best  way 

to  own  pure  gold. 


If  you  are  one  of  the  literally  millions  of  Americans 
who  own  or  have  even  thought  about  owning  some  gold, 
the  next  few  minutes  may  change  the  way  you'll  invest  in 
it  for  the  rest  of  your  life.  Or,  the  way  you'll  go  into  it  for  the 
first  time. 

There  are  now  four  sizes  of  Krugerrands. 
The  famous  South  African  Krugerrand  — which  con- 
tains exactly  one  troy  ounce  of  pure  gold  — is  now  avail- 
able in  three  smaller  versions  containing  exactly  a 
half-ounce,  exactly  a  quarter-ounce,  and  exactly  a 
tenth-ounce  of  pure  gold. 

Since  the  world  price  of  gold  is  quoted  in  dollars  per 
ounce,  this  exactness  is  of  tremendous  importance.  You 
can  now  buy  gold  in  fractional  ounce  combinations  and 
at  many  more  price  levels  and  still  easily  figure  what  your 
gold  holdings  are  worth  — because  you'll  hold  it  in  units 
still  easily  related  to  the  ounce. 

No  other  gold  coins  offer  you  this  advantage. 
For  millions,  this  will  put  gold  at  a  more  reachable 
price.  And  for  the  regular  investor,  this  will  provide  a  more 
flexible  choice— one  can  choose  to  buy  smaller  coins 
more  often,  or  to  hold  a  portion  of  his  gold  in  smaller 
sizes.  The  larger  investor,  of  course,  can  continue  to  buy 
the  one-ounce  Krugerrands  in  his  customary  large  lots. 


All  four  Krugerrand  sizes  will  be  priced  in  proportion 
to  the  world  gold-ounce  price  quoted  in  your  daily 
newspapers,  with  only  a  small  premium  for  coinage  and 
distribution.  These  will  not  be  rare  or  "limited  edition" 
coins  or  carry  a  "rarity  premium." 

Like  the  one-ounce  Krugerrand,  the  world's  most 
sold  gold  coin,  the  half,  quarter  and  tenth-ounce  sizes 
are  legal  tender  coins  and  will  also  be  minted  in  unlimited 
quantity  for  a  worldwide  demand.  You  will  be  able  to  buy 
and  sell  them  back  without  assay  at  many  neighborhood 
coin  dealers,  precious  metals  companies,  and  at  some 
selected  banks. 

The  idea  that  everyone's  investment  portfolio 
should  include  some  gold  grew  significantly  in  the  turbu- 
lent 1970s,  and  many  who  got  into  it  even  a  little  enjoyed 
considerable  gain.  If  you  think  the  1980s  may  be  equally 
turbulent,  that  little  opportunity  exists  once  again. 


For  informa- !~ 


tion  and  dealers 
near  you  call  800- 
447-4700  Ext. 
0220  (m  Illinois. 
800-322-4400)  or 
send  coupon. 


0220 


KRUGERRAND  INFORMATION  SERVICE 
PO  Box  AA.  Norwood,  N  J  07648 
Please  send  tree  brochure  and  a  list  of  Krugerrand 
dealers 

Name  

Address  

City  


Telephone 


.State. 

J  


.Zip. 


KRUGERRAND  GOLD  COINS 

The  world's  best  way  to  own  gold. 


strating  Dicbold's  vaults  with  a  50-pound 
scale  model  (see  p  68).  Those  trips  into 
the  countryside  made  Diebold  one  of  the 
oldest  names  in  banking  circles. 

Citibank  solidified  Dicbold's  position 
as  a  vendor  of  ATMs.  Dicbold's  first- 
generation  teller  machine  was  just  one  of 
several  in  1976,  and  suspect  since  its 
bank-vault  origin  wasn't  exactly  high 
technology.  Then  Citibank  picked  Die- 
bold  as  its  supplier  for  hundreds  of  cus- 
tomized terminals.  All  of  a  sudden,  the 
entire  banking  industry  was  looking  at 
Diebold  in  a  new  light  (Forbes,  Mar.  6, 
1978).  Conservative  bankers  around  the 
country  saw  an  old  friend,  their  vault 
supplier,  get  the  industry's  equivalent  of 
the  C.ood  Housekeeping  Seal  of  Approv- 
al. When  ATM  rival  Docutel  faltered, 
Dicbold's  sales  took  off. 

Koontz'  strategic  planning  put  Diebold 
in  a  position  to  get  the  Citibank  nod.  A 
decade  ago,  Diebold  established  an  elec- 
tronics research  center  near  the  com- 
pany's Canton,  Ohio  headquarters.  His 
reasoning  was  simple:  "If  we  didn't  get 
into  it,  we'd  get  kicked  out  of  our  mar- 
kets," he  says,  twisting  a  rubber  band 
nervously  around  his  fingers.  Compact 
electronic  security  systems  would  re- 
place Dicbold's  bulky  electrical  version, 
he  figured,  and  automated  tellers  would 
reduce  demand  for  its  drive-in  bank  and 
walk-up  kiosk  equipment. 

Mastery  of  the  electromechanical  tech- 
nology necessary  to  move  currency  and 
receipts  around  the  levers,  belts  and  mo- 
tors that  clutter  ATMs  became  Diebold's 
forte.  While  IBM  was  a  data-processing 
specialist,  Diebold  focused  on  currency 
processing.  It  raided  IBM,  Burroughs, 
NCR  and  others  for  key  electronics  per- 
sonnel to  rescue  Diebold  from  the  tech- 
nological wilderness,  Koontz  concedes 
with  a  smile.  Gearing  up  for  the  ATM 
boom  cost  Diebold  millions. 

The  costs  haven't  stopped  yet.  The  big 
computer  makers,  embarrassed  over  Die- 
bold's dominance,  are  ready  to  fight.  IBM 
refuses  to  discuss  market-share  strategy 
past,  present  or  future,  but  it  is  obviously 
far  more  aggressive  these  days.  Vows 
William  F.  Walsh,  NCR  vice  president, 
"You  bet  your  life  we're  going  to  take  on 
IBM  and  Diebold,  now  that  we  have 
hardware  that  works  and  the  field-ser- 
vice organization."  Walsh  has  the  deter- 
mination of  a  man  who  has  suffered  sell- 
ing hardwan  that  didn't  measure  up: 
"We  moved  too  far,  too  fast,  in  the  past." 
Nothing  like  a  skeleton  in  the  corporate 
closet  to  get  the  adrenaline  going. 

Like  any  midget  facing  giants,  Diebold 
is  lining  up  some  allies.  Bunker  Ramo 
salesmen  bawk  Diebold  ATMs  along 
with  their  fancy  cash  registers  used  by 
human  tellers  behind  the  counters,  and 
the  specialized  switches  required  in  the 
back  office.  To  cash  in  on  the  forthcom- 
ing ATM  boom  in  Canada,  Diebold  just 
signed  a  sales  and  service  agreement 


Short-circuiting  the  crooks 


p. 

mm 


President  Martin  M  Alalia  of  Alalia  Technovations 


Besides  the  authorized  transactions,  millions  of  wi  authorized  dollars  also 
go  out  the  ATM  door,  making  bankers  nervous  as  electronic  technology 
produces  electronic  fraud.  Rarely  do  the  45  million  ATM  transactions 
per  month  put  cash  into  the  wrong  hands,  but  bankers  and  ATM  makers  like 
Diebold  are  sensitive  to  the  problem.  They  should  be:  "If  you  looked  at  our 
banking  systems  today,  you  would  be  appalled,"  says  Martin  M.  Atalla,  a  54- 
year-old  inventor  with  a  high-technology  fix  for  a  high-technology  problem. 

The  best  cure  for  teller  fraud,  in  Diebold's  opinion,  is  "Identikey,"  an 
encoding  technique  that  combines  a  customer's  personal  code — it  can  be 
anything,  even  the  Gettysburg  address — with  his  account  number.  Once  that 
jumbled  combination  is  filed  electronically,  the  most  likely  source  of  electronic 
fraud  is  short-circuited.  Because  the  code  never  exists  in  a  file  drawer  in  the 
bank,  it  cannot  be  lifted  by  dishonest  employees  or  thieves  with  access  to  a 
bank's  customer  records.  The  black  box  is  now  a  hot  selling  option  for  ATMs 
from  Diebold  and  NCR,  and  a  big  deal  is  brewing  in  Germany,  which  is  setting 
up  a  single  nationwide  ATM  network. 

Atalla's  brainchild  should  rack  up  $9  million  in  sales  next  year  for  his  new 
company,  Atalla  Technovations,  Sunnyvale,  Calif.  A  former  R&D  manager  at 
Fairchild  Camera  and  Hewlett-Packard,  Atalla  keeps  28  years  of  technical 
prowess  in  check:  "I  never  build  anything  until  I  sell  it,"  he  says. 

His  next  product  may  be  a  tougher  sell  than  Identikey — an  encryption 
system  for  protecting  communications  in  and  out  of  a  bank's  computer. 
Marketing  TRAC  (transfer  authentication  code  system)  may  be  tough,  because 
even  the  government  got  there  first.  IBM  and  the  National  Bureau  of  Standards 
developed  a  Data  Encryption  Standard,  designed  to  protect  sensitive  data 
communications  in  the  government  as  well  as  in  private  industry.  Equipment 
using  DES  is  already  available  as  an  option  for  banks  to  protect  ATM  installa- 
tions in  remote  locations,  like  supermarket  walls.  Atalla's  specialized  system  is 
more  comprehensive  for  banking,  though. 

Atalla  has  little  apprehension  about  his  company's  future.  Identikey  is 
applicable  to  340,000  bank  teller  windows  in  the  nation.  Then  there  are  the 
millions  of  checkout  counters  everywhere,  which  act  as  de  facto  bank  tellers 
while  cashing  checks — a  long  step  toward  the  cashless  society. 

All  these  new  security  systems  are  not  going  to  be  well  publicized.  You  won't 
hear  too  many  bankers  bragging  about  their  new  hardware.  Why  tempt  the 
high-tech  thieves?— loiiatlxm  (invtiberg 
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On  October  1,  Seaboard  World  Airlines, 
the  largest  transatlantic  all-cargo  carrier, 
joined  Flying  Tigers,  the  largest  U.S.  and 
transpacific  all-cargo  airline. 

This  end  to  end  merger  of  the  two 
leading  all-cargo  carrier  networks  creates  a 
unique  resource  for  anyone  having  to  ship  by 
air:  scheduled  all-cargo  service  around  the 
world. 

This  means  that  for  the  first  time, 
Europe  and  Asia  will  be  directly  linked  to  the 
major  markets  of  the  United  States  via  one 
carrier,  Flying  Tigers. 


And  with  the  world's  largest  fleet  of 
747  and  stretch  DC8  freighters,  Flying  Tigers 
now  offers  you  more  experience,  more 
scheduled  destinations  and  more  capacity 
than  any  other  cargo  carrier. 

Ask  about  our  new  scheduled  around- 
the- world  cargo  service.  For  a  free  copy  of 
our  system  timetable,  call  (800)  528-6050, 
ext.  692.  In  Arizona,  call  (800)  352-0458, 
ext.  692.  And  in  Hawaii,  Puerto  Rico  and 
Anchorage,  call  (800)  528-0470,  ext.  692. 
Or  contact  your  local  Flying  Tigers  customer 
service  office,  freight  forwarder  or  I  ATA 
cargo  agent. 


NOW  THERE'S  ONE 
ALL-CARGO  AIRLINE 
WITH  SCHEDULED 
SERVICE  AROUND 
THE  WORLD. 


FLYING 
TIGERS 


A  Tiger  International  Company 
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Introducing  a  premier 
diversified  food  company. . . 
with  an  appetite  for  growth 

On  September  25  we  merged  to  form 
Dart  &  Kraft,  Inc.  Instantly  we  became  one  of  the 
world's  most  prominent  diversified  food  companies 
with  combined  strengths  and  potential  greater 
than  either  partner  alone. 

Our  primary  goal  is  earnings  growth,  and  we  have 
the  resources  to  achieve  it. 

•  Brand  names  recognized  worldwide 

for  quality,  value  and  their  No.  1  market  positions 

•  R&D  and  other  professionals  developing  new 
products  and  new  markets 

•  A  wide  variety  of  well-established  distribution 
channels  to  serve  our  customers 

•  Superior  financial  strength  to  seize  new 
opportunities  for  growth  . . .  whenever  and 
wherever 

•  Bold,  Creative  management 

Dart  &  Kraft.  A  new  force  across  the  marketplace. 

Keep  your  eye  on  DKI . . .  our  new 
NYSE  trading  symbol. 


MIRAGE  WHIP 

nun  Anci  DUf  a 


©  1980  Dart  &  Kraft.  Inc 


Richer.  And,  of  course,  costlier. 
For  the  very  good  reason  that  it  is 
)lended  from  the  Cognacs  of  more 
than  70  select  vineyards,  all  of  which 
lie  within  France's  two  pre-eminent 
Cognac  districts,  Grande  Cham- 
pagne and  Petite  Champagne.  Truly, 
the  world's  most  civilized  spirit. 
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It  is  time  again  to  consider 

Aggressive  Growth  Funds 

It  is  a  fact  that  there  are  more  than  50  No-Load  Funds  alone  (never  mind  the 
multitude  of  Load  Funds)  which  have  grown  by  1 00%  to  1 000%  in  the  last  5  years. 
Obviously  there  is  no  guarantee  that  this  kind  of  appreciation  will  continue.  But  it's 
time  to  take  a  new  look.  And  United  does,  with  an  up-to-date  appraisal  of  30 
Aggressive  Growth  Funds  which  have  been  outperforming  the  market  since  1974. 
Four  favorites  are  featured  for  the  investor  who  is  willing  to  take  some  risk,  and 
maybe  make  some  real  money. 

 Also  Receive  This  Bonus  Report  

United  Analysis  of 

Gold  Funds 

PLUS  Performance  comparisons  of  41 1  Funds 
•  Money  Market  Funds  •  Bond  Funds  •  Income  Funds 
•  No-Load  Funds  •  Municipal  Bond  Funds 

PLUS* Completely  Impartial  Buy-Hold-Sell  advice  •  The  Top  25  Performing  Funds 
•  United's  Supervised  List  of  6  types  of  Funds 


Included  with  this  package  is  a  2-issue 
Guest  Subscription  to  United  Mutual  Fund  Selector      $  < 
This  entire  package  of  Mutual  Fund  information  and  advice,  just . .  .< 

 Fill  out  this  coupon  and  mail  it  today  


City  State  Zip_ 


F10-27        □  I  enclose  $5 

Please  send  me  the 
entire  package  of 
Mutual  Fund 
information 
  and  advice 


V 


Not  assignable  without  your  consent 

UNITED  Mutual  Fund  Selector® 

A   Division  ol   United   Business   Service  Co 
212  NEWBURY  STREET,  BOSTON,  MASS  02116 
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>ere  are  some  great  natural  resource  plays 
nong  the  West's  utilities,  but  you'd  never 
}ow  it  by  some  of  the  stock  prices.  Sharehold- 
>  are  taking  it  on  the  chin. 

Confiscation  by 
any  other  name  is 
still  confiscation 


By  John  Merwin 


n  early  October  American  Natural 
Resources  Co.  Chairman  Arthur  R. 
Seder  Jr.  announced  something  that 
tit  to  make  shareholders  of  his  $2.5 
on  (revenues)  Detroit-based  energy 
glomerate  mighty  happy.  ANR  will 
sider  spinning  off  its  gas  utility, 
higan  Consolidated,  which  generates 
i  of  parent  ANR's  revenues.  Not  that 
R  shareholders  are  dying  to  get  their 
ds  on  a  share  of  Michigan  Consoli- 
d.  Frankly  it's  a  lousy  moneymaker, 
tributing  a  scant  8%  of  ANR's  hot- 
line. The  idea  is  to  cut  loose  Michi- 
Consolidated,  ANR's  ball  and  chain, 
eby  sprucing  up  the  parent  com- 
a's battered  image.  Recently  the 
k  was  selling  around  44 — a  so-so  9 
is  earnings. 

:der  isn't  about  to  put  it  quite  this 
,  but  here's  what  a  spinoff  could  ac- 
plish.  First,  it  would  rid  ANR  of  a 


"utility"  image,  which  on  Wall  Street 
these  days  is  roughly  equivalent  to  lepro- 
sy. Second,  in  something  of  a  come- 
uppance, Seder  and  ANR  could  drop  new- 
ly independent  Michigan  Consolidated 
right  smack  on  the  state  utility  regula- 
tors' doorstep,  then  ring  the  bell  and  run. 
Thanks  to  tightfisted  political  regulators, 
Michigan  Consolidated  has  been  return- 
ing 3%  on  equity  lately,  ludicrous  but  not 
unusual  in  today's  regulatory  climate. 
The  message  is,  "Okay,  fellas,  here  it  is, 
standing  all  alone  with  no  help  anymore 
from  unregulated  sister  subsidiaries. 
Give  the  utility  a  fair  rate  of  return  or  it 
dies  on  your  doorstep." 

Utilities  should  be  making  a  lot  more 
moves  like  this  soon,  in  an  attempt  to 
parry  Robin  Hood  regulators  who  have 
been  having  a  merry  time  with  utility 
rates.  It's  particularly  true  in  the  re- 
source-rich West,  where  utilities  are  apt 
to  have  some  handsome  moneymaking 
coal,  oil  or  gas  operations  on  the  side. 


First  a  little  background,  then  a  bit 
about  how  the  game  works.  Many  of  the 
West's  utility  companies  formed  energy 
exploration  subsidiaries  in  the  Fifties, 
back  when  coal,  oil  and  gas  were  cheap. 
As  these  assets  developed  into  very  prof- 
itable subsidiaries  in  the  energy-hungry 
Seventies,  regulators  noticed  that  utility 
company  consolidated  earnings  were  in- 
creasingly flowing  from  the  production 
and  exploration  subsidiaries.  By  the  mid- 
Eighties,  many  of  these  utilities  will  earn 
more  from  their  nonutility  businesses 
than  from  their  electric  and  gas  utilities. 

Politically  it's  tough  to  tack  on  big 
utility  rate  increases  when  consumer- 
voters  know  that  the  unregulated  sides  of 
these  companies  are  turning  in  gusher 
profits.  Sure  it's  illegal  to  appropriate 
profits  from  the  prosperous  nonutility 
side  to  subsidize  John  Q.  Voter's  utility 
rates,  but  there's  a  way  of  doing  it.  Sim- 
ply stall  a  rate-hike  request  for  months 
on  end,  then  grant  about  half  of  the  re- 
quested increase.  No  sweat.  The  utility 
company  won't  go  under  because  sister 
subsidiaries  are  making  a  fortune  on  the 
side  in  coal,  oil  or  gas.  Meanwhile,  the 
shareholders  are  getting  bilked,  but  more 
about  that  in  a  minute. 

Finding  someone  to  talk  about  this 
phenomenon  isn't  easy.  Because  it  is  il- 
legal, state  regulators  aren't  about  to  ad- 
mit they're  doing  it.  As  for  utility  com- 
pany CEOs,  they  are  afraid  to  bite  the 
political  hand  that  so  meagerly  feeds 
them.  Instead,  utility  companies  are 
making  end  runs  by  trying  spinoffs  and 
staging  court  battles  and  reorganizations 
to  keep  the  regulators  from  grabbing 
their  nonutility  profits  to  subsidize  con- 
sumer electricity  or  gas  rates. 

There  is  at  least  one  soul  in  the  power 
business  willing  to  speak  out.  From  his 
Bismarck,  N.Dak.  headquarters,  Mon- 


Power  plays 


Side  ventures  in  coal,  oil  or  gas  now  account  for  a  substan- 
tial portion  of  revenues  and  an  even  more  substantial 


portion  of  profits  for  these  utilities.  Given  the  tightfisted 
ways  of  regulators,  the  trend  is  likely  to  continue. 
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tana-Dakota  Utilities  Co.  President  John 
A.  Schuchart  says,  "When  our  rate  of 
return  is  depressed  way  below  other 
areas  of  the  country,  it's  indicative  of 
something  along  those  lines  taking  place. 
In  Montana,  for  instance,  we  haven't 
earned  the  allowed  rate  of  return  since 
1975.  The  only  way  you  can  rationalize 
these  kinds  of  low  returns  is  that  the 
regulators  are  looking  through  the  utility 
operations  to  the  company's  consolidat- 
ed income  statement."  In  Schuchart's 
case,  they  have  plenty  to  look  at.  Al- 
though only  17%  of  MDU's  revenues 
stem  from  its  unregulated  coal  and  petro- 
leum businesses,  a  whopping  54%  of 
consolidated  earnings  come  from  these 
exploration  and  production  arms.  These 
kinds  of  natural  resource  earnings  can 
carry  a  sick  utility  a  long  way. 

In  most  cases  the  production  and  ex- 
ploration businesses  were  financed 
strictly  from  shareholder  monies — they 
never  were  part  of  the  rate  base  calcula- 
tion and  thus  they  weren't  subsidized  by 
consumer  utility  bills.  The  rewards  of 
these  farsighted  investments  ought  to  be 
going  to  shareholders,  but  increasingly 
they're  not. 

Consider  the  following: 

Item:  After  a  Utah  Supreme  Court  de- 
cision, the  soaring  profits  of  Salt  Lake 
City-based  Mountain  Fuel  Supply  Co.'s 
oil  subsidiary,  Wexpro,  may  be  pulled 
into  the  rate  base,  reversing  decades  of 


Utah's  regulatory  tradition.  Back  when 
Wexpro  wasn't  quite  so  profitable,  no- 
body cared. 

Item:  The  South  Dakota  and  Montana 
Public  Service  Commissions  ruled  that 
Montana-Dakota  Utilities  must  sell  coal 
to  its  own  electric  utilities  at  a  12%  rate 
of  return.  That's  50%  to  100%  below  the 
market  return  MDU  gets  if  it  sells  its 
coal  to  outsiders.  In  South  Dakota  MDU 
appealed  to  the  state  supreme  court, 
which  overturned  the  commission's  rul- 
ing, allowing  an  18%  return,  still  below 
MDU's  open  market  coal  return.  In  Mon- 
tana, a  lower  court  recently  upheld  its 
state  commission's  12%  ruling.  MDU  is 
appealing. 

Item:  Electric  utility  earnings  at  Pacif- 
ic Power  &  Light,  which  owns  the  na- 
tion's eighth-largest  coal  operation,  have 
been  falling  while  "unregulated"  coal 
earnings  have  been  soaring  an  almost 
equal  amount.  Company  officials  con- 
cede that,  until  a  year  ago,  they  hadn't 
been  pushing  hard  for  utility  rate  in- 
creases because  they  were  worried  about 
the  Pacific  Northwest's  testy  political 
climate. 

And  if  you  don't  think  utility  earnings 
are  a  hot  topic  in  states  like  Washington 
and  Oregon,  which  have  a  history  of 
taking  over  several  private  utility  compa- 
nies in  the  Thirties  and  Forties,  listen  to 
this:  Next  month  referendums  will  be 
held  in  14  Oregon  counties,  including  the 


one  that  contains  Portland,  in  a  n 
toward  taking  over  more  private  ut: 
facilities.  The  elections  are  the  first  s 
of  a  two-stage  process  which,  if  com£ 
ed,  would  result  in  counties  crea| 
their  own  utility  districts  to  take  ^ 
private  utility  transmission  and  distr 
tion  facilities.  If  any  of  the  countie: 
through  with  the  takeovers,  Pacific  P 
er,  which  presumably  will  still  own 
generating  plants,  says  it  won't  sell  e 
tricity  to  them. 

In  fairness,  it's  easy  to  see  why  c 
sumers  are  hopping  mad  in  places  s 
as  Oregon.  For  years  parts  of  the  No 
west  have  been  spoiled  by  cheap  fed 
hydropower,  generated  along  the  Coll 
bia  River  and  its  tributaries.  Private  p 
er  companies,  like  PP&L,  burn  a  loi 
coal,  and  thus  can't  deliver  electri 
nearly  as  cheaply  as  the  federally  sp 
sored  Bonneville  Power  Administrat 
So  if  you  live  in  Portland,  for  instai 
your  electricity  bill  is  apt  to  be  twic 
high  as  a  friend's  across  the  Colurr 
River  in  Vancouver,  Wash.,  served 
Bonneville.  A  regional  power  bill  wi 
mg  its  way  through  Congress  may  del 
this  issue  somewhat  by  reducing 
disparities  between  private  compat 
like  PP&L  and  public  customers 
Bonneville  Power. 

Now  back  to  the  shareholders.  Jo 
Goode,  an  executive  vice  president 
San   Francisco   securities   firm  D& 


BOLLA 
TREBBIANQ 
WELCOME 
TO  THE 
FAMILY" 

—  Franco  Bolla 

"Creating 
a  great  wine, 
my  grandfather 
taught,  includes 
knowing  which 
wine  to  create. 
A  truly  superb 
taste,  he  would 
say,  comes  along 
only  very  rarely. 

"Which 

brings  us  to  Bolla  Trebbiano. This  delicate 
light,  dry  wine  is  the  first  one  we  Bollas  f 
added  in  over  forty  years. 

"Why  so  long  a  wait?  In  a  word,  taste 
the  taste  a  wine  must  have  to  have  the  Be 
name.  And  Trebbiano  is  very  much  a  Boll 
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Kraft,  Inc. 


and 


Dart  Industries  Inc. 


have  entered  into  a 
business  combination  to  form 


Dart  &  Kraft,  Inc. 


The  undersigned  initiated  this  transaction 
and  acted  as  financial  advisor  to  Kraft,  Inc. 


E.F  Hutton  &  Company  Inc 


John  (ioode  of  Paris  Ska^s  &  <  << 
Are  utility  stocks  worth  holding? 

Skaggs  &  Co.,  has  been  teeing  off  on 
shareholder's  behalf,  blasting  utilities 
like  PP&L  for  sitting  back  and  taking  it 
on  the  chin.  "About  18  months  ago  we 
began  looking  at  the  electric  utility  busi- 
ness and  determined  that  our  investors 
ought  to  sell  about  90%  of  the  stocks," 
he  says.  "Their  nonutihty  assets  are  be- 
ing socialized  in  this  rate  game." 

Goode  makes  the  point  that  in  most 
utility  companies  the  coal,  oil  and  gas 
operations  have  little  need  for  additional 
equity  financing,  and  that  highly  diluting 
stock  sales  are  needed  only  to  finance  the 
low  margin  utility  side  of  the  house. 
"PP&X  is  taking  earnings  from  its  coal 
business  and  in  effect  pouring  them 
down  a  utility  rat  hole. 

"You  have  the  utility  mentality  in  the 
saddle  running  a  business  that  no  longer 
is  a  pure  utility,"  he  explains.  "The  guys 
running  companies  like  PP&L  don't 
have  significant  stock  positions."  Pacific 
Power's  stock  has  been  sliding  sideways 
and  down  the  last  two  years,  at  the  very 
same  time  coal  earnings  at  PP&L's  giant 
coal  company  have  been  exploding. 

What  to  do?  PP&X  officers  say  they've 
considered  redeployment  options,  but 
haven't  elected  to  use  one  yet.  Part  of  the 
problem  with  utilities  like  PP&L's  is 
that  some  are  so  weak  that  they  might 
drown  if  cast  into  the  market  by  them- 
selves. PP&L's  utility  earnings  are  so 
poor  now  that  PP&.L  needs  its  coal  and 
telecommunications  subsidiaries  to  help 
use  up  the  utility's  investment-tax  cred- 
its. This  sounds  a  bit  like  what's  been 
happening  at  Michigan  Consolidated, 
which  may  very  well  find  that  the  solu- 
tion is  standing  alone,  cut  off  from  rich 
uncle  subsidiaries. 

Perhaps  the  most  successful  example 
of  how  to  deal  with  the  problem  is  down 
in  Lafayette,  La.,  home  of  Central  Lou- 
isiana Energy,  which  has  expanded  natu- 
ral resource  operations  hand  over  fist, 
while  deemphasizing  the  utility  busi- 


ness. That's  not  easy  to  do  in  a  politically 
charged  state  that  still  remembers  Huey 
Long's  "share  the  wealth"  principle.  For 
years  Central  Louisiana  fought  to  keep 
the.  wealth  of  some  of  its  prosperous 
shareholder-financed  oil  and  natural  gas 
subsidiaries  from  being  siphoned  off  to 
utility  customers. 

In  1978  the  Louisiana  Supreme  Court 
ruled  that  Central  Louisiana's  explora- 
tion, production  and  natural  gas  subsid- 
iaries were  separate  businesses  from  the 
electric  utility,  and  that  they  deserved  a 
return  appropriate  to  a  high-risk  business 
such  as  exploration,  not  the  lower  no- 
risk  utility  return.  That  put  Louisiana  on 
par  with  nearby  Oklahoma,  where  that 
state's  supreme  court  made  a  similar  rul- 
ing more  than  20  years  ago.  In  both 
states  the  courts  also  said  that  since 
shareholders,  and  not  the  ratepayers,  fi- 
nanced the  nonutility  businesses,  they 
should  reap  the  rewards. 


Six  months  after  Central  Louisia 
reorganization,  President  Gale  Gallon 
SO,  beams  about  the  outcome.  His  c 
pany  isn't  even  listed  among  utilitie 
investment  manuals,  and  no  wondc 
owns  996  oil  and  gas  wells,  2,000  mih 
pipeline,  a  refinery,  three  natural-gas 
cessing  plants  and  is  moving  into  lig 
and  petrochemicals.  The  electric  ut 
is  providing  about  20%  of  Central  I 
isiana's  earnings,  and  may  yet  be  9 
out  of  the  parent  company. 

Companies  like  Pacific  Power 
Light,  Montana  Power,  Montana-Dai 
Utilities  and  Mountain  Fuel  Supply  r 
the  same  chance  coming  their  way  in 
Eighties.  Central  Louisiana's  exan 
ought  to  show  them  the  way  to  go.  C 
just  another  utility,  it  has  a  book  valu 
about  $16.  Today  its  stock  is  selling 
around  45;  as  recently  as  1978  it  sole 
9.  (For  yet  another  example,  see  the  a 
below.)  ■ 


What  makes  a  utility  stock  worth  12  tint 
earnings  in  a  stock  market  where  even  AT6 
brings  only  7  times  earnings? 


Where  oil  and 
water  did  mix 


By  William  Baldwin 


James  M.  Ballengee  joined  the 
Philadelphia  Suburban  Water  Co. 
as  president  and  chief  executive  in 
1962.  Sound  like  a  dull  assignment?  Lis- 
ten to  this:  As  part  of  a  contingent  remu- 
neration deal  he  arranged  in  1969,  he 
picked  up  25,000  shares  at  $1  apiece. 
Today,  after  a  2-for-l  split,  those  shares 
are  worth  nearly  $2.5  million.  You 
couldn't  have  done  much  better  than 
that  if  PSC  had  been  a  high-technology 
company  rather  than  just  an  old  subur- 
ban utility. 

And  maybe  the  nicest  thing  about  this 
story  is  that  Ballengee  isn't  the  only  one 
who  came  out  well  ahead.  So  did  his 
stockholders,  who  have  seen  their  in- 
vestment quadruple  in  value  in  1 1 
years — no  mean  feat  for  a  utility. 

In  1969  Ballengee's  company  made  a 
pivotal  move  in  branching  into  nonregu- 
lated  activities.  Shareholders  approved 
the  creation  of  a  holding  company,  Phila- 


delphia Suburban  Corp.  (PSC),  to  t 
over  Philadelphia  Suburban  Water, 
Ballengee  started  PSC  on  a  buying  sr. 
that  brought  in  5  companies  the  f 
year  and  another  28  since.  Last  year 
water  subsidiary  accounted  for  c 
$36.6  million  of  the  small  conglon 
ate's  $288  million  in  sales,  and  $6.2  r 
lion  of  its  $27.4  million  in  net  inco: 
The  nonutility  businesses  include 
booming  oilfield  tool-rental  line  wit 
44%  pretax  profit  margin.  All  told  t 
earn  25%  a  year  on  their  share  of  PS 
common  equity.  The  water  busin 
which  serves  212,000  mostly  residen 
accounts  outside  Philadelphia,  earn 
meager  10.3%. 

Now  Ballengee,  57,  wants  to  comp] 
the  cycle  by  splitting  PSC  in  two.  Un 
a  plan  directors  approved  last  month, 
nonutility  businesses  will  be  reorgani 
as  a  new  subsidiary  and  spun  off  to  sha 
holders  of  PSC.  Philadelphia  Suburt 
Water  Co.  will  revert  to  its  original 
tus  as  an  independent  water  utility.  1 


HI 


FORBES,  OCTOBER  27, 


If  you  are  a  business  that  is  looking  to 
expand  in  the  Common  Market,  take  a 
lead  from  Henry  Ford. 

Become  a  business  Berliner. 

Because  the  same  incentives  that  in- 
spired Ford  Motor  Company  this  year  to 
build  a  76  million  dollar  factory  in  Berlin 
apply  to  you.  No  matter  what  the  size  of 
your  business. 

To  prove  it,  Berlin  offers  the  serious 
business  investor  a  10-year  Profit  &  Loss 
and  cash  flow  projection  (developed  by 
Arthur  Andersen  &  Co.,  costing  $18,000 
to  prepare).  It  uses  the  investing  com- 
pany's own  figures.  We're  confident  that 
this  projection  will  show  a  higher  cash  flow 
and  a  considerably  higher  net  profit  after 


taxes  than  other  locations. 

Reflected  in  the  study  will  be  tax  ex- 
empt subsidies  of  your  investment  in 
buildings,  machinery,  and  equipment. 
High  subsidies  for  Research  and  Develop- 
ment facilities.  Low  interest  loans  for  new 
investment  or  expansion. 

Plus,  write-offs  of  up  to  75%  of  your 
total  investments  during  the  first  year  or  at 
any  time  during  the  first  5  years.  Reduced 
income  and  corporate  taxes.  And  more. 

Not  reflected  is  the  picture  of  an  eco- 
nomically and  politically  stable  city  that 
hasn't  had  a  single  major  industrial  strike 
in  35  years.  A  dependable,  professional, 
highly  skilled  labor  force.  And  the  ex- 
citing, culturally  dynamic  Berlin. 


For  further  information  call  Mr.Wolfe 
J.  Frankl,  the  North  American  Represen- 
tative, (212)  432-8070. 

Or  fill  in  the  coupon  below. 

Economic  Development       1 1 02 ' 


Name- 


Company. 
Address  


City- 
State. 


.  Zip 


Mail  to:  WJ.  Frankl. 
Berlin  Economic  Development  Corporation, 
ite  7800,  One  World  Trade  Center,  New  York,  N  Y  10048 


Chairman  James  M  Ballengee  of  Philadelphia  Suburban  Corp 

Can  the  regulators  sympathize  with  a  company  making  it  big  in  Texas? 


lengee,  needless  to  say,  has  opted  for  oil 
wells  over  water  wells.  He'll  become 
chairman  of  the  nonregulated  company, 
leaving  the  duller  water  business  in  the 
hands  of  John  W.  Boyer  Jr.,  now  a  vice 
president. 

Ballengee  claims  that  the  Pennsylva- 
nia Public  Utility  Commission  is  giving 
his  water  subsidiary  the  short  end  of  the 
rate  stick  because  PSC  is  raking  in  so 
much  money  from  the  oil  and  gas  drilling 
frenzy.  "We  felt,"  he  says,  "that  the  regu- 
latory staff  and  the  commissioners 
weren't  too  sympathetic  because  we 
were  doing  so  well  in  other  things.  Every 
time  we  would  improve  our  earnings  in 
Texas  it  would  get  translated  in  the  local 
weeklies  as  'Water  Company  Earnings 
Go  Up.'  " 

Not  everyone  agrees  that  the  breakup 
of  PSC  (scheduled  to  take  place  after  a 
stockholders'  meeting  in  May)  will  affect 
the  outcome  of  future  rate  cases.  "Balo- 
ney," says  a  rate  official.  "I  don't  think  it 
would  change  a  penny."  It  could  make 
quite  a  difference  in  the  stock  market, 
however,  where  PSC  has  been  a  sensa- 
tional performer.  It  now  sells  for  a  very 
high  12  times  earnings  and  a  premium 
over  book  value  of  more  than  1 50% .  This 
in  a  market  where  utility  stocks  have 
been  declining  and  where  most  of  them 
sell  for  well  below  book. 

What's  wrong  with  a  showing  like 
that?  fust  this:  Remember  that  oil-tool 
acquisition  that  earns  44%  pretax?  Com- 
panies like  that  sell  for  15  times  earnings 
or  more.  So,  there  you  have  it.  PSC 
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would  probably  sell  at  a  higher  price  if 
people  perceived  it  as  an  oil  services 
company  rather  than  as  a  small  conglom- 
erate with  a  utility  company  at  its  base. 

"They  feel  they  don't  get  the  multiple 
they're  entitled  to  because  it's  diluted 
with  the  water  business,"  explains  Rob- 
ert L.  Mentch,  who  follows  the  company 
for  Merrill  Lynch.  Mentch  sees  per-share 
earnings  of  $4  this  year,  climbing  to 
$4.50  in  1981.  Minus  the  water  com- 
pany, the  earnings  would  be  only  about 
$3.20  this  year,  but  you  get  the  picture: 
$3.20  earnings  with  a  multiple  of  15  is 
just  as  good  as  $4  with  a  multiple  of  12. 
Then  there  are  the  incremental  earnings 
in  the  future,  which  are  worth  more  with 
a  15-times  multiple  than  with  a  12.  Any- 
one with  a  pencil  and  paper  can  figure 
out  that  the  water  company  stock  is  go- 
ing to  be  worth  $5  or  $6  per  PSC  share  on 
top  of  all  this. 

Did  Ballengee  foresee  the  bonanza  in 
drilling  equipment?  No,  his  $8  million 
purchase  of  Oil  Field  Rental  Service  Co. 
in  1973  came  several  months  before  the 
Arab  oil  embargo.  But  credit  him  this: 
He  did  foresee  that  utilities  would  be  a 
lousy  investment  in  an  inflationary  era. 
Before  the  diversification  program  was 
launched,  Ballengee  says,  "Our  stock- 
holders had  all  their  eggs  in  one  basket. 
And  there  were  more  and  more  amateur 
Ralph  Naders  getting  involved  in  rate 
cases." 

The  numbers  speak  for  themselves. 
Between  1969  and  1979  the  customer 
base  of  Philadelphia  Suburban  Water  Co. 


grew  at  an  annual  pace  of  0.5%,  and  th 
volume  of  water  sold  per  account  didn 
grow  at  all.  Rates  increased  77%  durini 
the  decade,  not  enough  to  keep  pace  witj 
inflation.  Last  year's  10.3%  return  o| 
equity  for  the  water  business  is  eve 
lower  than  it  was  in  1969,  when  yielc 
on  investments  like  bonds  were  aboi 
half  what  they  are  today. 

PSC's  aggressive  expansion  was  ail 
complished  in  spite  of  the  handicap  c 
starting  with  nothing  but  a  regulate 
utility.  Here  again  Ballengee  deserve 
credit.  He  didn't  take  advantage  of  th 
utility's  substantial  assets,  for  exampl 
by  having  it  borrow  money  to  be  uj 
streamed  for  the  parent's  acquisitioi 
program.  Nor  did  he  want  to  worry  PSC 
conservative  stockholders  by  cutting  th, 
dividend  they  were  accustomed  to  ge 
ting  from  the  water  company.  Since  th 
water  company  had  been  paying  out  two 
thirds  of  earnings  and  needed  the  rest  tj 
help  finance  its  own  plant  improve 
ments,  PSC  had  no  cash  to  play  with. 

But  it  could  offer  stock  or  notes 
sellers  who  wanted  the  tax  deferral  c 
either  a  merger  or  an  installment  sale.  I) 
that  situation  the  fact  that  PSC  w 
largely  a  rather  uninteresting  but  finait 
cially  stable  utility  was  a  point  in  it 
favor.  Ballengee  recalls  the  Oil  Fie 
Rental  Service  deal  of  1973:  "A  couple  o 
the  older  partners  in  the  oilfield  busines 
thought  our  name,  Philadelphia  Subu 
ban,  had  a  connotation  of  solidity  an) 
stability,  like  'Philadelphia  bankers'  c 
'Philadelphia  lawyers.'  "  The  partnei 
were  willing  to  take  notes  for  most  of  th 
purchase  price,  and  a  price  that  came  « 
about  8  times  earnings. 

All  the  early  acquisitions  were  fd 
stock  or  notes;  even  a  $31,000  purcha 
of  a  small  drywall  contractor  was  paid  fc 
on  time.  Eventually  the  new  subsidiary 
began  to  throw  off  enough  cash  to  he 
finance  later  deals.  Some  of  Ballengee 
purchases  were  failures  and  have  bee 
sold  off  or  liquidated,  most  recently  t\M 
moneylosing  construction  contractor 
The  remaining  array  includes  four  suppl 
ers  of  tools  and  services  for  oil  and  g; 
drilling  and  pipeline  construction;  thr« 
in  fire  protection  equipment,  with  en 
phasis  on  petrochemical  markets;  and  a 
assortment  of  contracting  and  enginee 
ing  firms. 

"We're  looking  for  more  acquisition 
in  fire  protection,"  Ballengee  says.  "VI 
don't  want  to  go  back  to  having  all  oi 
eggs  in  one  basket,  even  one  (like  energ; 
that  looks  as  good  as  this."  In  this  coi 
text,  it  makes  sense  for  Ballengee  to  ph 
the  old  P/E  game.  If  you're  going  to  mat 
acquisitions,  it's  better  to  do  so  with 
multiple  of  15  than  with  a  multiple  of  1 
Next  to  go,  of  course,  will  be  the  nam 
There  aren't  very  many  Texans  left  wr 
would  swap  a  stake  in  the  oil  business  f< 
something  with  the  name  "Philade 
phia"  in  it.  ■ 
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chevy's 
big  on  mediums 


BIG  ON  DIESEL 


It's  a  fact.  More  and  more 
urban  delivery  truckers 
are  going  to  diesel. 
Chevy  responds  by  offer- 
ing a  choice  of  three 
rugged,  mid-range  diesel 
engines.  They're  de- 
signed for  thousands  of 
miles  of  service  with 
minimal  maintenance. 
Chevy  Mighty  Mediums 
with  diesel  power.  A 
practical  approach  to  the 
demands  of  the  '80s  and 
the  demands  of  the 
industry. 


detroit  diesel 
"fuel  pincher: 


This  high-powered  Detroit  Die- 
sel 8.2  Liter  (500  Cu.  In.)  V8  is 
available  in  two  versions:  tur- 
bocharged  193  net  HP  (205 
gross  HP)  and  naturally  aspi- 
rated 153  net  HP  (165  gross 
HP). 


CATERPILLAR  3208. 

Naturally  aspirated.  Offered 
in  various  power  versions  up 
to  199  net  HP  (210  gross  HP). 
10.4  Liter  (636  Cu.  In.)  dis- 
placement. Availability  varies 
by  state.  See  your  dealer  for 
details.  Kodiak  cab  option 
required. 


CUMMINS  VT-225. 

Turbocharged  9.1  Liter  (555 
Cu.  In.)  engine  developing 
212  net  HP  (225  gross  HP).  Peak 
gross  torque  is  445  Ib.-ft.  at 
1900  RPM.  Not  available  in 
California.  Kodiak  cab  option 
required. 


When  you  consider  the  time  and  effort  it  takes 
to  create  a  program  from  scratch,  it  makes  sense 
to  see  whether  the  program  your  company  needs 
is  already  on  our  shelves. 

The  IBM  Data  Processing  Division  has  well 
over  one  thousand  programs  in  its  library.  They 
help  computers  handle  orders  and  track  inven- 
tory, retrieve  and  analyze  information,  assist  in 
the  operations  of  data  processing  departments 


Why  re-inven 

and  help  increase  a  programmer's  productivity. 

Like  most  businesses  today,  yours  could  bej 
faced  with  huge  programming  backlogs.  Take  ad-l 
vantage  of  the  time  we've  invested  in  software! 
development.  It  can  save  you  costly  programming1 
time  and  bring  you  results  more  quickly. 

Our  library  contains  not  only  computer  soft- 
ware developed  at  IBM,  but  also  row  upon  row  of! 
programs  designed  by  our  customers  to  solve 


}  reel? 


specific  business  problems.  Other  companies 
similar  needs  are  finding  them  useful. 
Iany  of  the  programs  in  our  library  can  be 
lied  easily  and  used  as  is;  while  others  will  re- 
i  adjustments  to  fit  your  unique  business  de- 
ls, the  savings  in  time  can  still  be  significant. 


True,  we  may  not  have  the  program  you  need. 
Then  again,  maybe  we  do.  Doesn't  it  make  good 
business  sense  to  find  out? 

For  a  booklet  listing  all  the  programs  in  our 
library,  call  us  at  800-631-5582.  In  New  Jersey,  call 
800-352-4960. 


The  way  we  put  it  all  together  is  what  sets  us  apart.  =  =? = 7 = ® 

Data  Processing  Division 


When  it  comes  to  great  taste, 
everyone  draws  the  same  conclusion. 
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th  the  spread  of  corporate  ownership  and  the  stewardship  of  state 
ntrol  commissions,  casino  gambling  has  gone  straight.  Or  has  it? 


The  invisible  enterprise— Part  3 

Casino  gambling:  changing 
haracter  or  changing  fronts? 


By  James  Cook 
with  Jane  Carmichael 

as  Vegas.  The  hoods  have  depart- 
ed. They  grew  old,  they  died,  they 
got  out  of  the  business.  Even  Moe 
:z  sold  out,  though  he  owns  both  the 
and  the  building  housing  Al  Sachs' 
ance  casino,  which  Sachs  has  an 
m  to  buy  out  over  the  next  year. 
:z  spends  his  time  at  La  Costa,  the 
t  he  built  near  San  Diego  with 
ister  money.  The  Italians  reportedly 
ed  him  out.  The  Gaming  Control 
i  has  nudged  out  the  rest.  Las  Vegas 
days  pretty  much  wears  a  corpo- 
face,  and  has  ever  since  Howard 
les  moved  in,  in  1967.  Hughes 
:d  up  six  casinos,  roughly  a  quarter 
is  Vegas'  total  revenues,  and,  once 
igislature  changed  the  law  to  license 
c  companies,  the  corporate  giants 
over — Hilton  Hotels,  Holiday  Inns, 
ada  Inns,  Del  E.  Webb  Corp.,  MGM, 
ore  and  even  Horn  &  Hardart. 
rmed  in  1955,  the  Gaming  Control 
1  investigates  prospective  casino  li- 
:es  for  any  hint  of  organized  crime 
vement,  especially  in  financing,  and 
ts  any  applicant  it  finds  tainted.  So 
ida  has  conscientiously  cleaned  up, 
he  show  goes  on. 

en  the  financial  community  has  fi- 
begun  to  come  around;  the  banks 
nsurance  companies  understand  big 
nations.  MGM,  Caesars  World  and 
en  Nugget  have  all  been  able  to  raise 
^y  through  public  offerings.  Aetna 
:d  $60  million  to  Caesars  World. 
;an  Guaranty  raised  $175  million  for 
Webb,  Continental  Illinois  headed 
icates  that  put  together  $17  million 
ally  and  $110  million  for  Ramada 
According  to  the  accounting  firm 
venthol  &  Horwath,  40%  of  a  group 
mancial  institutions  it  surveyed 
d  now  consider  investing  in  casinos, 
's  quite  a  change  from  a  few  years 


ago,  when  only  the  Teamsters,  American 
National  Insurance  and  a  few  local  banks 
would  consider  providing  financing. 

End  of  story?  Not  quite.  The  mob 
hasn't  really  gone  away.  The  old  owners 
have  become  invisible,  fading  like  the 
Cheshire  cat  into  a  smile.  But  of  course 
when  even  that  disappeared,  the  cat  was 
still  there,  invisible,  waiting  to  reappear. 

To  see  that  this  is  so,  you  need  look  no 
farther  than  Allen  R.  Glick  and  the  Ar- 
gent Corp.,  named  not  for  silver  but  for 
Allen/?.  Glick  /:';//erprises.  Until  late  last 
year,  Glick  was  the  sole  proprietor  of  Las 
Vegas'  Stardust  and  Fremont  hotels.  The 
Stardust  has  a  fairly  colorful  history.  It 
was  begun  by  California  gambling-ship 


operator  Tony  Cornero  in  1954,  taken 
over  by  Moe  Dalitz  after  Cornero  died, 
and  descended  by  way  of  the  Parviny 
Dohrman  Corp.  to  Recrion  and  an  Ohio- 
born,  Harvard-educated  operator  named 
Delbert  Coleman,  who  made  his  pile  in 
the  Seeburg  vending-machine  company. 

Glick  is  not  your  old-fashioned  casino 
operator.  Pittsburgh-born,  he  was  edu- 
cated at  Ohio  State  University  and  Case 
Western  Reserve  Law  School.  In  1970  he 
went  to  work  for  San  Diego  real  estate 
promoter  Dennis  Wittman.  Wittman 
took  a  liking  to  Glick,  or  so  the  story 
goes,  .sold  him  a  45%  interest  in  his 
Saratoga  Development  Corp.,  a  real  es- 
tate firm,  and  Glick  was  on  his  way.  In 
1972,  Glick  borrowed  $2.3  million  from 
Saratoga  and  bought  a  50%  interest  in 
the  financially  troubled  Hacienda  Hotel 
&  Casino  in  Las  Vegas.  That  put  him  on 
the  Las  Vegas  scene.  Two  years  later,  in 
1974,  at  the  age  of  31,  he  formed  the 
Argent  Corp.,  and  with  only  $66,000  in 
assets  borrowed  $63  million  from  the 
Teamsters  and  bought  out  Recrion  and 
its  Stardust  and  Fremont  casinos. 

What  makes  Allen  run?  The  mob,  or 
that's  what  both  the  FBI  and  San  Francis- 
co mobster  James  Fratianno  believe. 
Glick  was  a  college  classmate  of  Joseph 
Balistrieri,  son  of  the  head  of  the  Mil- 
waukee mob,  and  Fratianno  says  Balis- 
trieri recommended  him  for  the  job  of 
taking  over  the  Stardust.  The  FBI  be- 
lieves that  Glick  was  a  front  for  mobster 
Anthony  Spilotro,  who  oversees  the  Las 
Vegas  interests  of  the  Chicago,  Kansas 
City  and  Milwaukee  mobs,  not  only  in 
gambling  but  loansharking  and  fencing 
of  stolen  jewelry  as  well. 

Under  Glick  the  Stardust  did  not  pros- 
per. Between  1974  and  1976,  around  $3.5 
million  was  skimmed  from  the  Star- 
dust's slot  machines,  and  the  Nevada 
Gaming  Commission  complained  that 
Glick  did  nothing  to  stop  it.  The  pro- 
ceeds, according  to  FBI  wiretap  affida- 
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Las  Vegas  is  as  newly  rich  and  upwardly  mobile  as  a 
customized  Cadillac.  What  you  can't  miss  here 
is  what  organized  crime  is  all  about:  money, 
and  money  on  a  massive  scale. 

"The  mob  did  for  gambling  what  people  like  L.B.  Mayer 
did  for  the  movies,"  one  observer  has  said. 
"They  turned  it  into  a  business."  And  big  business  at  that. 
Nevada's  gambling  industry  grossed  $2.3  billion  on 
the  roughly  $55  billion  people  bet  in  the  state  last  year. 


vits,  went  to  the  Chicago  mob  and  on  to 
their  tributaries,  Frank  Balistrieri  and 
the  Milwaukee  mob.  But  that  wasn't  all. 
According  to  the  SEC,  over  a  two-year 
period,  Glick  drew  $22  million  in  loans 
from  Argent,  which  he  subsequently 
tried  to  offset  by  declaring  a  $22  million 
dividend.  Frank  Rosenthal,  a  profession- 


M  ft 


Night  town  Las  Vegas 


al  gambler  who  was  Argent's  entertain- 
ment director,  apparently  thought  Glick 
was  siphoning  too  much  off  for  himself. 

"The  mother         is  stealing  right  and 

left,"  he  told  another  casino  manager. 
"We  just  got  to  get  rid  of  him  now,  before 
the  boat  sinks." 

Glick  got  caught  in  a  struggle  for  con- 
trol between  the  Chicago  and  Kansas 
City  mobs,  and  in  the  end  Kansas  City's 
Carl  DeLuna  laid  it  on  the  line:  "Do 
what  you  got  to  do,  boy,"  DeLuna  told 
him.  "Make  your  public  announcement 
that  you  are  getting  out  of  this  for  what- 
ever [expletive  deleted]  reason  you  want 
to  pick  and  get  out." 

By  then,  the  Gaming  Commission  had 
ordered  Glick  to  sell  out.  Glick  had  some 
difficulties  finding  a  buyer.  But  in  the 
end,  in  late  1979,  he  sold  out  to  a  profes- 
sional gambler  and  casino  executive 
named  Allan  D.  Sachs,  himself  a  long- 
time associate  of  Las  Vegas'  favorite  ex- 
mobster,  Moe  Dalitz — "senior  adviser  to 
organized  crime,"  as  the  Justice  Depart- 
ment once  called  him.  Sachs  got  the  Ar- 


gent casinos  with  only  a  $2  million  down 
payment,  the  assumption  of  $92  million 
in  debt,  and  another  $66  million  to  be 
paid  out  of  the  casinos'  earnings  over  the 
next  12  years. 

The  Cheshire  cat  has  vanished.  The 
smile  lingers  in  the  air.  Las  Vegas  is  no 
Disneyland. 

The  Stardust  was  only  the  tip  of  the 
iceberg.  In  the  same  wiretaps,  the  FBI 
discovered  that  Nick  Civella,  head  of  the 
Kansas  City  mob,  also  called  the  shots  at 
the  Tropicana  and  that  the  Tropicana's 
official  owners,  Minneapolis  banker  Deil 
Gustafson  (with  20%  of  the  Tropicana's 
stock)  and  Stauffer  Chemical  heiress 
Mitzi  Stauffer  Briggs  (with  close  to  80%), 
were  just  a  couple  of  very  high-class 
fronts.  Civella  and  DeLuna  had  acquired 
a  hidden  interest  in  the  Tropicana  in  the 
mid-Seventies  around  the  time  Briggs 
came  into  the  company. 

But  the  Tropicana  didn't  prosper  ei- 
ther. It  had  been  consistently  losing 
money,  in  part  because  it  was  underfi- 
nanced but  in  part  because  it  was  also 
apparently  overskimmed — not  by  its 
owners  of  record  but  by  its  managers,  on 
behalf  of  the  Kansas  City  mob.  A  junket 
operator  for  the  Dunes  ran  $40,000  pack- 
ets of  Tropicana  skim  to  the  Kansas  City 
mob  on  a  regular  basis,  and  the  Chicago 
mob  was  apparently  getting  its  cut  as 
well.  The  mob's  representative  on  the 
spot  was  Joe  Agosto,  the  Tropicana's  en- 
tertainment director,  and  Agosto  once 
explained  to  DeLuna  that  it  made  only  a 
"fraction  difference"  out  of  $20  million  if 
they  took  out  $200,000  one  month,  half  a 
million  the  next.  Why  should  the  owners 
complain  about  a  measly  1%? 

But  coming  on  top  of  the  cost  of  a  $22 
million  expansion,  those  fractions  added 
up.  In  the  end  the  solution  to  the  Tropi- 
cana's financial  problems  seemed"  to  lie 
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The  Aladdin 


The  Flamingo 


in  a  merger  with  El  Dorado  Internatii 
al,  a  Minneapolis  motor-home  compa 
The  idea  was  to  clean  up  the  Tropicar 
balance  sheet  through  the  merger  a 
then  sell  stock  in  the  merged  company 
the  public.  Everybody  began  speculat 
in  El  Dorado  stock  on  the  side.  Ago 
agreed  to  "manipulate"  the  casin 
earnings  so  it  would  seem  to  be  in  bet 
financial  condition  than  it  actually  w 
By  manipulate ,  Agosto  meant  get  appr« 
al  from  DeLuna  for  a  "moratorium" 
skimming.  The  El  Dorado  merger  fina 
fell  through  because  of  delays  in  getti 
SEC  approval.  Then  the  FBI  wireu 
provoked  the  Nevada  Gaming  Comm 
sion  to  revoke  the  Tropicana's  licet 
because,  it  alleged,  Gustafson  and  Bnj 
had  known  Agosto  was  acting  as  a  "\t 
employee"  without  being  licensed.  1 
mada  Inns,  which  had  been  built  in  p 
by  the  Teamsters-financed  Jupiter  Co. 
Chicago,  finally  tookoverfor$75millio 

The  real  cliffhanger,  however,  v. 
the  mob's  search  for  a  new  own 
for  the  Aladdin.  In  the  mid-Seve 
ties,  after  her  husband,  mobster  Geoi 
George,  died,  Mae  Ellen  George  appli 
for  a  casino  gaming  license.  The  Cont: 
Board  denied  her  application,  but  t 
commission  overturned  the  Board  a 
granted  her  a  license.  "Well,  we  were 
the  right  track,"  says  John  H.  Stratton 
member  of  the  Control  Board  who  c 
jected  to  licensing  her.  "She  was  fronti 
for  those  particular  interests."  FBI  wii 
taps  revealed  that  two  men  with  ck 
mob  connections,  Charles  Goldfarb  a 
James  Tamer,  were  "involved  in  t 
management"  of  the  Aladdin  witha 
being  licensed.  The  courts  found  the 
guilty  of  conspiracy  in  1979,  and  t 
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ning  Commission  ordered  the  Alad- 
to  be  sold. 

nee  then  there  has  been  a  procession 
respective  buyers.  In  the  beginning 
e  were  Del  Coleman,  former  Riviera 
■ident  Ed  Torres  and  a  shell  corpora- 
called  Therm-Air  Manufacturing, 
y  offered  $105  million.  Then  there 
Denver  insurance  man  Victor 
fall,  in  partnership  with  HCA  and 
wyn  Industries.  They  offered  $130 
ion.  Next  came  a  $100  million  offer 
l  Meshulam  Riklis  and  American  In- 
ational  Travel  Services,  which  al- 
y  owned  the  Riviera.  Entertainer 
iny  Carson  and  Ed  Nigro,  who  once 
led  Del  Webb's  Nevada  gambling  op- 
ion,  offered  $103  million,  sometimes 
their  own  behalf,  sometimes  with 
lonal  Kinney.  Then  singer  Wayne 
/ton  and  his  manager  Jay  Stream,  sin- 
ind  in  partnership  with  Elsinore,  the 
rlyatt  Corp.,  offered  $105  million, 
ne  after  another,  each  proposal  fell 
ugh,  was  thought  better  of  or  was 
:ked  down  by  the  Nevada  Gaming 
lmission.  The  commission  had  trou- 
finding  out  where  Coleman  and 
es  were  getting  their  money,  for  ex- 
le.  Kinney  dropped  out,  presumably 
use  the  new  interest  rates  on  the 
nsters'  Aladdin  loans  were  slated  to 
p.  Riklis  and  AITS  withdrew  when  a 
ting  with  James  Tamer  over  the  sale 
vertently  jeopardized  not  only  their 
Idin  proposal  but  also  the  license 
already  held  for  the  Riviera.  In  the 
it  looked  as  if  Newton  was  going  to 
the  prize  in  partnership  with  Ed 
es — for  $85  million,  with  only  a  $5 


wemont 


ion  down  payment  plus  $7  million  in 
ting  capital. 

ere  some  of  these  would-be  buyers 
)ly  fronting  for  the  mob?  There's  no 
of  knowing.  Obfuscation  is  so  basic 
le  Las  Vegas  approach  that  it's  diffi- 
to  determine  who  owns  what  under 
circumstances.  When  stock  swindler 
lael  Hellerman  approached  Moe  Da- 
about  borrowing  some  money  to 
i  a  casino  he  had  been  promoting, 
tz  made  it  quite  clear  who  would  be 
ling  the  show.  As  Hellerman  recalled 
is  book,  Wall  Street  Swindler,  Dalitz 
mnced:  "It's  better  to  have  10%  of  a 
)ie  than  100%  of  a  pie  that  won't  be 


Joint  upon  Joint 


managed  right.  We  know  what  we're  do- 
ing. We'll  set  up  the  management  and 
run  the  place.  You'll  get  10%.  .  .  .  Most 
important,  you  gotta  get  the  casino  li- 
cense. .  .  .  You  get  the  license,  we'll  have 
a  deal." 

In  most  instances,  the  ownership  of 
the  various  phases  of  the  industry  is  de- 
liberately fractionated.  People  who  hold 
points  in  the  hotel  do  not  necessarily 
hold  points  in  the  casino.  The  Tropi- 
cana's  36-acre  site,  for  example,  was 
owned  by  two  Las  Vegas  businessmen, 
Edward  and  Fred  Doumani,  and  the  fam- 
ily of  the  late  Ben  Jaffe,  who  built  the 
Tropicana.  The  corporation  was  owned 
by  Gustafson  and  Briggs,  but  the  operat- 
ing assets — the  hotel,  restaurants  and 
bars,  casino,  gaming  equipment — were 
owned  by  the  Jaffes,  who  also  owned  the 
golf  course  and  leased  to  Gustafson  and 
Briggs.  The  shops  were  leased  to  the 
Doumanis. 

It's  no  wonder  everyone  gets  suspi- 
cious. The  U.S.  government  prosecuted  a 
group  of  midwestem  organized  crime  fig- 
ures a  few  years  back  for  undisclosed 
ownership  of  a  Las  Vegas  casino.  The 
Feds  couldn't  believe  that  there  wasn't 
something  nefarious  about  an  eastern 
service  conglomerate's  scheme  to  lend 


money  to  a  relative  to  buy  an  interest  in 
the  casino.  The  conglomerate,  it  is  true, 
had  a  12%  interest  in  a  racetrack  con- 
trolled by  one  of  the  U.S.'  leading  mob 
figures,  and  the  track's  general  counsel 
had  approached  the  head  of  the  conglom- 
erate wondering  whether  he  knew  of 
anyone  who  would  be  interested  in  mak- 
ing an  investment  in  a  Las  Vegas  hotel. 
But  that's  all  there  was  to  it. 

As  it  happened,  the  conglomerator  did 
know  a  likely  candidate,  his  oldest  son's 
financially  strapped  father-in-law.  The 
son's  father-in-law  liked  the  idea  but 
didn't  have  enough  money  to  make  the 
purchase  himself,  so  the  conglomerator 
arranged  for  his  company  to  lend  him  the 
entire  $225,000  necessary  to  purchase  a 
5%  interest  in  the  hotel  corporation. 

The  investment  had  strings  attached, 
however.  The  father-in-law  would  re- 
ceive approximately  one-sixth  of  the 
dividends  paid  on  the  stock  he  would 
own  in  the  hotel  corporation  and  the 
conglomerate  would  receive  the  balance. 
Upon  the  father-in-law's  death,  the  stock 
would  pass  to  his  daughter  and  her  hus- 
band. The  father-in-law  also  had  an  in- 
demnity agreement  with  the  company  in 
the  event  he  sustained  any  losses. 


The  Stardust 


The  government  suspected  the  con- 
glomerate was  fronting  for  the  mob,  and 
its  case  was  based  on  the  charge  that 
because  of  the  arrangement  the  conglom- 
erate obtained  an  ownership  in  the  hotel 
which  was  not  disclosed.  Certainly  the 
government  had  a  point.  And  whether 
the  conglomerator  was  actually  fronting 
or  not  doesn't  matter:  If  you  wanted  to 
conceal  your  ownership  in  a  casino,  that 
would  be  one  way  to  do  it. 
The  interests  of  people  friendly  with 


the  mob  are  not  confined  to  the  big  casi- 

It  was  mobster  Bugsy  Siege  Is  idea: 

building  a  large-scale  legal  gambling  operation  a  short  hop 

from  the  Los  Angeles  market.  Siegel  s 

casino  was  as  much  a  monument  to  Siegel1  s  profligacy 

as  it  was  to  his  red-haired  girl  friend, 

Virginia  Hill,  but  it  took  gambling 

out  of  the  back  rooms,  the  joints,  and  gave  it  flash, 

glamour  and  style.  It  gave  Americans 

at  long  last  the  democratic  equivalent  of  Monte  Carlo. 
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ONE  OF  THE  LARGEST 
BANKS  IN  THE  WORLD 
IS  TAKING  A  NEW  PATH 
TO  INTERCEPT  THE  FUTURE. 


A  RELATIONSHIP  MANAGER 
IS  MORE  THAN 
AN  ACCOUNT  OFFICER. 


In  theory,  an  account  officer  is  the 
personal  link  between  his  customer 
and  all  the  services  his  bank  has  to  offer. 
In  practice,  however,  the  account 
officer  is  often  a  specialist  who  repre- 
sents only  one  of  a  banks  divisions.  So 
a  corporate  chief  financial  officer  fre- 
quently has  to  deal  with  many  special- 
ists from  his  bank,  none  of  whom  has  a 
comprehensive  picture  of  his  financial 
situation. 

At  Bankers  Trust,  we  have  replaced 
the  account  officer  with  a  relationship 
manager.  As  the  name  implies,  he  or  she 
has  worldwide  responsibility  for  iden- 
tifying all  of  a  customer  s  needs  in  the 
banking  relationship.  And  for  bringing 
every  pertinent  resource  of  our  bank 
to  bear  on  them. 

When  we  focused  the  entire  re- 
sources of  our  world-class  bank  on  four 
core  financial  businesses  (wholesale 
commercial  banking,  fiduciary  ser- 
vices, money  and  securities  markets 
and  corporate  financial  services)  we 
created  a  more  flexible  and  efficient 
structure.  Within  it,  our  relationship 
manager  can  direct  and  integrate  the 
work  of  our  specialists  throughout  the 
bank  to  meet  youroverall  requirements. 

That's  one  more  way  in  which  our 
new  path  to  the  future  generates  bene- 
fits for  you  today. 


BankersTrust 
Company 

Worldwide 

International  Banking  Subsidiaries  in  the  United  States:  Chicago,  Houston,  Los  Angeles  and  Miami.  Overseas  Branches: 
LONDON,  BIRMINGHAM,  MILAN,  PARIS, TOKYO,  SEOUL,  SINGAPORE,  BAHRAIN,  NASSAU  and  PANAMA  CITY. 
An  International  Banking  Network  of  branches,  subsidiaries,  affiliates  and  representative  offices  in  over  30  countries  on  6  continents. 

Member  Federal  Deposit  Insurance  Corporation  ©  Bankers  Trust  Company. 


Nobody  but  tbe  mob  could  have  built  Las  Vegas, 
because  everywhere  else  casino  gambling  was  illegal 
and  nobody  else  knew  how  casinos  ought  to  be  run. 
So  the  mob  built  the  hotels,  and  the  Teamsters  put  up  the 
money.  But  these  days  the  hoods  have  departed. 
They  grew  old,  they  died,  they  got  out  of  the  business. 
Once  Howard  Hughes  moved  in  in  1967, 
the  town  put  on  a  new  face,  and  the  corporate  giants 
took  over.  But  has  anything  really  changed? 


nos.  Allen  Dorfman,  former  asset  man- 
ager to  the  Central  States  Teamsters 
Pension  Fund,  supposedly  has  an  interest 
in  Slots  of  Fun,  a  small  Las  Vegas  casino. 
Last  fall,  a  New  Jersey  grand  jury  indicted 
Mafia  higwig  Ruggiero  Boiardo  and  five 
others  for  illegally  controlling  a  second- 
string  casino  known  as  the  Jolly  Trolley. 
According  to  the  indictment  Paul  Ben- 
detti  and  Peter  de  Lamos  fronted  as  cor- 
porate officers  and  licensees,  but  the 
skim  went  to  the  real  owners— Boiardo; 
the  Russo  brothers,  John  and  Anthony, 
since  deceased;  and  the  director  of  food 
and  beverage,  Dennis  Mastro. 

As  the  Stardust  and  Tropicana  losses 
suggest,  it's  the  invisible  connections 
that  matter.  The  claim  on  the  skim  is 
worth  as  much  as  the  claim  on  the  as- 
sets. FBI  wiretaps  picked  up  Carl  DeLuna 
talking  about  one  deal  in  which  the  Kan- 
sas City  mob  would  acquire  a  hidden 
casino  interest.  "It  would  be  a  decent 
deal  for  everyone,"  DeLuna  said.  "We'd 
have  X  amount  of  points,  you  know,  and 


participation  in  the  robbing.  All  right,  we 
tell  our  partners  that." 

"Experience  in  Nevada  and  else- 
where," observed  the  casino  gambling 
report  prepared  for  New  York's  Mayor 
Koch,  "has  shown  that  skimming  is  ex- 
tremely difficult  to  control  and  probably 
impossible  to  prevent  entirely.  Casino 
operations  consequently  present  perma- 
nent attractions  to  organized  crime." 

Cash  sometimes  has  a  way  of  clinging 
to  the  fingers  of  people  who  handle  it  in 
any  business,  whether  it's  medicine, 
fundraising  or  retailing.  Nevada  Gaming 
Control  Board  member  Jack  Stratton 
thinks  the  skimming  problem  in  Nevada 
is  slight:  "I  don't  think  we  have  any 
more  problem  in  that  particular  area 
than  we  do  in  the  steel  industry — or  in 
the  grocery  business."  Casino  invest- 
ment, he  argues,  is  now  so  big  that  no- 
body— particularly  the  public  compa- 
nies— can  risk  losing  his  license  through 
skimming.  New  Jersey's  gambling  ex- 
pert, John  Scame,  thinks  the  skimming 


LaCosta's  Morris  B.  Dalitz  (right)  and  legal  cowisel 

He  turned  his  bach  on  the  mob  and  developed  California's  poshest  resort. 


problem  has  grown  worse  in  rece 
years.  "Casino  crooks,"  he  observed 
his  1978  Guide  to  Casino  Gambling,  ' 
not  fear  big  business  conglomerate  ow 
ers  as  they  did  Nevada's  former  pnva 
casino  owners." 

Even  Kansas  City  mobster  Nick 
vella — the  sort  of  moralist  who  has 
arrange  with  his  tailor  to  put  pistol  poc 
ets  in  his  suits — wouldn't  disagree, 
believe  that  in  time  everyone  out  the! 
the  fishes  in  the  ponds,  all  nature,  gel 
corrupted  in  time.  They  can't  help 
You  know  they  live  in  the  midst  of  it.' 

For  the  Meyer  Lansky  casinos,  skil 
ming  was  always  a  way  of  life.  "Mayl 
20%  of  the  profit  was  skimmed  off  as  t 
money  came  into  the  sealed-off  ai 
guarded  offices  of  each  hotel,"  Lansky 
partner,  Doc  Stacher,  told  a  trio  of  Isra( 
journalists  for  their  recent  book,  Izmsk 
"This  'cream'  was  never  put  on  tl 
books  and  went  straight  to  Switzerlan 
It  was  never  taxed  at  all." 

Las  Vegas'  classic  skim  is  the  01 
the  government  charged  Lanslo 
Samuel  Cohen,  Morris  Lansburj 
and  some  others  with  engineering  at  t| 
old  Flamingo  back  in  the  Sixties.  In  lei 
than  eight  years,  Lansky  and  compau 
were  supposed  to  have  skimmed  off  $c 
million,  of  which  Lansky,  veteran  crin] 
reporter  Hank  Messick  says,  habitual 
kept  only  60% .  This  particular  skim  wi 
managed  through  the  junkets  the  Fl 
mingo  organized  to  bring  the  high  rollei 
into  Las  Vegas — those  well-heeled  a 
spenders  who  think  nothing  of  droppiij 
tens  of  thousands  at  the  tables  in 
evening.  The  junketeers  played  most 
on  credit  as  junketeers  always  do,  bi 
some  of  their  IOUs  were  never  enters 
on  the  casino's  books.  They  were  collec 
ed,  however,  through  the  casino's  offici 
in  New  York  and  the  proceeds  deposits 
at  the  Miami  National  Bank  in  the 
counts  of  the  Exchange  &  InvestmeJ 
Bank  of  Switzerland. 

The  collection  problem,  as  everyoij 
knows,  is  one  of  the  reasons  it  has  ofte 
seemed  impractical  to  oust  the  mob  froi 
the  business:  Gambling  debts,  being 
gaily  uncollectible,  sometimes  requii 
extralegal  means  of  collection.  Lit 
threatening  to  break  someone's  arms,  ft 
example.  Or  worse. 

The  secret  of  successful  skimming,  tB 
FBI  heard  former  Tropicana  managf 
Carl  Thomas  tell  the  Kansas  City  mob, 
to  get  control  of  someone  in  the  contro 
ler's  office  who  has  access  to  the  cas 
boxes  containing  daily  cash  revenue 
from  the  casino's  operations.  You  di 
that,  and  you  could  make  it  appear  th; 
money  you'd  skimmed  had  simply  gor 
back  into  financing  the  casino's  norm: 
operations.  But  at  the  Stardust,  that  ws 
only  the  half  of  it.  The  skim  there,  &\ 
cording  to  the  FBI's  explanation,  il 
volved  "the  diversion  of  coins  from  th 
slot-machine  revenues  by  having  an  is 
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HOW  95%  OF  THE  FORTUNE  500 
ARE  SAVING  A  FORTUNE. 


It's  all  in  their  employment  policy. 

They're  firing  scores  of  big,  lazy, 
unreliable  copiers. 

And  hiring  smaller,  efficient, 
trustworthy  Savins. 

In  fact,  Savin  copiers  have  won 
the  hearts  and  souls  of  big  business 
to  such  a  degree,  that  you  can  now 


find  us  in  95%  of  the  Fortune  500. 

And  Savin  has  a  big  selection  for 
big  business.  Everything  from  our 
revolutionary  840  (the  smallest, 
lightest  plain  paper  copier  ever),  to 


sai/in 

The  revolutionary  copiers  that  are  winning  over  big  business. 

•  Savin  and  Savin  logotype  are  registered  trademarks  of  Savin  Corporation.  ©  19H0  Savin  Corporation,  Valhalla,  N.  Y.  10595. 


our  high  volume  Savin  600  copier/ 
sorter: 

So  if  you  haven't  been  turning 
over  more  and  more  of  your  copying 
to  Savin,  it's  time  you  did. 

Before  someone  asks  an  em- 
barrassing question  at  the  next 
stockholders'  meeting. 


Argent's  Allen  R.  Click 

They  called  him  a  boy  wonder,  but  the  FBI  said  he  fronted for  the  Chicago  mob. 


sider  misread  the  coin-weighing  devices 
so  as  to  give  a  lower  revenue  count  and 
thereafter  surreptitiously  transferring 
the  excess  coins  to  a  floor  box,  which  is 
used  to  exchange  the  excess  coins  for 
large  currency.  These  bills  would  be  sur- 
reptitiously removed  from  the  casino." 

Are  the  big  corporate-owned  hotels 
similarly  skimmed?  Nobody  can 
be  certain,  not  even  the  owners, 
for  they  cannot  always  check  on  what 
their  employees  and  contractors  are  do- 
ing. Beyond  the  visible  connections, 
there  are  endless  invisible  ones.  In  Las 
Vegas  there  is  the  legal  ownership  of  the 
physical  assets  on  the  one  hand  and  the 
extralegal  ownership  of  the  skimming 
rights  on  the  other.  So  great  is  the  profit 
that  there  is  plenty  for  everyone. 

Some  skeptics  suggest  that  the  differ- 
ences in  the  operating  ratios  at  the  var- 
ious casinos  reflect  less  the  efficiency  of 
management  than  the  degree  of  skim- 
ming. If  all  Nevada's  publicly  owned  casi- 
nos netted  as  much  on  their  revenues  as 
Harrah's — probably  the  most  efficient  of 
the  lot — the  industry  would  be  netting 
almost  $450  million  more  than  it  actual- 
ly does.  That's  why,  some  observers  sug- 
gest, the  Hughes  casinos  never  made 
more  than  6%  on  revenues  and  by  1970 
actually  lost  money.  They  robbed  him 
blind,  as  they  rob  any  outsider.  Nevada 
Gaming  Control  Board  member  Jack 
Stratton  disagrees.  "The  Hughes  casinos 
were  mismanaged.  They  didn't  have  the 
proper  direction.  They  were  loose."  But 


at  least  one  congressional  investigator 
remains  unconvinced.  "It's  the  skim  the 
organized  crime  owners  are  after.  They 
take  their  share  and  leave  enough  for  the 
legitimate  owners." 

In  developing  its  new  casino  gambling 
industry,  which  the  legislature  autho- 
rized in  1977,  New  Jersey  recognized  the 
risk  it  was  taking  but  hoped  nonetheless 
to  avoid  the  problems  Nevada  has  coped 
with  for  30  years.  So  far  the  prospects  are 
not  encouraging.  Both  the  vice  chairman 
of  the  Casino  Control  Commission  and 
Senator  Harrison  Williams  were  impli- 
cated in  alleged  licensing  irregularities 
uncovered  by  the  Abscam  sting.  The 
head  of  the  Gaming  Enforcement  Board 
resigned  because  he  couldn't  stand  the 
pressure,  and  the  New  Jersey  attorney 
general  has  had  misgivings  about  grant- 
ing permanent  licenses  to  three  of  the 
four  casinos  that  have  opened  so  far. 
Two,  Resorts  International  and  Bally's 
Park  Place,  he  recommended  not  be  li- 
censed; the  other,  Caesars'  Boardwalk 
Regency,  only  under  severe  restrictions. 

So  far  the  shadow  of  the  Lansky  orga- 


nization  has  hovered  over  the  investij 
tions.  Bally  Manufacturing,  in  launchii 
Bally's  Park  Place,  has  come  into  qua 
tion  because  of  what  the  New  Jersey  0 
vision  of  Gaming  Enforcement  sees 
its  ties  to  Lansky.  Dino  Cellini,  manaa 
of  the  Lansky  casinos  in  Havana  aj 
elsewhere,  once  worked  for  Bally  on 
commission  basis.  According  to  an  A 
tralian  Royal  Commissioner,  he  sold  B 
ly  slot  machines  in  the  Bahamas  and  th 
throughout  Europe,  Africa  and  the  M  ldci 
East,  and  even  bought  into  George  Rafi 
Colony  Club  in  London,  which  the  E| 
glish  directors  of  Bally  controlled. 

Bally  has  a  near-monopoly  on  slot  n 
chines  and  a  dominant  position  in  pi 
ball  and  arcade  game  machines  and  so, 
a  gambling  equipment  supplier,  migj 
have  been  suspect  anyway.  But  t| 
Lansky  connection  wasn't  all.  Back 
1962,  after  Bally's  original  owner  d 
President  William  O'Donnell  turned  tc 
Bally  distributor,  Runyon  Sales,  for  he 
in  buying  the  company  out.  Runyc 
rounded  up  a  half-dozen  investors,  ai 
only  after  one  of  them  died  in  1964  d| 
O'Donnell  discover  that  mobster  G 
rardo  Catena  was  not  only  a  partner  j 
Runyon  Sales  but  also  had  acquired 
hidden  interest  in  Bally  through  his  Rui 
yon  partners.  Did  O'Donnell  think  hej 
made  a  mistake  going  into  partnershi 
with  Catena  and  associates?  an  Englu 
court  once  asked.  "Well,"  O'Donnell  r 
sponded,  "look  at  the  history  of  the  corj 
pany  and  its  success." 

Bally  got  its  temporary  license  fro: 
New  Jersey  on  the  condition  that  O'Doi 
nell  and  several  other  executives  resij 
until  the  state  decided  whether  and 
what  terms  to  grant  a  permanent  licens 
But  the  New  Jersey  Division  of  Garnir 
Enforcement  found  more  than  Cater 
and  Cellini  to  complain  about.  No  matt 
how  much  Bally  appeared  to  change,  tl) 
Division  complained,  the  more  it 
mained  the  same.  The  Nevada  Gamin 
Commission  had  ordered  Bally  to  sev 
its  connections  with  Sam  W.  Klein,  ai 
other  Bally  stockholder,  but  Klein  turne 
up  nonetheless  recruiting  an  executn 
and  acting  as  finder  in  a  proposed  hot 
acquisition.  The  Nevada  Commissic 
had  ordered  Bally  to  sever  its  conne 
tions  with  several  questionable  distribl 
tors,  but  the  distributors  had  a  way 
hanging  on  under  different  fronts.  TK 
New  Jersey  authorities  complained  ths 
O'Donnell  himself  attempted  to  bribe 
state  legislator  and  placed  bets  in  an  i 


For  a  time,  Allen  Glick  seemed  to  represent  the  new  breed 
in  Las  Vegas.  In  1972  a  San  Diego  real  estate 
promoter  bankrolled  his  acquisition  of  one  ailing  Vegas 
casino,  and  Glick  was  on  his  way.  In  1 974,  when  Glick  was  3 1 
his  Argent  Corp.,  with  only  $66,000  in  assets,  nonetheless 
borrowed  $63  million  from  the  Teamsters  to  buy  out  the 
Stardust  and  Fremont  casinos. 
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Hart 

Schaffner& 
Metropolitan 


or  the  man  who  enjoys  clothes:  The 
Metropolitan"  Collection.  The  styling  an- 
ticipates fashion  trends— here  in  the  for- 
ward pitch  of  the  shoulders,  the  narrowed 
lapels,  the  artfully  shaped  profile.  The 
fabrics,  especially  selected  for  the  Col- 
lection, are  subtly  assertive  and  often 
sparked  with  luster.  Hart  Schaffner  &  Marx 
tailors  them  with  all  the  expertise  of 
America's  foremost  name  in  men  s  cloth- 
ing. The  Metropolitan  Collection:  styled 
for  tomorrow,  to  enjoy  today. 


Blue  Pin  Dot  Heritage"  Cloth  Suit 
Dacron"  polyester  and  wool 


The  Gilbert  Gallery,  Ltd  .  Chicag 
Painting  by  Bruce  Wood, 
sculpture  by  Dennis  Kowal. 
photographs  by  Samuel  Fein 


36  South  Franklin  Street. 
Chicago,  Illinois  60606 


Hart 
Schaffner 

&  Marx 


Ingersoll-Rand 
is  increasing  the 
gas  mileage  of 
the  world's  refineries. 


Our  power  recovery 
42  million  gallons 


systems  are  saving 
of  gasoline  a  year. 


Tucked  into  this 
maze  of  machinery  is 
a  uniquely  engineered 
system  that  is  saving 
U.S.  refineries  many 
millions  of  energy 
dollars  every  year. 

Ingersoll-Rand  power 
recovery  turbines  cap- 
ture vast  amounts  of 
energy  that  previously 
went  up  the  stack 
as  waste  gas. 

This  recovered  hot 
gas  energy  is  used  to 
drive  the  main  air 
compressor  that  is  the 
heart  of  the  catalytic 
cracking  process.  It 
also  can  be  used  to 
drive  an  electric  gen- 
erator. 

Ingersoll-Rand  ma- 
chinery systems  of  this 
type,  installed  and 
on  order,  will  save 
the  energy  equivalent 
of  42  million  gallons 
of  gasoline  a  year. 


Two  out  of  every  three 
refineries  with  power 
recovery 
systems  have 
chosen 
Ingersoll-Rand 
for  their  needs. 
As  the  recog- 
nized leader, 
we  are  geared 
up  for  strong 
demand  for 
our  energy  sav- 
ing equipment 
in  the  1980s 
from  many 
other  new  and 
existing  refin- 
eries in  this 
growing  market. 

Ingersoll-Rand 
is  a  $2.5  billion  company 
that  manufactures  a 
wide  variety  of  ma- 
chinery to  meet  the 
world's  expanding  ener- 
gy needs.  Our  compres- 
sors are  lifting  oil 
from  the  bottom  of  the 


sea  and  transporting 
gas  through  extensive 
pipeline  systems.  Our 
pumps  are  used  in 
repressurizing  oil  fields. 

Our  mobile  drilling, 
workover,  and  servicing 
rigs  are  finding  more 
oil  and  natural  gas, 
in  addition  to  keeping 
old  wells  in  service 
and  completing  new 
ones.  Our  highly  engi- 
neered equipment  also 
will  be  used  in  the 
future  production  of 
synthetic  fuels. 

Whatever  the  applica- 
tion, our  manufacturing 


Annual  fuel  savings  with 
l-R  power  recovery  systems. 


Ingersoll-Rand  power  recovery  systems  are  saving  re- 
fineries the  equivalent  of  42  million  gallons  of  gasoline 
annually  Similar  systems  on  other  refineries  could 
save  many  additional  millions  of  gallons  each  year. 


philosophy  is  the 
same.  We  build  our 
machines  better  than 
they  have  to  be. 


□  INGERSOLL-RAND 


For  our  annual  report  or  specific  product  literature,  write  to  Ingersoll-Rand  Company,  Dept.  118,  Woodchff  Lake,  N  J.  07675 


FINALLY, 
BUSINESSWARE 

Hardware,  software,  and  business  expertise 
combined  to  help  meet  your  toughest  problems. 


Aut  simply, 
Businessware  is  every- 
thing we've  learned  in 
25  years  of  solving  prob- 
lems for  Business. 

It's  technology:  Level 
6  small  computer  sys- 
tems, powerful  software, 
communications. 

And  it's  people.  People 
who  speak  the  language 
of  business. 

People  with  the  expe- 
rience, perspective,  and 
ingenuity  to  solve  busi- 
ness problems. 

Businessware  is 
exactly  what  managers 
need  most  today.  People 
who  can  understand  the 
real  challenges  of  busi- 
ness, and  who  have 
the  tools  to  meet  these 
challenges. 

Special  questions, 
special  answers. 

For  example,  if  your  problems 
lie  in  the  area  of  transaction 
processing,  Businessware  is  a 
likely  answer. 

TPS-6,  our  interactive 
real-time  transaction  process- 
ing system  may  well  be  unsur- 


passed in  maintaining  accurate 
information,  moment  by 
moment,  throughout  complex 
organizations. 

More  and  better  informa- 
tion is  the  very  crux  of 
Businessware. 

Honeywell  people  can  help 
you  work  out  an  approach  that 
will  provide  the  computer  power 
you  need.  When  you  need  it. 
Where  you  need  it.  Whether 
your  system  is  interactive, 
distributed,  or  centralized. 


Experience  tells. 

When  you  buy  the 
problem-solving  capabili- 
ties of  Businessware, 
you're  making  a  sound 
investment. 

We  recently  shipped 
the  10,000th  Level  6. 
Impressive  when  you 
consider  this  family  of 
computers  was  intro- 
duced just  over  four 
years  ago. 

Modular  and  multi- 
functional, these  easy- 
to-use  systems  have 
brought  information  con- 
trol to  businesses 
throughout  the  world. 

They  work  hard 
and  well. 

And  so  do  the  people 
behind  them. 
Which  is  why  Business - 
ware  will  be  solving  business 
problems  for  a  long  time 
to  come. 

For  more  information  on 
Businessware  and  Level  6 
computers,  write  Honeywell, 
200  Smith  Street  (MS  486), 
Waltham,  Massachusetts  02154. 


Honeywell 


I 


as  City  mobster  Nicholas  Civella  ( left)  and  bondsman 

ong  distance,  he  made  a  major  impact  on  at  least  two  big  Las  Vegas  casinos. 


I  football  pool.  The  derelictions 
led  serious  enough  that  New  Jersey's 
mey  general  recommended  that  Bal- 
permanent  license  be  denied, 
t  Bally,  the  Lansky  organization  is 
n  the  background,  but  it  begins  to 
e  forward  at  both  Resorts  Interna- 
al  and  Caesars  World.  Resorts  began, 
Durse,  as  Mary  Carter  Paint  and  got 
gambling  in  the  Bahamas  by  getting 
ense  where  Huntington  Hartford  and 
profitless  Paradise  Island  resort  had 
bly  failed.  If  Hartford  ever  had  a 
ice  at  a  license,  he  evidently  blew  it. 
Drding  to  testimony  before  the  New 
;y  Division  of  Gaming  Enforcement, 
tie  point  a  Miami  lawyer  named  Al- 
Malnik,  representing  "investment 
rests  in  Florida,"  approached  the 
dise  Island  sales  agent,  offering  to 
Hartford  out.  On  another  occasion 
pproached  Seymour  Alter,  Hartford's 
icial  adviser,  offering  his  help  in  get- 
Paradise  Island  a  casino  license, 
nik  introduced  Alter  to  a  man  Alter 
gnized  as  Meyer  Lansky,  and  at  that 
t  theParadise  Island  man  decided  to 
jse  any  help  that  might  have  been 
icoming."  Malnik  himself  denies 


that  anything  of  the  sort  ever  happened, 
or,  indeed,  that  he  knows  Lansky. 

Alvin  Malnik's  history  is  interest- 
ing. Law-enforcement  investiga- 
tors see  Malnik  as  Lansky's  heir 
apparent,  and,  at  the  age  of  78,  Lansky 
could  probably  use  one.  According  to  the 
New  Jersey  Division  of  Gaming  Enforce- 
ment, Malnik  got  his  start  sharing  law 
offices  in  Miami  with  the  principal  lieu- 
tenant of  Alfred  Mones,  supposedly  a  key 
figure  in  the  Mafia's  bookmaking  and 
loansharking  organization.  Malnik 
moved  into  real  estate,  into  banking, 
bought  a  restaurant  in  Miami  (The 
Forge),  was  a  real  up-and-comer.  Accord- 
ing to  mobster  Vincent  Teresa,  now  a 
government-protected  witness,  "It  was  a 
known  fact  among  the  criminal  under- 
world that  dealing  with  Al  Malnik  was 
the  same  as  dealing  with  Meyer 
Lansky.  .  .  .  Malnik  would  convert  illegal 
cash  by  laundering  it  in  various  real  es- 
tate ventures."  In  the  mid-Sixties,  the 
New  Jersey  report  maintains,  Malnik 
was  involved  with  Vincent  Alo,  Lansky's 
supposed  liaison  with  the  Mafia,  in  a 
scheme  to  defraud  investors  in  Scope-A- 
Tone  and  Tel-A-Sign. 


> claim  on  the  skim  is  often  worth  as  much  as  the 

im  on  the  assets.  FBI  wiretaps  picked  up 

isas  City  mobster  Carl  DeLuna  talking  about 

i  casino  acquisition: 

would  be  a  decent  deal  for  everyone. 

d  have  X  amount  of  points  and  participation 

he  robbing.  All  right,  we  tell  our  partners  that." 
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In  any  case,  Mary  Carter  acquired 
Paradise  Island  from  Hartford  and  got  a 
gambling  license,  without  Malnik's  in- 
tervention— apparently  by  pushing  the 
right  levers  in  the  Bahamas  government. 
It  had  already  begun  moving  into  casino 
operations,  but  had  done  so  in  partner- 
ship with  other  persons  and  corporations 
the  New  Jersey  Division  of  Gaming  En- 
forcement found  were  associated  with 
Meyer  Lansky.  These  included  Wallace 
Groves,  a  Bahamas  businessman  with  a 
U.S.  conviction  for  mail  fraud,  and  Louis 
Chesler,  a  Canadian  crony  of  Lansky's, 
who  had  backed  the  Seven  Arts  film 
company  and  engineered  a  spectacularly 
successful  land  development  project  for 
General  Development.  Groves  and 
Chesler  set  up  a  casino  gambling  com- 
pany, Bahama  Amusements,  which  was 
subsequently  absorbed  by  Mary  Carter, 
now  Resorts  International. 

Lansky  had  been  trying  to  expand 
his  gambling  operations  into  the 
Bahamas  ever  since  Castro  evicted 
him  from  Cuba,  and  Justice  Department 
attorney  Robert  Peloquin,  now  head  of 
Resorts'  Intertel  security  subsidiary,  be- 
lieved that  Bahama  Amusements  was 
the  vehicle  with  which  he  had  done  it. 
"The  Lansky-Groves-Chesler  gambling 
operation"  is  how  he  described  it  in  a 
1966  letter.  Certainly  Lansky  had  helped 
plan  Amusements'  casino  in  the  Lucayan 
Beach  Hotel  in  Freeport,  and  the  casino 
itself  was  staffed  with  old  Lansky  opera- 
tors from  Havana,  among  them  Dino 
Cellini  and  his  brother  Eddie.  The  Lansky 
group  got  30%  of  the  profits  and,  once 
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Knowledge:  A 
Business  Investment 

Management  knowledge  is  ;i  valuable  re- 
source, and  the  most  profitable  way  to 
Spend  your  business  dollar  may  be  on  im- 
proving that  resi  mrce  The  Indiana  Execu 
tivc  Program,  through  an  intensive  scries 
pf  educational  experiences,  can  help  the 
upper-middle  management  executive  de- 
velop an  MBA  approach  to  problem 
solving 

The  Professional  Manager  (3  weeks) 
May  26-June  12,  1981 
Managing:  Business  Functions 

(3  weeks) May  26-June  12.  19H1 


INDIANA  UNIVERSITY 

GRADUATE  SCHOOL  OF  BUSINESS 


1981  Indiana 
Executive  Program 


To  receive  brochure  with  complete  details,  write 
or  telephone:  William  L  Haeberle,  Director. 
Indiana  Executive  Pr<  igram;  Graduate  school  oi 
Business  Indiana  University;  Bloc  imington, 
Indiana  47405.  812/337-3462. 

Name   __ 

Title  

Company  

Address   


Forbes 

Classified 

appears  in 
the  first  issue 
of  every  month, 

Look  for  it  in 
the  upcoming 
issue. 

For  rates  and  other 
information  on 
FORBES  CLASSIFIED 
call 

Sarah  Madison 
(212)  620-2371 


In  developing  its  gaming  industry,  New  Jersey 

hoped  to  avoid  Nevada's  problems. 

The  prospects  are  not  encouraging.  The  New  Jersey 

attorney  general  has  had  misgivings  about 

granting  permanent  licenses  to  three  of 

the  four  casinos  opened  so  far. 


Resorts  got  the  Paradise  Island  casino 
into  operation,  began  running  it  as  well. 

But  Lansky  wasn't  the  only  problem 
with  Resorts.  The  Division  of  Gaming 
Enforcement  found  other  things  to  com- 
plain about — a  lack  of  internal  controls  at 
Resorts'  Paradise  Island  casino,  for  ex- 
ample—and the  attorney  general  con- 
cluded he  had  to  object  to  the  permanent 
licensing  of  Resorts  at  Atlantic  City.  The 
commission  overruled  him. 

Caesars  World  Inc.,  on  the  other 
hand,  is  still  operating  on  a  tempo- 
rary permit.  Put  together  by  Clif- 
ford Perlman,  now  Caesars  chairman, 
Caesars  started  out  as  Lum's  fast-food 
chain  and  wound  up  in  the  gambling 
business  in  1969  when  it  bought  Caesars 
Palace,  one  of  Las  Vegas'  most  extrava- 
gant and  successful  properties,  for  $58 
million  and  the  assumption  of  $18  mil- 
lion in  Teamsters  pension  fund  loans. 
And  then  Alvin  Malnik  appeared  on  the 
scene.  Sometime  in  1970,  the  division's 
report  states,  Malnik  approached  Cae- 
sars World's  president,  whom  he  appar- 
ently knew  slightly,  and  asked  if  CWI 
would  like  to  buy  the  623-acre  Skylake 
development  in  North  Miami  Beach, 
which  an  admitted  mob  associate  named 
Salvatore  Rizzo  controlled.  Initially,  CWI 
turned  Malnik  down,  but  in  February 
1971  Malnik  bought  Skylake  himself 
with  an  $8.6  million  Teamsters  loan,  in 
partnership  with  Samuel  Cohen,  the  ca- 
sino operator  who  was  indicted  with 
Lansky  in  the  Flamingo  skim.  CWI  im- 
mediately had  second  thoughts  and 
wound  up  acquiring  the  property  in  1974 
for  $23  million,  a  price  that  gave  Malnik 
and  Cohen  a  $14.7  million  profit  in  just 
three  years.  Caesars  took  over  the  Team- 
sters loan  and  soon  after  shifted  its  em- 
ployee health  plan  to  a  company  repre- 
sented by  Amalgamated  Insurance,  the 
same  firm  that  handles  the  Teamsters 
pension  fund  health  plans. 

Caesars'  founder  and  chairman,  Clif- 
ford Perlman,  proceeded  to  strengthen 
his  personal  and  corporate  ties  with  Mal- 
nik. He  personally  joined  Malnik  and 
Samuel  Cohen's  two  sons  in  developing  a 
partially  completed  high-rise  condomin- 
ium project  in  Miami,  the  Cricket  Club. 
The  general  contractor  was  Calvin  Ko- 
vens,  who  was  once  convicted  with  Jim- 
my Hoffa  of  defrauding  the  Teamsters 
pension  fund  in  another  Florida  land  de- 
velopment scheme.  Perlman  provided 
around  5%  of  the  financially  troubled 
Cricket  Club's  funds  and  guaranteed  one- 
third  of  the  debt. 
In  late  1974  Malnik  again  approached 


Caesars  World,  this  time  asking  if  Pei 
man  had  any  properties  he  wanted  to  sc 
and  lease  back.  Perlman  came  up  wil 
two  resorts  in  the  Poconos  that  CWI  ha 
presumably  acquired  against  the  da 
when  casino  gambling  would  come  j 
Pennsylvania.  Malnik  bought  the  resor| 
through  Cove  Associates,  a  partnersh: 
(69%  Malnik-owned)  with  Sam  Cohenl 
two  sons.  To  swing  the  deal,  Malni 
borrowed  $15  million  from  the  Team 
sters  pension  fund  and  leased  the  propet 
ties  back  to  CWI.  For  zero  investmen 
Malnik  came  out  fairly  well.  Covej 
monthly  principal  and  interest  charge 
run  around  $126,000,  its  lease  incorr 


Hidden  manager  James  lamer 
He  cost  the  Aladdin  its  license. 
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around  $177,000.  Annual  profit  befoi 
taxes:  over  $600,000. 

The  Malnik  connection  was  too  muo 
for  the  New  Jersey  Division  of  Gamir. 
Enforcement,  and  it  recommended  Cai 
sars  be  granted  a  temporary  permit  on! 
under  "substantial  restrictions  and  cond 
tions."  Among  them:  Perlman's  unpai 
leave  of  absence  from  the  company  arj 
the  severance  of  the  company's  conno 
tions  with  Malnik  as  soon  as  possible. 

On  the  basis  of  Atlantic  City's  fin 
three  operating  casinos,  New  Jersey 
prospects  for  sanitizing  casino  gambhr 
do  not  look  much  brighter  than  Nevj 
da's.  The  Cheshire  cat  again.  You  can 
see  him.  But  the  smile  is  still  there. 

For  the  gaming  industry,  the  potenti. 
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A  Primer 
on  the  Primary  Reader. 


They  recall  more  ads. 
And  are  more  likely  to 
respond  to  them. 


Since  primary  readers  spend 
more  time  with  the 
magazine,  it  follows  that 
what  they  see  there  will 


A  magazine's  paying  customers 
pay  more  attention. 

Primary  readers  pay  for  a 
publication  or  are  readers  in 
households  where  someone  does. 
These  paying  customers  are  the  ones 
who  get  most  involved  with  the 
magazine's  editorial  content.  They 
mean  the  most  to  the  magazine  and 
to  the  magazine's  advertisers.  The 
magazine  means  the  most  to  them. 

They  are  reached  more  quickly. 
And  more  often. 

Primary  readers,  by  definition, 
are  the  people  the  magazine  reaches 
first.  And  once  it  does,  primary 
readers  spend  more  time  with  the 
magazine  than  anybody  else.  They 
read  on  more  days.  And  for  longer. 
They  have  a  greater 
opportunity  to  see 
your  advertising. 


make  a  more  lasting  impression.  In 
fact,  it's  been  shown  that  they  are 
more  likely  to  recall  advertising  than 
pass-along  readers.  And  more  likely 
to  respond  to  the  ads,  too. 

They  make  more  money. 
And  spend  more,  too. 

Primary  readers  make  more 
money  than  pass-along  readers.  And 
they  spend  more,  too.  They  are 
better  prospects  for  most  products— 
probably  for  yours. 


They  read  TV  Guide, 
the  magazine  with  America's 
largest  primary  audience. 


TV  Guide  sells  one  billion  copies 
a  year.  Over  60%  as  single  copy 
purchases,  90%  of  the  rest  as 
subscriptions  at  close  to  the  single 
copy  price.  As  the  chart  shows,  that 
circulation  includes  33  million 
primary  adult  readers  with  every 
issue.  More  than  Reader's  Digest. 
More  than  National  Geographic. 
More  than  any  other  magazine. 
What's  more,  you  get  them  at  a  lower 
CPM.  It's  a  winning  combination.  In 
America's  best  selling,  primary 
magazine. 


Primary  Readers 

adults  (000) 

4c  CPM 

TV  GUIDE 

33.013 

$  2.11 

Reader's  . 
Digest 

27,052 

$  3.04 

National  £• 

Geo. 

12.822 

$  6.24 

Better  , 
Homes  T 

9.805 

$  5.91 

Time 

'  6.630 

$10.60 

Newsweek 

4.048 

$12.78 

Source:  1979  Starch  Primary  Readership  Study 
Latest  announced  rates 


America  reads  TV  Guide. 


TV  Guide*  and  the  TV  Guide  logo  are  registered  trademarks  ot  Triangle  Publications.  Inc. 
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lb  its  proponents,  both  within  and  without  the  gaming 
industry,  legalized  casino  gambling  seems 
a  painless  way  to  raise  government  revenues, 
take  pressure  off  the  taxpayer  and  avert 
cutbacks  in  vital  government  services.  But  even  if  these 
dubious  propositions  should  hold,  it's  a  virtual 
certainty  that  these  worthy  goals  cannot  be  realized 
without  f  unneling  additional  hundreds  of  millions  of 
dollars  into  the  coffers  of  organized  crime. 


of  legalized  casino  gambling  is  enor- 
mous. A  1976  federal  commission  esti- 
mated casino  gambling  had  a  $9  billion 
market  potential  vs  around  $2.5  billion 
in  legal  revenues  last  year,  and  that  sug- 
gests a  staggering  growth  prospect. 
Which  is  why  the  pressure  is  mounting 
for  other  states  to  climb  on  the  band- 
wagon: California,  Hawaii,  Maryland, 
Massachusetts,  New  York,  Pennsylva- 
nia, Florida,  Washington  and  Michigan. 

To  its  proponents,  both  within  and 
without  the  industry,  legalized  casino 


gambling  seems  a  painless  way  to  raise 
government  revenues,  taking  pressure 
off  the  taxpayer  and  averting  cutbacks  in 
services.  But  even  if  these  dubious  pro- 
positions should  hold,  it's  virtually  cer- 
tain these  goals  cannot  be  realized 
without  funneling  untold  additional 
hundreds  of  millions  into  the  coffers  of 
organized  crime. 

In  many  ways,  casino  gambling  em- 
bodies the  latest  phase  in  the  evolution 
of  organized  crime:  Convert  an  illegit- 
imate business  into  a  legitimate  one,  and 


exchange  the  risks  of  an  illegal  class  mal 
ket  for  the  rewards  of  a  legal  mass  on 
Pornography  yesterday,  casino  gamblir 
today,  marijuana  tomorrow. 

For  society,  then,  the  real  question  i 
Does  legalizing  gambling  necessarily  rei 
der  it  honest?  Or  does  it  simply  estabh1- 
a  pattern  whereby  organized  crime  ca 
get  its  hooks  into  hitherto  legitima 
businesses  and  corporations  without  tfc 
need  to  achieve  open  ownership? 

"Las  Vegas,"  says  Michael  Aguirre,  tf 
University  of  Southern  California's  res 
dent  expert  on  organized  crime,  "is  so 
of  the  second  chapter  in  the  develoj 
ment  of  the  mob.  The  first  chapter  w« 
Prohibition  and  the  development  of  th 
tremendous  network  that  was  set  up  t 
import  and  deliver  alcohol.  The  secom 
during  the  post-Depression,  post-Worl 
War  II  era,  was  gambling,  illegal  gan 
bling,  with  its  heart  and  center  in  Li 
Vegas.  The  third  phase  is  the  massn 
movement  into  legitimate  business. 
He's  got  a  point.  ■ 


Pick  a  number,  any  number 


If  Las  Vegas  and  Atlantic 
City  are  the  playgrounds  of 
the  affluent  and  semi-afflu- 
ent, the  "numbers  game"  is 
the  poor  man's  alternative — 
a  type  of  lottery  that  offers 
low  stakes,  high  odds  and  the 
tantalizing  promise  of  easy 
money.  With  about  $10  bil- 
lion bet  each  year,  the  illegal 
numbers  racket  is  also  one  of 
organized  crime's  biggest 
sources  of  revenue,  maybe 
even  more  important  than 
casino  gambling. 

Here's  how  it  works:  The 
player  picks  any  three-digit 
number  and  places  a  bet  of  as 
little  as  50  cents  with  an 
agent — a  hotel  or  office  em- 
ployee, a  newsstand  operator,  a  shopkeeper.  Once  a  day,  a 
"runner,"  who  gets  a  commission  of  10%  to  25%,  comes 
around  to  pick  up  the  money  and  takes  it  to  the  drop, 
probably  a  private  home  or  apartment.  The  controller  at 
the  drop  takes  5%  and  passes  the  business  on  to  the 
numbers  "bank,"  which  finances  the  operation  and  pays 
off  when  a  number  "hits." 

In  New  York,  the  winning  number  is  most  commonly 
derived  from  the  "handle" — the  dollar-total  bet — on  the 
third,  fifth  and  seventh  races  at  one  of  the  area  tracks: 
Take  the  last  digit  of  the  handle  for  each  of  the  three  races, 
and  there's  the  winner.  The  odds  against  guessing  the 
three  digits  in  the  right  order  are  999-to-l  and  the  banks 
pay  off  at  500-to-l.  Thus,  if  you  bet  $1  and  hit,  you  get 
back  $499  (the  bank  keeps  the  $1  you  bet),  less  the  run- 
ner's commission  of  $50  or  more.  There  are  endless  vari- 
ations with  better  odds  and  lower  payoffs:  You  can  bet  that 
your  three  digits  will  come  up  in  any  order,  for  example,  or 
that  a  certain  digit  will  appear  in  the  middle  slot.  Accord- 


Legal  numbers  parlor  in  New  York  City 


ing  to  New  Jersey  gambling 
expert  John  Scarne,  the  num- 
bers racket  yields  its  opera- 
tors about  7%  after  prizes 
and  other  expenses — not  bad, 
considering  that  the  profits 
are  tax-free. 

Despite  the  odds  against 
winning  the  numbers  game, 
it  has  a  loyal  clientele,  espe- 
cially in  big  cities.  In  some 
poor  parts  of  New  York  City, 
for  example,  "numerology 
sheets"  like  Big  Red  outsell 
the  Sew  York  Times  and  the 
Wall  Street  journal '.  Big  Red,  an 
8l/2-inch-by-14-inch  sheet  of 
pink  paper  that  sells  at  news- 
stands for  30  cents,  contains 
little  more  than  column  upon 
column  of  three-digit  numbers  in  tiny  print — the  num- 
bers that  hit  this  time  last  year,  today's  lucky  number 
for  your  astrological  sign.  A  disclaimer  at  the  bottom  of 
the  page  says  Big  Red  is  "For  entertainment  purposes 
only.  Not  intended  to  encourage  gambling."  Who's  kid- 
ding whom? 

Fourteen  states — most  recently,  New  York — have  tried 
to  cut  in  on  the  business  by  setting  up  legal  numbers  games 
complete  with  computers  and  auditors,  but  whether  they 
are  taking  customers  away  from  the  mob  or  simply  creat- 
ing a  new  clientele  is  an  open  question.  Remember,  if  you 
win  a  state  lottery,  you  have  to  pay  taxes  on  the  windfall. 
Moreover,  despite  numerous  safeguards,  even  the  legal 
games  provide  opportunities  for  slick  operators  to  make  a 
dishonest  buck.  Witness  the  recent  scandal  in  Pennsylva- 
nia, when  a  state  employee  involved  in  running  the  legal 
game  and  some  of  his  compatriots  were  accused  of  rigging 
the  winning  number,  then  buying  up  truckloads  of  win- 
ning tickets— Carmicbael 
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We  will  continue  to  import  oil, 
but  we  don't  have  to  depend  on  it. 


What  we've  learned  from  our 
dependence  on  foreign  oil. 

The  1970's  made  it  painfully  clear 
that  an  America  dependent  on 
foreign  oil  is  a  terribly  vulnerable 
America.  Foreign  oil  is  expensive 
and  inflationary.  And  it's  not  get- 
ting any  cheaper.  (Last  year  we 
paid  over  $66  billion  for  it.) 

Our  quest  for  energy  indepen- 
dence in  the  next  decades  will 
determine  just  how  well  we've 
learned  this  lesson.  Yet  even  now, 
predictions  of  industrial  energy 
usage  indicate  heavy  reliance  on 
oil  and  natural  gas  right  through 
the  80's  and  90's. 

The  time  has  come  to  shift 
away  from  oil  and  use  other  more 
cost-effective  energy  sources.  The 
best  uses  of  our  oil  are  for  petro- 
chemicals, defense,  and  transpor- 
tation when  electric  power  is  not ; 
a  viable  alternative. 
Conservation  through  efficient 
energy  management. 
Everything  we  do  to  conserve 
existing  fuel  supplies  can  help. 
What  can  we  do  now?  We  must 
divert  more  power  generation 
from  gas  and  fuel  oil  to  coal  and 
nuclear.  Solar  systems  for  heating, 
and  proper  sealing  and  insulating 
of  every  building  should  be  em- 
phasized. Tax  credits  are  avail- 
able to  encourage  these  improve- 
ments. America  has  reduced  its 
energy  consumption  by  15  per- 
cent in  the  last  several  years,  but 
we  need  to  do  more. 

Westinghouse  has  cut  its  own 
energy  consumption  by  30  per- 
cent compared  to  1972,  saving 
over  $100  million  in  fuel  costs. 
And  it's  an  important  part  of  our 
business  to  help  others  do  the 
same. 


Vestinghouse  products  and 
^sterns  can  help  cut  energy 
osls. 

or  industry 

Vestinghouse  offers  many  en- 
rgy-saving  products  that  contrib- 
te  to  lower  energy  costs  for  its 
idustrial  customers.  Examples 


ldude  computerized  manufac- 
jring  control  systems,  energy- 
fficient  motors  and  drive  sys- 
;ms,  induction  heating  systems 
nd  factory  area  lighting.  Even 
/aste  heat  can  be  captured  by  an 
idustrial  heat  pump  and  be  re- 
sed  for  process  or  space-heat 
pplications. 

or  commercial  buildings 

Vestinghouse  Moduline™  esca- 
Jtors  in  commercial  buildings 
ave  up  to  59  percent  in  energy 
sage  over  conventional  ones. 


Exclusive  Mark  V™  solid-state 
elevator  controls  save  up  to  35 
percent.  Task  lighting,  rather  than 
area  lighting,  can  cut  energy  bills 
by  40  percent.  Even  simple  re- 
placement of  a  standard  40-watt 
fluorescent  with  a  40-watt  Wes- 
tinghouse  Econ-o-watt®  yields  a 
15  percent  energy  savings. 
For  transportation 
Providing  reliable,  comfortable 
and  convenient  public  transpor- 
tation is  an  ongoing  priority  at 
Westinghouse.  In  Western  Europe 
and  Japan,  almost  half  of  all  com- 
muters use  public  transportation. 
Only  a  few  U.S.  cities  now  have 
efficient,  available  systems.  So 
only  a  small  percentage  of  ail 
commuter  trips  in  the  U.S.  are 
made  on  public  transportation. 


Westinghouse  People  Moving 
systems  powered  by  electricity 
are  transporting  millions  of  peo- 
ple each  year  at  four  major  air- 
ports, and  we  have  two  more 
systems  under  construction.  And 
the  same  technology  is  being 
considered  for  people  movers  in 
downtown  Los  Angeles,  Miami, 
Detroit  and  St.  Paul. 


Successful  Westinghouse  en- 
ergy management  strategies, 
products  and  systems  technology 
can  be  applied  now  in  every 
industry  faced  with  rising  en- 
ergy costs  and  possible  energy 
shortages. 

Tomorrow's  Energy: 
Westinghouse  is  working  on  it. 

Our  energy  future  revolves 
around  a  combination  of  sources. 

With  aggressive  research  and 
development,  technologies  like 
coal  conversion,  solar  generated 
electricity,  fuel  cells,  nuclear  fu- 
sion and  nuclear  breeder  reactors 
will  play  a  major  role  in  meeting 
our  energy  needs  in  the  21st 
century. 

And  most  of  the  power  from 
these  new  energy  sources  will  be 
delivered  as  electricity,  the  most 
flexible  and  reliable  form  of 
usable  energy.  (continued) 


Westinghouse 


By  the  year  2000,  our  electrical  needs 
will  double.  Coal  and  nuclear  power 
are  essential  to  help  meet  those  needs. 


The  realistic  alternatives. 

Given  America's  projected  elec- 
trical needs  for  the  remainder  of 
this  century,  we're  fortunate  to 
already  have  the  viable  alterna- 
tives of  coal  and  nuclear  power 
through  the  80's,  90's  and  beyond. 

Common  sense  dictates  a  new 
rel  iance  on  these  fuels  for  the  near 
future.  The  conversion  of  existing 
oil-fired  generating  plants  to  coal 
or  replacement  with  nuclear  or 
coal  is  one  more  essential  step  in 
conserving  oil  and  natural  gas. 


We're  sitting  on  enough  coal 
to  power  this  country 
for  over  100  years. 

America  has  nearly  one-third  of 
the  world's  supply  of  coal,  and 
new  technologies  make  it  more 
versatile  than  ever. 

At  present,  coal  represents  93 
percent  of  our  recoverable  fossil 
fuel,  but  supplies  only  19  percent 
of  our  energy  needs. 

By  contrast,  traditional  domes- 
tic gas  and  oil  reserves  comprise 
only  4.5  percent  of  our  total  esti- 
mated recoverable  fossil  fuels. 
But,  together  with  oil  and  gas 
imports,  they  supply  73  percent  of 
the  nation's  energy.  Something's 
got  to  give. 


PROIECTED  ELECTRICITY  REQUIREMENTS 

Bars  represent  the  forecasted  amount  of  electricity  needed 
for  the  United  States. 


Source:  Westinghouse  Market  Research  &  Analysis 


1980  2-  i  trillion  kilowatt  hours 


The  cost  of  mining  and  trans- 
portingcoal  in  America  is  roughly 
$30  a  ton;  to  obtain  the  equiva- 
lent amount  of  energy  from  crude 
oil  would  cost  $125.  And  the 
price  gap  continues  to  widen. 

Inc  reasing  our  coal  production 
by  only  25  percent  produces  the 
energy  equivalent  of  two  million 
barrels  of  imported  oil  a  day . .  .or 
approximately  a  quarter  of  the  oil 
the  U.S.  imports  each  day. 

Whatever  the  method  of  using 
coal-direct  burning,  liquified,  or 
gasified- Westinghouse  has  the 
technology  and  the  systems  and 
equipment  to  help  make  the  most 
of  it. 


1990  i.b  trillion  kilowatt  hours 

I  2000  4  8  trillion  kilowatt  hour-. 


■ 


Countries  all  over  the  world 
have  moved  ahead  with 
luclear  power.  Shouldn't  that 
tell  us  something? 


The  governments  of  France, 
Great  Britain,  Spain,  Sweden, 
Germany,  Japan  and  the  USSR  are 
proceeding  with  the  application 
□f  nuclear  power. 

Yet,  in  America,  a  relatively 
small  numberof vocal  individuals 
demand  no-risk  energy  alterna- 
tives. But  in  our  complex  society, 
there  is  no  such  thing  as  a  risk-free 
technology. 

The  Westinghouse  credentials. 

To  date  more  than  one  trillion 
kilowatt  hours  of  electrical  power 
have  been  generated  by 
Westinghouse  pressurized  water 
reactors.  Westinghouse  and  its 
international  licensees,  with  55 
nuclear  plants  in  operation  and 
106  more  being  built  or  con- 
tracted for,  represent  the  def  i  n  itive 
worldwide  standard  of  nuclear 
plant  technology. 

Also,  the  nuclear  industry 
safety  record  is  impressive.  In  23 
years  of  commercial  operation, 
nuclear  power  has  established  a 
safety  record  far  better  than  all 
other  large-scale  power  genera- 
tion energy  forms. 


Westinghouse  is  a  strong  advo- 
cate of  nuclear  power  safety  pro- 
grams. We  recently  announced 
our  second  full-time  facility  for 
training  nuclear  plant  operating 
personnel  and  for  improving  the 
qualifications  of  present  plant 
operators. 

Comparing  the  cost  of  oil 
and  nuclear. 

Comparative  economic  studies 
show  that  if  a  domestic  utility 
could  instantly  replace  an  oil- 
fired  generating  unit  with  a  nu- 
clear unit: 

•  Initial  cost  would  be  large,  but 

•  Based  on  the  performance  of 
current  operating  units,  the  nu- 
clear unit  could  save  the  initial 
investment  in  energy  costs  in  the 
first  four  years  of  operation. 

The  obstacles. 

Two  main  policy  areas  retard  the 
contribution  coal  and  nuclear 
energy  can  make  to  America's 
energy  independence.  They  are: 

•  Inordinately  long  licensing  pro- 
cedures, and 

•  Lack  of  a  programmatic  ap- 
proach to  pollution  control  and 
waste  disposal. 

Westinghouse  supports  tech- 
nological solutions  to  these  is- 
sues, rather  than  expanded  regu- 
latory procedures. 


With  almost  a  hundred  years  of 
leadership  in  electrical  energy, 
Westinghouse  is  singularly  well 
equipped  to  help  industry  get  the 
most  out  of  its  energy  supplies,  at 
the  least  possible  cost. 

(continued) 
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We're  working  on  the  energy  mix 
of  tomorrow. 


Westinghouse  is  exploring  virtu- 
ally every  technology  that  may 
bee  ome  a  part  of  tomorrow's  total 
energy  picture.  There  is  no  one 
answer  to  the  energy  problem. 
Gasification:  The  cleanest  most 
efficient  way  to  use  coal. 
Gasifiying  coal  yields  a  clean 
energy  source  that  can  be  used  to 
generate  electrical  power-or  can 
be  converted  to  synthetic  fuels 
that  substitute  for  oil  and  natural 
gas. 

Applications  for  coal  gasifica- 
tion include  commercial  plants 
that  produce  synthetic  gas  for 
pipeline  distribution.  Up  to  now, 
this  fuel  is  expensive,  but  current 
projections  show  natural  gas 
prices  exceeding  those  of  syn- 
thetic fuels  by  the  end  of  the  80's. 


Commercial  application  of 
coal  gasification  will  be  realized 
in  the  80's.  And  Westinghouse  is 
now  moving  this  technology  from 
the  pilot  plant  stage  into  the  mar- 
ketplace. Current  evaluations  by 
the  Department  of  Energy  show 
the  Westinghouse  gasification 
system  to  be  both  efficient  and 
environmentally  acceptable. 


At  Ferrum  College  in  Virginia,  this 
solar  collector  array  and  a 
Westinghouse  Templifier® 
industrial  heat  pump  supply  space 
heating  and  domestic  hot  water 
for  three  dormitories. 


Fuel  Cells 

These  battery-like  power  devices 
chemically  produce  electricity 
from  fossil  fuel  gases  without 
burning  them.  By  avoiding  direct 
combustion,  fuel  cells  raise  fuel 
efficiency  30  to  37  percent  in 
electricity  generation,  compared 
tocommercial  coal-fired  systems. 
At  the  same  time,  fuel  cells  allow 
excess  heat  to  be  recaptured  for 
otheruses.  Fuel cellsarequietand 
nonpolluting.  Westinghouse  has 
developed  a  high-efficiency  fuel 
cell  plant  that  utilizes  better  than 
80  percent  of  the  fossil  fuel 
energy. 

Because  they're  modular,  fuel 
cells  can  be  located  where  the 
energy  is  used.  Example:  a  total 
energy  system  (electricity  and 
heat)  for  a  large  building 
complex. 

Westinghouse  fuel  cell  plants 
are  scheduled  for  commercial 
demonstration  in  the  mid  1980's. 
Solar. 

Systems  to  heat  your  water 
are  here. 

Systems  to  power  industry  are 
being  developed. 

Opinion  surveys  show  that  many 
people  believe  that  solar  power 
can  solve  all  ourenergy  problems 
in  the  near  future.  Solar  will  help, 
but  it  may  take  25  years  before 
there  is  a  significant  impact  on 
society. 

Solar  systems  to  help  heat  new 
and  existing  homes  and  buildings 
are  available  now  and  should  be 
encouraged.  But  systems  for  sub- 
stantial generation  of  electricity 
are  stil  I  in  the  pi  lot  program  stages. 


At  Westinghouse  the  develop- 
ment of  Solar  Photovoltaics  is  our 
most  important  solar  activity.  The 
technology  converts  sunlight 
directly  to  electricity  through  a 
phenomenon  which  occurs 
when  sunlight  strikes  certain  ma- 
terials, such  as  silicon.  This  is  fa- 
miliar, at  least  on  a  small  scale,  to 
everyone  who  has  used  a  light 
meter  for  photography.  Light  me- 
ters are  little  photovoltaic  cells. 

The  Westinghouse  process  is 
the  most  efficient  in  producing 
electrical  power  per  square  foot 
of  photovoltaic  module.  And  we 
are  continually  improving  the 
process  to  reduce  costs. 

Westinghouse,  with  support 
from  the  two  largest  utilities  in 
California,  has  just  begun  opera- 
tion of  its  first  pre-pilot  line  for  the 
development  and  fabrication  of 
high  efficiency  photovoltaic 
modules.  The  development  pro- 
gram is  planned  to  progress 
through  a  series  of  developmen- 
tal pilot  lines  to  commercial  pro- 
duction and  cost-effective  electri- 
cal power  from  solar  energy  in 
the  Iate1980's. 

The  use  of  photovoltaics  is 
expected  to  proceed  from  spe- 
cialized, remote  applications  that 
exist  now,  through  residential  ap- 
plications in  the  late  1980's,  to 
centralized  power  generation  in 
the1990's.  Central  power  stations 
will  require  relatively  large  land 
areas  (approximately  0.4  square 
Imile  for  100  megawatts).  How- 
lever,  the  average  house  will  ac- 
commodate sufficient  photovol- 
taic modules  on  its  rooftop  to 
provide  60  to  80  percent  of  its 
energy  needs. 


Westinghouse  solar  activities 
have  produced  a  rugged,  accu- 
rate, simple-to-maintain  Heliostat 
for  use  in  solar  thermal  electric 
generating  systems.  The  heliostat 
tracks  the  sun  and  uses  mirrors  to 
focus  the  sun's  energy  on  a  central 
receiver,  which  generates  steam 
to  drive  a  conventional  turbine 
generator.  This  technique  can  be 
applied  to  repower  existing  oil 
and  gas-fired  power  plants  in  the 
southwestern  portion  of  the  U.S. 

Liquid  Metal  Fast  Breeder 
Reactor 

The  breeder  reactor  is  an  ad- 
vanced nuclear  power  plant  that 
offers  a  tremendous  future  energy 
resource  by  extracting  60  times 
more  energy  per  ton  of  uranium 
than  current  nuclear  reactors. 
Also  it  produces  more  fuel  than  it 
uses,  plus  produces  additional 
plutonium  fuel  for  conventional 
nuclear  reactors.  Westinghouse 
designed  and  operates  for  the 
Department  of  Energy  the  Han- 
ford  Fast  FluxTest  Facility  in  Rich- 
land, Washington  to  test  fuels  and 
materials  for  breeder  reactors. 


Fusion 

Controlled  thermonuclear  fusion 
is  considered  to  be  a  primary 
electric  power  source  for  the  fu- 
ture. Fusion,  in  concept,  is  the 
opposite  of  fission.  Instead  of 
splitting  the  atom,  two  atomic 
particles  are  fused  together  under 
extremely  high  temperature  and 
pressure.  In  the  process,  mass  is 
converted  into  vast  amounts  of 
heat  energy.  Westinghouse  is  ac- 
tively involved  in  key  national 
fusion  research  programs. 

While  those  described  here 
represent  promising  new  technol- 
ogies, there  is  a  whole  range  of 
others  that  may  play  integral  roles 
in  tomorrow's  mix.  Energy 
sources  like  the  Ocean  and  Geo- 
thermal,  Wind,  MHD  (magneto- 
hydrodynamics),  Methane  Re- 
covery, Hydrogen  Production 
and  others. 

We're  working  on  all  of  them  to 
identify  those  that  will  be  impor- 
tant energy  contributors  in  the 
2 1  st  centu  ry.  (continued) 
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*  America's  future  political  and  economic 
stability  depend  on 

adequate  energy  availability. 

*  Satisfying  our  energy  needs 

in  the  next  few  decades  requires 
a  program  of  conservation  and  new 
reliance  upon  the  fresh  potential 
of  coal  and  nuclear  power. 

*  Meanwhile  we  can  move  ahead 
with  the  development  of  important 
alternative  energy  sources  for  the  future. 

*  Westinghouse  has  now,  and  will  have 
the  technologies  to  meet 
Americas  electric  power  requirements, 
no  matter  what  the  fuel. 
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A  powerful  part  of  your  life.  , 
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Pittsburgh,  PA  15222 


pt  i 

ES.  " 


M  v. 
nth 
fthi 

"sti 

fcrn  i 

lets 

i  id 


%tin  scholars  know  what  investors  usually  have  to  learn  the  hard 
'ay — that  the  word  "securities'  (as  in  bonds  and  stocks)  is  an 
tymological  joke.  Its  roots  mean  'without  worry."  The  origins  of 
mils"  and  bears"  have  their  ironies,  too. 


Watch 
your  language 


By  Steele  Commager 

^|  an  any  word  have  wandered  fur- 
_  ther  from  its  roots  than  "securi- 
w  ties"?  Could  any  name  be  more 
pt?  By  inept,  of  course,  I  mean  "ill 
ing"  (Latin  in,  not,  plus  ciptus,  fitting, 
).  For  the  two  elements  of  the  word 
curities"  fit  ill  with  one  another,  at 
it  in  the  world  of  finance.  The  term 
ans,  literally,  "without  care"  (Latin.se, 
same  word  as. s/;/(j,  without,  plus cmw, 
rry,  care).  Can  anyone  who  has 
:ched  the  stock  market's  ups  and 
vns  over  the  last  decade  still  think 
t  owning  securities  will  make  him 
thout  worry"? 

'he  word  "securities"  will  prompt 
st  Forbes  readers  to  think  of  either 
ds  or  stocks.  "Bonds,"  etymological- 
are  straightforward  enough.  They  are 
e,  a  link,  a  covenant,  between  the 
ling  corporation  (or  government)  and 
purchaser.  The  meaning  is  identical 
h  that  of  "bond"  in  common  par- 
:e,  as  in  "bonds  of  affection"  or 
nds  of  marriage."  Though,  given  the 
ous  state  of  the  bond  market  in  the 
few  years,  such  securities  might  bet- 
)e  described  as  bonds  of  disaffection, 
nd  of  marriage  of  inconvenience, 
itock"  is  a  more  problematic  word. 
Oxford  English  Dictioncny  lists  65  dif- 
nt  meanings,  covering  some  six 
:s.  "Stock"  can  mean  a  supply  of 
chandise;  when  the  merchandise  is 
nals,  we  have  "live  stock."  Equally, 
ck"  can  mean  the  frame  of  a  plow,  to 
ch  the  parts  are  attached,  or  it  can 
n  the  butt  of  a  rifle.  In  the  world  of 
theater,  "stock"  refers  to  a  repertory 
pany — thus  "summer  stock."  In  rec- 
,  "stock"  is  a  broth  made  from  boil- 
iown  meats  or  vegetables,  to  be  used 
am  as  the  base  for  making  soups  or 
:es.    In   playing   card   games,  the 


■  Commager  is  professor  of  Greek  and  Uiiiti 
lumbia  University  and  an  occasionally  (lis 
>laiv  investor  in  slocks 


"stock"  is  the  portion  of  the  pack  not 
dealt  out,  but  that  which  remains  to  be 
drawn  from.  And,  of  course,  there  is 
one's  family  stock — one's  ancestors,  and 
also  one's  descendants. 

Various  as  these  uses  may  be,  a  basic 
idea  is  discernible.  Stock  is  something 
that  forms  the  substance,  the  center  to 
which  other  things  are  added,  or  from 
which  things  are  taken.  The  original 
meaning  seems  to  be  that  which  appears 
in  the  "stock"  (from  Old  English  stocc, 
stump)  of  a  tree — that  is,  the  trunk,  the 
center,  the  essence. 

To  buy  stock  in  a  company  is,  then  (at 
least  in  theory),  to  buy  a  fractional  part  of 
its  parent  trunk.  The  term  stock,  with  its 
suggestions  both  of  solidity  and  of 
growth,  is  almost  as  comforting  as  the 
term  "securities."  Yet  we  should  remem- 
ber that  tree  stocks,  however  firm  their 
roots  may  be,  do  not  grow  forever,  and 
they  sometimes  fall  without  warning. 
Only  a  determined  optimist  believes  that 
his  stocks  and  securities  need  no  care,  no 


worrying  over;  that  they  are  as  solid  as 
oak,  and  that  they  will  flourish  like  the 
green  bay  tree. 

Such  an  optimist,  on  Wall  Street,  is 
known  as  a  "bull."  His  counterpart,  a 
pessimistic  sort  convinced  that  stocks 
will  fall,  is  a  "bear."  We  have  all  heard 
one  story  or  another  purporting  to  ex- 
plain where  the  terms  come  from.  The 
most  familiar  explanation  invokes  the 
bull's  habit  of  tossing  his  horns  in  the  air, 
with  head  upraised.  Bears,  by  contrast, 
have  the  habit  of  staring  morosely 
toward  the  ground,  or  slashing  down- 
ward with  their  dread  claws. 

A  less  fanciful  but  more  likely  deriva- 
tion starts  from  the  term  "bear,"  which 
seems  to  be  the  earlier  of  the  two.  In  the 
early  18th  century,  "bear"  was  common- 
ly used  to  refer  to  stock  that  was  sold  by 
someone  who  did  not  own  it — stock  that 
was,  in  today's  usage,  "sold  short."  A 
person  who  sold  stock  in  this  manner 
was  termed  a  "bearskin  )obbcr." 

It  seems  likely  that  the  original  phrase 


"I  fear  that  the  word  Bear,"  Sir  Richard  Steele 
wrote,  "is  scarcely  to  be  understood  among 
Polite  People;  but  I  take  the  meaning  to  be,  that 
one  who  ensures  a  Real  Value  upon  an  Imaginary 
Thing  is  said  to  sell  a  Bear. ..." 
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The  likeliest  derivation  of  "bullish" 
may  be  that  it  was  chosen  simply 
as  the  adjective  opposed  to  "bearish." 
After  all,  the  two  animals  would  be  associated 
through  that  amiable  pair  of 
sports,  bull-baiting  and  bear-baiting. 


was  "to  sell  the  bearskin,"  which  came 
from  the  proverb,  "To  sell  the  bear's  skin 
before  one  has  caught  the  bear."  Sir 
Richard  Steele,  best  known  as  the  liter- 
ary partner  of  Joseph  Addison,  gives  us 
an  account  of  one  such  transaction  in  the 
Tatler  of  1709.  One  army  officer,  it 
seems,  had  "sold  the  bear"  to  another. 
Then,  "Words  arising  about  the  deliv- 
ery," the  buyer  accused  the  seller  of  be- 
ing a  "rogue,  villain,  bearskin  man,  and 
the  like."  The  matter  was,  in  the  end, 
settled  by  a  duel. 

A  harrowing  account  of  an  18th-cen- 
tury securities  transaction.  To  it,  Steele 
adds  an  apologetic  note,  which  gives  us  a 
fair  idea  of  the  esteem  in  which  short 
sellers  were  then  held.  "I  fear  the  word 
Bear  is  scarcely  to  be  understood  among 
the  Polite  People;  but  I  take  the  meaning 
to  be,  that  one  who  ensures  a  Real  Value 
upon  an  Imaginary  Thing,  is  said  to  sell  a 
Bear,  and  is  the  same  thing  as  a  Promise 
among  Courtiers,  or  a  Vow  between 
Lovers." 

A  trader  who  "sold  Bears"  would,  of 
course,  hope  that  the  price  of  the  stock 
(or  bearskin)  that  he  had  contracted  to 
provide  would  decline  in  value.  Having 
already  been  paid  for  it,  he  would  thus  be 
able  to  supply  it  at  less  cost  to  himself. 
Such  a  speculator,  hoping  that  values 
would  fall,  would  naturally  be  termed 
"bearish." 

The  term  "bullish,"  alas,  has  no  such 
provenance.  The  likeliest  derivation  may 
be  that  it  was  chosen  simply  as  the  adjec- 
tive opposed  to  "bearish."  After  all,  the 
two  animals  would  be  easily  associated 
through  that  amiable  pair  of  sports,  bull- 
baiting  and  bear-baiting,  which  re- 
mained popular  in  England  until  1835, 
when  they  were  outlawed. 

In  any  case,  we  have  the  evidence  of  the 
poet  Alexander  Pope,  no  less,  that  by 
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1 720,  the  year  of  the  notorious  South  Sea 
Bubble,  the  terms  "bull"  and  "bear"  were 
well  understood.  The  South  Sea  Com- 
pany, as  anyone  even  casually  interested 
in  human  folly  knows,  had  been  founded 
in  1 7 1 1  by  Robert  Marley,  earl  of  Oxford, 
and  virtually  prime  minister  under  Queen 
Anne.  It  was  granted  a  monopoly  on  the 
trade  with  South  America  and  the  Pacific 
Islands,  a  trade  which,  in  the  popular 
imagination,  promised  limitless  profits. 

The  fortunes  of  the  company  looked 
even  brighter  when,  in  1718,  the  king  of 
England  became  governor  of  the  com- 
pany. In  1720  the  bubble  began  to  swell, 
largely  because  of  a  grandiose  scheme  by 
which  the  company  assumed  the  bulk  of 
the  national  debt,  and  persuaded  inves- 
tors to  exchange  their  government  annu- 
ities for  stock  in  the  South  Sea  Com- 


pany. January  1 720  was  a  good  time  to 
bullish,  and  to  buy  stock.  The  shar 
then  stood  at  128.  By  March  they  we 
over  300;  by  May,  over  500;  by  June, 
900,  and  in  August  they  peaked  at  1,000 

That  was  the  time  to  become  a  be^ 
and  to  sell  short.  The  "insiders"  (inclu 
ing  several  cabinet  ministers)  sold  oil 
and  in  September  the  bubble  bur.it. 
the  month's  end  the  stock  had  crashed 
175,  and  by  the  year's  end  it  was  at  12 
virtually  where  it  had  been  in  January, 
few  canny  investors  profited,  but  t 
vast  majority  were  ruined.  The  chano 
lor  of  the  exchequer,  who  had  speculat 
in  the  stock  and  accepted  bribes  from  t 
company,  was  imprisoned,  and  the  dirt 
tors  of  the  company  were  stripped 
their  very  estates. 

One  of  the  investors  in  the  South  S 
Company  was  Alexander  Pope.  In  Mar 
1720,  he  boldly  put  some  £500  into  t 
company — "  'Tis  ignominious," 
wrote  a  friend,  "in  this  Age  of  hope  a 
Golden  Mountains,  not  to  venture." 
about  the  same  time,  he  wrote  an  e* 
berant  quatrain  to  be  inscribed  upon 
club's  punch  bowl: 

Come  fill  the  South  Sea  Goblet  full; 
The  Gods  shall  of  our  Stock  take  care: 
Europa,  pleas'd,  accepts  the  Bull, 
And  Jove  with  Joy  puts  off  the  Bear. 

The  title  of  the  poem  reads,  in  m 
"An  Inscription  upon  a  Punch-Bowl, 
the  South-Sea  Year  for  a  Club,  chai 
with  Jupiter  placing  Callisto  in  the  Sk 
&  Europa  with  the  Bull."  The  goblet 
be  inscribed  with  these  lines  must  ha 
had  engraved  upon  it  two  scenes  fn 
mythology,  each  depicting  one  of  Jov 
amorous  adventures.  The  first  see 
clearly  represented  Jove's  seduction 
the  mortal  Europa.  A  familiar  my 
Jove,  in  order  to  approach  Europa, 
sumed  the  form  of  a  bull,  and  induced  1 


We  have  the  evidence  of  the  poet  Alexander  Pope 
that  by  1720,  the  year  of  the  notorious 
South  Sea  Bubble,  the  terms  "bull"  and  "bear" 
were  well  understood.  Pope  himself  was  one  of  the 

investors  in  it. 


FORBES,  OCTOBER  27, 


CNA  believes  working  with  agents  is  one  of 
the  most  effective  ways  we  help  keep  insurance  affordable. 


"Our  clients  expect  more  of  us 
as  professionals;  thats  why  we  need 

an  insurance  company  like  CNA.  Carl,  Jr. ,  is  our 

life  and  pension  specialist  and  David  is  our  property  and  casualty 
expert.  We  have  always  accepted  total  responsibility  for  all  of  our 
clients'  insurance  needs.  I'm  convinced  it  gives  them  more 
confidence  in  us.  We  rely  on  CNA  for  life,  auto,  home  and  business 
insurance — because  our  clients  rely  on  us  for  a  well-integrated 
insurance  program  they  can  understand."  p, 

J  Carl  R  Schlotman,  Sr. 

Independent  Insurance  Agent 
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Judge  us  by  the  agents  who  represent  us 

Continental  Casualty  Company  Continental  Assurance  Company/CNA  Plaza/Chicago.  IL  60685 


to  climb  upon  his  back,  whereupon  he 
swiftly  bore  her  away  ("Europa,  pleas'd, 
accepts  the  Bull").  The  reward  for  her 
complaisance  was,  as  customary,  im- 
mortality of  a  sort,  and  the  continent  of 
Europe  was  supposed  to  have  taken  its 
name  from  her. 

The  second  scene  on  the  punch  bowl 
must  have  represented  Callisto,  another 
mortal  beloved  of  Jove.  Juno,  understand- 
ably jealous,  seems  to  have  turned  Cal- 
listo into  a  bear.  But  Jove,  in  turn,  trans- 
formed Callisto  into  a  constellation  (the 


Great  Bear),  thus  removing  her  to  heaven 
("And  Jove  with  Joy  puts  off  the  Bear"). 

Pope's  epigram  is  charmingly  appro- 
priate to  the  two  myths  chased  upon  the 
punch  bowl.  Yet,  given  the  date  of  the 
poem  (1720),  and  his  description  of  the 
punch  bowl  as  a  "South-Sea  Goblet,"  the 
lines  are  as  apt  financially  as  they  are 
mythologically.  "The  Gods  shall  of  our 
Stock  take  care"  seems  a  vague  reassur- 
ance: "Destiny  shall  provide  for  our  fam- 
ilies." But  it  suggests  also  a  second  sense 
of  "stock,"  the  shares  of  the  South  Sea 


Company.  And  even  Sir  Richard  Stee 
"Polite  People"  could  not  miss  the  finl 
cial  reference  in  the  last  two  lines. 
Europe  (Europa)  was  in  a  bullish  ma 
the  gods  themselves  had  banished  to 
skies  any  bearish  thoughts. 

Who  but  Pope,  investor  and  po 
could  so  felicitously  unite  the  worlds 
mythology  and  finance?  We  do 
know  to  what  extent  he  profited  fr 
his  investment  in  the  South  Sea  Cc 
pany.  But  his  stock  as  a  poet,  at  least 
still  rising.  ■ 


Important  changes  have  been  taking  place  in  the  home-buildin 
market  that  may  make  the  stocks  of  large  builders  attractive  buys. 


Playing  the 
housing  shakeout 


WITH  INFLATION  AND  INTEREST 
rates  climbing  rapidly  again 
after  all  too  brief  a  respite  in  the 
late  spring  and  summer  months,  home- 
building  stocks  might  seem  about  the 
last  thing  Wall  Street  would  be  interested 
in.  At  each  upward  turn  of  mortgage 
rates  (now  13%  to  14%)  since  Septem- 
ber, home-building  stocks  have  sold  off 
sharply.  Indeed,  with  no  more  than  1.2 
million  housing  starts  projected  this 
year,  the  same  number  as  in  1975,  one 
might  argue  that  stocks  like  U.S.  Home, 
Pulte  Home,  Lennar,  Kaufman  &  Broad, 
the  Ryland  Group  and  Shapell  Industries 
might  be  in  for  the  worst  drubbing  since 
the  one  they  suffered  in  the  mid-Seven- 
ties. That's  conceivable  if  the  assumed 
modest  recovery  m  housing  starts 
doesn't  pan  out. 

But  despite  the  dim  current  prospects, 
even  the  home-building  stocks  have 
some  supporters  on  The  Street  these 
days.  Crucial  changes  have  occurred  in 
the  industry,  say  home-building  stock 
bulls  like  Morris  Mark  of  Goldman, 
Sachs  &  Co.  and  Barbara  Alexander  of 
Smith  Barney,  Harris  Upham  &  Co.  As- 
suming inflation  can  be  reined  in  at 
about  its  present  pace  or  slowed  moder- 
ately, they  argue,  these  stocks  could  be- 
come quite  interesting. 


The  Streetwalker 


"The  character  of  the  home-building 
industry  has  changed  dramatically  in  the 
past  five  years,"  says  Mark.  "The  weak 
home  builders  are  gone  and  what  you 
have  left  now  are  the  survivors." 

Mark  claims  the  survivors  have  better 
financial  controls,  stronger  balance 
sheets  and  more  conservative  account- 
ing practices.  "Now  they  carry  land  at 
more  realistic  values  than  they  did  back 
in  the  mid-Seventies,"  he  says.  "And 
they  don't  use  large  amounts  of  leverage 
to  carry  the  land.  That's  what  got  them 
in  trouble  when  interest  rates  soared." 
Home  builders  also  used  to  heavily  cap- 
italize land  and  interest  on  their  balance 
sheet.  Of  those  who  still  do  that,  like 
Kaufman  &  Broad,  these  only  represent  a 
small  percentage  of  assets. 

The  fact  that  no  sizable  home  builder 
is  expected  to  show  more  than  a  15% 
earnings  drop  this  year,  and  that  some 
like  U.S.  Home  and  Lennar  may  even 
show  earnings  gains,  is  eloquent  testi- 
mony to  this  greater  financial  strength, 
say  Mark  and  Alexander. 

Getting  adequate  financing  both  for 
construction  and  for  customer  mortgages 
has  been  the  acid  test  for  builders  in 
recent  years.  As  a  result,  most  of  the 
large  builders  emphasized  housing  that 
would  qualify  for  FHA  and  VA  mort- 


gages. After  all,  Ginnie  Mae  (Gove 
ment  National  Mortgage  Associatii 
the  government-owned  corporatid 
which  buys  or  provides  FHA  VA  final 
ing,  usually  gets  first  crack  at  the  moi| 
markets.  "FHAVA  financing  is  the  1 
market  to  go  and  the  first  to  come  bac; 
says  Mark.  And  in  today's  tighten 
market,  that's  comforting  only  to  thi 
able  to  tap  it. 

In  addition,  a  number  of  home  bui 
ers — including  Ryan  and  Pulte — alrea 
have  developed  in-house  mortgage  si 
sidiaries  to  provide  financing  for  custa 
ers.  Ryland  Group,  which  plans  to 
likewise,  recently  got  a  $50  million  ccj 
mitment  from  Citicorp  at  current  av 
age  market  rates.  Ryland  can  use  thJ 
funds  to  help  customers  purchase  a  1 
land  home.  Says  Mark,  "It's  like  hav 
an  in-house  GMAC.  It's  not  a  compll 
panacea,  but  it's  a  real  plus."  In-hoi 
mortgage  subsidiaries  also  give  buildl 
flexibility  should  mortgage  money 
come  available  in  unexpected  are 
Pulte  has  been  arranging  for  its  custo 
ers  to  borrow  five-year  mortgage  mot 
from  banks  in  the  Midwest. 

Such  financing  trends  in  home-bui 
ing  have  lead  Smith  Barney's  Barbj 
Alexander  to  conclude  in  a  recent  repj 
that  this  once  highly  fragmented  ind| 
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How  to  announce 
that  you  ve  anrived 
without  making 
a  lot  of  noise  about  it. 

Arrive  in  a  Challenger.  You'll  arrive  in  quiet 
and  in  comfort,  in  the  business  jet  that  is  built  for 
the  way  business  works  today. 

The  quiet  comes  from  Challenger's  efficient 
turbofan  engines.  They  provide  performance  plus 
fuel  economy  at  noise  levels  well  below  the  most 
stringent  federal  regulations. 

The  comfort  comes  from  the  first  wide-body 
cabin  in  business  aviation.  You'll  appreciate  the 
extra  room  when  you  use  Challenger's  long  range 
to  meet  business  responsibilities  across  the  world. 

Plan  your  future  arrivals  in  one  of  the  two 
business  jets  that  put  today's  aviation  technology 
to  work  for  you— the  Challenger  or  the  new, 
extended  Challenger  E.  Call  James  B.  Taylor, 
President  of  Canadair  Inc.,  at  (203)  226-1581 .  Or 
write  to  Canadair  Inc.,  Dept.  DB22,  274  Riverside 
Avenue,  Westport,  CT  06880. 

The  all-new  business  jets. 

canadair 
challenger 


Anew 
dimension  in 
energy  savings 
along  existing  lines. 

MB  Now  a  single  system  can  enhance  your  communications  capabilities  and 
lower  energy  costs  by  as  much  as  20%.  And  that  single  system  is  already  wired  to  a 
large  extent  in  any  building  with  existing  telephone  lines,  so  you  also  save 
considerably  on  the  cost  of  installation. 


sti 

Wc 
till 

fit 


<^>  A  decision  within  a  process  symbolizes  information  management. 


Energy  communications  achieves  vital  savings  by  applying  the  specific 
strategies  of  a  Bell  System  Energy  Study  conducted  at  your  place  of  business. 

Dimension®  PBX  with  Energy  Communications  is  easy  to  operate  and 
easily  updated.  It  implements  your  programmed  "on-ofF"  cycles  and  load-shedding 
during  times  of  peak  demand.  It  transmits  signals  to  units  that  help  prevent  energy 
waste  in  ways  as  complex  as  adjusting  heating  and  cooling  systems  and  as  simple  as 
turning  lights  on  and  off.  Night  and  day.  Summer  and  winter. 

The  same  system  improves  overall  productivity  by  providing  more 
flexibility  and  greater  control  over  your  internal  and  external  communications. 

Managing  information  to  manage  energy  means  getting  the  most  from 
the  resources  on  hand— another  example  of  the  Bell  System  putting  its  knowledge  to 
work  for  your  business.  OB 


The  knowledge  business 


W  ml 


Texas,  1911. 

In  one  year,  ingenuity  and  56,000  tons  of  cement  built  Medina  Dam, 
creating  an  oasis  from  an  arid  desert.  Today  the  dam  is  still  functioning 
providing  a  Life  Support  System  for  millions. 

LONE  STAR. 

NUMBER  ONE  COMPANY  IN  THE  AGE  OF  CEMENT. 


■A 


irlONESTAR 

LONE  STAR  INDUSTRIES.  INC  ONE  GREENWICH  PLAZA  GREENWICH  CT  06830 


The  Streetwalker 


is  likely  to  become  much  more  con- 
trated  in  the  Eighties.  That,  Alex- 
er  thinks,  will  make  the  bigger,  more 
tient  home  builders  very  attractive 
estments. 

First,  the  majors  benefit  from  lower 
e  simply  because  large  builders  can 
wet  comparable  units  at  somewhat 
br  costs  than  can  the  small  guy  who 
ds  10  to  15  homes,"  Alexander  ex- 
ns.  "The  majors  can  buy  products 
materials  in  bulk  and  they  can  ap- 
:imate  assembly-line  production 
n  building  houses.  Also,  their  access 
iterim  construction  financing  is  fre- 
;itly  better,  and  its  cost  is  often  less 
|i  financing  available  to  smaller,  poor- 
jipitalized  builders." 
pose  moderate  cost  advantages,  she 
>,  will  be  compounded  in  the  Eighties 
ke  larger  firms  start  taking  advantage 
bvelopments  such  as  closed-wall,  or 
;ularized  building  components,  al- 
ly being  used  by  some  of  the  major 
Hers. 

Ehy  should  cost  reduction  be  more 
prtant  in  the  Eighties  than  it  was  in 
Seventies? 

Kffordability  has  become  more  of  an 
fe  lately,"  she  replies,  "and  some  of 
janswers  to  affordability  lie  in  rather 
ital-intensive  activities."  Result:  an 
[basing  share  for  the  larger  home 
Iters  who  may  grow  by  15%  to  20% 
nally  through  the  mid-Eighties  at 
1,  she  says.  Morris  Mark  basically 
las  with  that  assessment, 
lice  the  election  is  over  Mark  figures 
investor  should  begin  to  nibble  at 
iin    housing    and  housing-proxy 


stocks  that  will  do  better  in  the  early 
stages  of  the  housing  recovery.  "The 
companies  likely  to  show  optimum  per- 
formance early  in  the  recovery  phase  are 
those  that  finance  new  residential  con- 
struction— Federal  National  Mortgage 
Association,  Lomas  &  Nettleton  Finan- 
cial and  MGIC  Investment,"  he  says, 
"and  possibly  builders  that  can  provide 
FHA/VA  financing  like  U.S.  Home,  Pulte 
and  the  Ryland  Group." 

These  stocks,  he  figures,  will  be  first 
to  respond  to  a  leveling  or  modest 
decline  in  interest  rates,  which 
Mark  foresees  by  1981.  Mark  also  likes 
Centex  Corp.  because  of  the  double  play 
aspect:  This  builder  has  a  domestic  oil 
and  gas  business  on  the  side.  Others  like 
Jim  Walter,  Lennar,  Standard-Pacific, 
Lowe's  and  even  a  few  asset-rich  building 
material  producers  like  Owens-Corning 
Fiberglas,  Masonite,  Kaiser  Cement  and 
Johns-Manville  can  be  bought  when  the 
decline  in  rates  becomes  more  evident. 

At  today's  knocked-down  prices,  with 
a  number  of  housing  stocks  selling  only  5 
to  7  times  earnings  and  the  outlook  bet- 
ter for  large  home  builders  than  for  the 
economy  as  a  whole,  Morris  Mark  fig- 
ures the  risks  aren't  that  great.  Besides, 
the  yields  run  from  4%  to  5%  on  home 
builders  to  about  10%  for  financial 
stocks  like  FNMA. 

Alexander  simply  recommends  buying 
four  builders  now — Pulte,  Ryan,  Ryland 
and  U.S.  Home — and  that's  it.  She 
wouldn't  touch  suppliers  or  distributors. 
"They  all  are  likely  to  prove  sterile  in- 
vestments over  the  next  18  months," 
she  says.  "I  don't  see  any  great  upsurge  in 


housing  starts  during  this  period.  These 
companies  are  highly  leveraged  oper- 
ations, with  lots  of  unused  capacity. 
They  need  a  substantial  increase  in  starts 
to  get  a  sharp  recovery  in  earnings.  Until 
that  happens  you  may  see  more  price- 
cutting  or,  at  best,  no  price  increases  in 
an  inflationary  cost  environment." 

An  exception  is  Johns-Manville,  "only 
because  of  recent  quantification  of  sig- 
nificant platinum  reserves  on  its  North 
American  properties.  No  one  knows  at 
this  point  how  much  those  properties  are 
worth  or  when  they  can  be  brought  into 
profitable  production.  But  with  the  stock 
at  $27  a  share,  when  the  company  has 
assets  per  share  of  over  $80,  excluding 
plant  and  equipment,  you're  not  taking  a 
great  risk  for  a  potential  long-term  rare 
metals  play." 

Alexander  is  not  attracted  to  Lowe's 
and  other  distributors  because  they  sell  a 
substantial  part  of  their  volume  to  pro- 
fessional builders.  If  an  investor  wants  to 
participate  in  the  retail  "do-it-yourself" 
home-remodeling  market,  then  she  rec- 
ommends stocks  like  Stanley  Works, 
which  make  Stanley  Tools. 

Basically,  however,  Barbara  Alexander 
would  stick  with  large  home  builders. 
She  cites  one  more  emerging  trend  that 
will  play  into  their  hands. 

In  the  past,  she  argues,  something  like 
three-quarters  of  all  new  homes  were 
bought  by  existing  homeowners.  Now, 
with  mortgage  money  tight  and  very 
costly,  existing  homeowners  either  are 
reluctant  to  make  large  down  payments 
on  new  homes  that  often  are  smaller,  or 
they  can't  get  a  buyer  for  their  home 
because  the  buyer  can't  obtain  financing. 

So,  in  an  emerging  trend,  the  first-time 
buyer  increasingly  is  being  forced  to  buy 
a  new  home.  The  larger  builder  usually 
has  financing  and  often  he  can  provide  a 
slightly  lower  rate  and  a  lower  down  pay- 
ment. Says  Alexander,  "Look  at  what 
has  been  happening  to  the  spread  be- 
tween new  home  prices  and  resales.  In 
the  Seventies  resales  typically  sold  for 
10%  to  15%  below  the  cost  of  new 
homes.  By  last  month  the  gap  between 
the  two  had  all  but  disappeared.  The 
difference  was  only  $200  to  $300.  If 
mortgage  money  generally  remains  cost- 
ly, as  I  believe  it  will,  then  you  could  see 
first-time  buyers  buying  new  homes  in- 
stead of  resales.  The  homes  will  be 
smaller,  be  on  smaller  plots  of  land  and 
have  fewer  amenities  so  they  can  afford 
to  buy  them." 

While  that  is  one  of  the  more  intrigu- 
ing arguments  for  an  out-of-favor  indus- 
try that  you'll  run  across  in  this  market, 
it's  best  to  remember  that  still  higher 
interest  rates  could  mean  housing  starts 
of  1  million  units  or  less,  and  at  that  level 
all  bets  are  off.— Howard Rudnitskv 
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Can  Colonial  Penn  survive  the  rupture  of  its  cozy  relationship  wit\ 
the  AARP-NRTA?  Fifty  million  elderly  Americans  will  decide. 


"How  sharper  than 
a  serpent's  tooth" 


By  Stanley  Ginsberg 


(  olonial  Penn  Chairman  John  J.  MacWilliams 
"We  are  aggressive  and  hungry  now." 


John  J.  MacWilliams,  chairm 
and  CEO  of  Colonial  Penn  Grov^ 
does  not  need  to  read  King  U-ar 
know  about  rejection.  On  Sept.  30  t 
nation's  two  largest  retirees'  organil 
tions,  the  American  Association  of  R 
tired  Persons  and  the  National  Retir 
Teachers  Association,  announced  tri 
next  June  30  they  would  formally  tern 
nate  a  cozy — Forbes  once  called  it  inc< 
tuous — relationship  with  Colonial  Pel 
that  had  turned  an  insurance  mai 
brainchild  into  a  company  with  19 
earnings  of  $4.45  a  share — a  return 
better  than  20%  on  equity — on  revenui 
of  $752  million,  most  of  it  from  AAR 
NRTA  members. 

Colonial  Penn  stock,  which  sold  clc 
to  40  in  1978,  fell  below  17.  The  mark 
seems  to  be  questioning  the  compan 
very  survival.  But  the  reports  of  its  ii 
pending  death  may  be  grossly  prematuj 
To  understand  what  is  happening  y 
have  to  go  back  to  the  mid-Fifties,  wh 
a  former  high  school  principal  nam 
Ethel  Percy  Andrus  approached  Leona 
Davis,  a  Poughkeepsie,  N.Y.  insuran 
man,  about  group  health  insurance 
retired  teachers.  Davis  persuaded  what 
now  CNA  Financial  Corp.  to  write  t 
contract.  Andrus  went  on  to  found  t 
AARP  and  Davis  landed  that  associatioi 
insurance  business,  too.  In  1 963  he  start 
his  own  company  to  handle  both  a 
counts.  He  ended  up  with  exclusive  co 
tracts  to  sell  group  health  insurance  to  t 
combined  memberships,  which  total 
12.5  million  people  last  year. 

Building  on  this  exclusive  relationsh 
Davis'  company  expanded  into  li: 
homeowners'  and  auto  insurance.  Wh 
the  AARP-NRTA  needed  someone  to  < 
up  their  travel  programs  and  take  care 
their  18.5-million-name  mailing  list,  C 
lonial  Penn  was  there.  And  when  tl 
retirees  wanted  temporary  employme 
and  retirement  communities,  Coloni 
Penn  was  there,  too.  For  such  favor 
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©Eastman  Kodak  Company.  1980 


"According  to  the  manual,  this  baby  will  do  over  7,000  an  hour. 
Unfortunately,  Parker  here  can  only  staple  at  312." 


A  copier  is  really  only  as  fast  as  its  slowest 
link.  Which  is  to  say  that  rated  speed  and  actual 
productivity  are  quite  often  very  different  things. 

Whatever  a  Kodak  copier  does,  it  does 
at  full  4200-per-hour  speed.  If  you  want  copies  col- 
lated and  stapled,  for  example,  they're  collated 
and  stapled  at  full  speed.  Which  means  that,  in 
many  jobstreams,  a  Kodak  copier  is  more  produc- 
tive than  a  "faster"  copier!  And  it  turns  out  what 
people  are  calling  the  best  copies  in  the  business. 
Your  Kodak  rep  has  some  real-life  examples. 

Write:  Eastman  Kodak  Company, 
CD0442,  Rochester,  N  Y  14650. 

Kodak  copiers.  They  may  be  the  most 
productive  in  the  world,  for  you. 


100-y€ar  §tart  on  tomorrow^ 


Kodak  Ektaprint  150AF  copier-duplicator 


treatment  as  being  (until  recently)  the 
only  company  permitted  to  advertise  in 
the  associations'  magazines,  Colonial 
Penn  paid  its  erstwhile  sponsors  an  an- 
nual "administrative  allowance"  that 
came  to  $14.5  million  in  1979,  about  a 
fourth  of  the  combined  AARP-NRTA  op- 
erating budget. 

Everything  proceeded  swimmingly  un- 
til 1976,  when  both  Forbes  and  Consum- 
er Reports  published  unfavorable  stories 
on  the  relationship.  The  Consumer  Re- 
ports article  said  that  of  16  health  insur- 
ance policies  for  the  aged  the  magazine 
analyzed,  Colonial  Penn's  AARP  and 
NRTA  policies  offered  "the  least  protec- 
tion." Writing  in  Forbes  (Feb  1,  1976), 
Phyllis  Berman  questioned  the  "cozy" 
relationship  between  company  and  asso- 
ciations and  asked  whether,  under  the 
circumstances,  Colonial  Penn  deserved 
the  fat  premium — once  as  high  as 
1,300%  over  book —  the  stock  market 
was  putting  on  its  shares.  After  that  Co- 
lonial Penn's  revenues  and  earnings  con- 
tinued to  grow,  but  among  the  aged  the 
company's  reputation  was  never  again 
the  same.  "The  controversy  was  eroding 
our  basic  mission  to  serve  the  interests 
of  the  elderly,"  says  Lloyd  Wright,  an 
AARP-NRTA  spokesman. 

As  the  controversy  broke,  Colonial 
Penn  was  in  the  unenviable  position  of 
dependence  on  the  associations  for  just 
about  all  of  its  business.  The  Securities  & 
Exchange  Commission  felt  that  the  rela- 
tionship was  significant  enough  to  war- 
rant a  formal  investigation  into  Colonial 
Penn,  which,  a  commission  source  con- 
cedes, "is  almost  certain  to  result  in  a 
penalty." 

The  relationship  was  clearly  doomed, 
even  though  it  took  the  associations  four 
years  to  break  it  off.  Two  years  ago 
AARP-NRTA  hired  Towers,  Perrin,  For- 
ster  &  Crosby  to  review  their  insurance 
tangle.  "We  came  to  four  basic  deci- 
sions," says  Wright.  "We  decided  to 
withdraw  all  of  our  endorsements  of  Co- 
lonial Penn's  nonhealth  lines  as  of  Dec. 
31,  1979;  to  find  a  disinterested  third 
party  to  manage  our  membership  lists;  to 
open  our  publications  to  all  advertisers, 
except  those  offering  group  health  pro- 
grams competing  with  our  chosen  spon- 
sor; and  to  open  our  group  health  insur- 
ance business  to  competitive  bidding." 
After  soliciting  62  companies  earlier  this 
year,  the  associations  chose  four  to  sub- 
mit final  bids:  Colonial  Penn,  Metropoli- 
tan, Allstate,  and  the  eventual  winner, 
Prudential. 

Curtains  for  Colonial  Penn?  Not  neces- 
sarily. "We're  really  talking  about  the 
loss  of  a  single  product-line  endorse- 
ment," claims  Colonial  Penn  CEO  Mac- 
Williams.  Indeed,  the  numbers  support 
him:  For  the  first  six  months  of  1980  all 
of  Colonial  Penn's  nonendorsed  product 
lines  showed  revenue  growth,  from  11% 
for  their  life  business  to  5%  in  auto  and 


homeowners'  insurance. 

If  the  loss  of  group  health  hurts,  Mac- 
Williams  is  trying  hard  not  to  show  it.  "I 
don't  think  it's  laying  it  on  too  heavy  to 
say  that  we  are  the  premier  direct-re- 
sponse marketer  in  the  over-50  market," 
he  says,  referring  to  the  company's  suc- 
cess without  an  agency  sales  force.  "Pru- 
dential has  very  little  direct  marketing 
experience  in  any  segment,  let  alone  this 
one."  With  that  morale-booster  in 
mind — and  continued  access  to  the 
AARP-NRTA  mailing  list  even  after  the 
endorsement  formally  expires  on  June 
30,  1981 — MacWilliams  sees  a  pot  of 
gold  at  the  end  of  the  rainbow.  "We're 
aggressive  and  hungry  now,"  he  says. 
"Between  now  and  July  1  we're  going  to 
try  to  retain  as  much  of  our  current  busi- 
ness as  we  possibly  can.  Then  we're  go- 
ing after  50  million  older  Americans — 
and  not  just  the  12.5  million  members — 
with  all  the  knowhow  we've  accumulat- 
ed in  the  past  20  years." 

Still,  the  health  insurance  field  is  a  lot 
tougher  than  when  Colonial  Penn  was 
the  only  player  in  town.  In  order  to  stay 
competitive  with  Prudential — which 
committed  itself  to  a  minimum  loss  ra- 
tio (percentage  of  premiums  paid  out  as 


claims)  of  75% — Colonial  Penn  with 
current  loss  ratio  percentage  in  the  h 
60s  will  have  to  face  an  uncomfortai 
squeeze  on  its  already  thin  10%  prei 
margins.  At  the  same  time  the  evapc 
tion  of  its  captive  market  is  going! 
entail  increased  marketing  costs, 
though  Colonial  Penn  expects  that  i 
to  be  partially  offset  by  the  $14.5  mill: 
it  no  longer  has  to  pay  the  association 
MacWilliams  is  facing  a  joyless  pt 
pect  for  the  near  future.  In  spite  a 
recent  Conning  &  Co.  estimate  that  < 
lonial's  life  earnings  can  be  expected) 
grow  by  15%  annually  and  that  propel 
casualty  premiums  should  show  gains 
$25  million  a  year  from  their  1979  h 
of  $225  million,  chances  are  Colon 
Penn  will  be  hard-pressed  to  hold  on 
much  of  its  current  health  business.  C 
ning's  Robert  Langen  anticipates  q 
the  firm  will  retain  no  more  than  oi 
third  of  it.  In  that  case,  1980  earnii 
should  slide  to  around  $3.50.  Next  yes 
results  should  dip  even  further,  to  $3. 
before  recovering  to  $4.00  in  1982.  At 
recent  price  of  163/4 — a  fat  25%  discoi 
on  its  midyear  book  value  of  $22. 5( 
Colonial  Penn  stock  clearly  discou: 
the  worst.  ■ 


Living  in  a  small  pond  can  be  very  profitabU 
provided  you  are  a  large  enough  fish. 


Making  it  big 
in  Big  Sky  country 


By  Allan  Sloan 


United  Air  Lines  has  42  flights  a 
day  over  Montana,  but  none  of 
them  land  here,"  says  Ian  David- 
son, leaning  back  in  the  comfortable 
chair  in  his  knickknack-filled  office. 
"Merrill  Lynch  treats  Montana  like  that, 
too,"  he  goes  on.  "We  use  that  attitude  to 
our  advantage." 

Indeed  he  does.  Davidson's  brokerage 
firm,  D.A.  Davidson  &  Co.  of  Great 
Falls,  is  prospering  because  it's  a  local 
enterprise  that  spends  the  time  and 
money  to  treat  Montana  like  a  rich  mar- 
ket while  most  national  companies,  with 
bigger  fish  to  fry,  treat  the  vast  state  as  a 
wasteland  thinly  settled  by  780,000  har- 


dy souls.  By  combining  Montana  ch 
vinism  with  an  astute  usage  of  regio: 
stock  exchanges,  D.A.  Davidson  1 
evolved  into  the  quintessential  regioi 
brokerage  firm — the  Merrill  Lynch 
Montana,  as  it  were.  Like  the  Thund 
ing  Herd,  D.A.  Davidson  is  more  thai 
place  to  buy  and  sell  stocks.  The  co 
pany  offers  an  array  of  products  rang 
from  movie  syndications  to  small  issi 
of  tax-exempt  Montana  industrial  r 
enue  bonds  to  $5,500  bronze  busts  of 
late  Charles  Marion  Russell,  Montan 
best-known  artist. 

D.A.  Davidson  has  nine  offices, 
eluding  a  new  one  in  Williston,  N.Da 
its  first  venture  outside  Montana.  1 
firm,  29%  owned  by  Davidson,  l\ 
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Who  says  two  into  one  can't  go? 

Designed  to  make  life  easier  for  the  airlines,  the  extra 
wide  body  of  the  Airbus  A300  and  A310  enables  inter-line  LD3 
containers  to  be  carried  side  by  side. 

Full  width  pallets-common  to  the  long  range  wide  body 
aircraft  -can  also  be  flown  directly  onto  regional  routes. 

Cargo  moves  quicker,  and  so  airlines  can  create  a 
smooth,  profitable  service  into  new  markets -with  no  capital 
expenditure  on  ground  handling  equipment  or  costly 
modifications  to  aircraft 

Yet  another  good  reason  why  over  30  airlines  world-wide 
have  chosen  the  Airbus  A300  and  A310. 

Little  wonder  they're  the  number  one  twin-aisle  twins. 


Airbus  Industrie 


man 


A  new  electronic  shield  gives  invisible  protection  to  the  fleet 


In  this  electronic  age  a  ship  at  sea  has  no 
place  to  hide.  Fog.  Darkness.  Smoke  screens. 
No  longer  do  they  offer  any  protection. 

Radar-guided  missiles,  for  example, 
could  reach  this  ship  within  seconds  after  they 
appear  over  the  horizon.  To  provide  an  effec- 
tive defense  in  this  short  time,  each  missile 
must  be  detected,  tracked,  and  classified.  And 
an  appropriate  response  quickly  activated. 

This  is  the  job  of  a  sophisticated  new 
electronic  countermeasures  (ECM)  system  de- 
signed and  produced  by  Raytheon  for  the  U.S. 
Navy.  It  makes  use  of  a  totally  new  type  of 
electronic  technology  to  cope  with  the  speed 


and  complexity  of  multiple  missile  attacks.  It's 
already  in  use  protecting  Navy  ships  around 
the  world  and  is  scheduled  to  be  installed  on 
more  than  300  vessels. 

This  makes  Raytheon  the  nation  s  largest 
producer  of  shipboard  ECM  systems  and, 
together  with  our  traditional  airborne  ECM 
business,  gives  us  a  strong  position  in  an 
already  large  and  growing  field. 

Electronic  countermeasures— just  one  wa 
Raytheon  is  putting  advanced  technology  to 
work  to  help  provide  for  the  nation's  security., 
Another  example  is  the  unique  guidance  sys- 1 
tern  we  developed  for  the  U.S.  Army's  Patriot, 


defense  system  to  meet  the  demanding 
uirements  of  the  1980s  and  beyond.  Patriot 
low  entering  production  at  Raytheon. 

Not  only  are  we  producing  Sparrow  and 
lewinder  airborne  missiles,  we  are  at  work 
evolutionary  improvements  to  each.  And, 
are  one  of  two  companies  selected  by  the 
5.  Air  Force  to  develop  a  totally  new 
/anced,  medium  range,  air-to-air  missile. 

Add  to  these  programs  many  others, 
ging  from  sonar  systems  to  strategic  radars, 
m  communications  systems  to  air  traffic 
Urol.  The  result  is  a  solid,  diversified 
/ernment  business. 


Raytheon. .  .a  company  with  expected 
1980  sales  of  $4.9  billion  in  electronics, 
aviation,  appliances,  energy,  construction,  and 
publishing.  For  copies  of  our  latest  financial 
reports,  please  write  Raytheon  Company, 
Public  Relations,  141  Spring  Street,  Lexington, 
Massachusetts  02173. 


D.A.  Davidson  &  Co.  thrives  by 
offering  a  host  of  services— 
from  movie  syndications  to 
state  industrial  revenue  bonds 
to  bronze  busts  of  one  of  Mon- 
tana's favorite  sons,  the  late 
artist  Charles  Marion  Russell. 
It  has  become  the  quintessen- 
tial regional  brokerage  firm. 


owned  by  two  employee  trusts  and  the 
rest  owned  by  two  dozen  employees,  has 
an  equity  of  $5.4  million.  At  year-end,  it 
ranked  1 16th  in  equity  capital  among  the 
6,600  firms  in  the  U.S.  The  company 
regularly  earns  more  than  20%  on  its 
equity,  even  after  counting  hefty  contri- 
butions to  its  profit-sharing  fund  and 
Employee  Stock  Ownership  Trust.  The 
ESOT  contribution,  deductible  for  tax 
purposes,  goes  to  buy  new  shares  of  the 
company. 

Things  weren't  always  this  good.  When 
Davidson,  now  48,  joined  the  firm  in 
1958,  it  consisted  of  his  father  and  a 
secretary.  "The  firm's  capital  was 
$33,000,  it  had  lost  money  for  ten  straight 
years,  and  whole  days  went  by  when  it 
wouldn't  make  a  single  trade,"  Davidson 
recalls.  "My  father  was  drawing  $375  a 
month,  and  I  made  $250.  It  bothered  my 
father,  because  he  didn't  know  where  the 
money  to  pay  me  would  come  from." 

The  problem  was  that  the  firm,  found- 
ed in  1935,  wasn't  a  member  of  any 
stock  exchange.  This,  of  course,  was  dur- 
ing the  days  of  fixed  minimum  commis- 
sions, and,  under  the  rules,  D.A.  David- 
son had  to  pay  the  full  retail  rate  to  other 
brokers  to  execute  orders  placed  by  Da- 
vidson customers.  To  make  money, 
then,  D.A.  Davidson  had  to  charge  more 
than  the  standard  retail  rate.  When  Min- 
neapolis firms  set  up  branches  in  Great 
Falls,  D.A.  Davidson's  business  dwindled 
to  almost  nothing.  This  is  where  regional 
stock  exchanges  come  in.  During  his 
M.B.A.  studies  at  the  University  of  Cali- 
fornia, Davidson  and  one  of  his  profes- 
sors worked  out  a  plan  that  would  allow  a 
regional  brokerage  firm  to  prosper  by 
joining  a  regional  exchange.  Having  a 
seat  on  a  regional  exchange  would  allow 


Ian  Dark/son  of  D.A.  Davidson  &  Co. 

Kaiispelt  to  Billings  to  Bozeman  suits  him  fine. 


the  firm  to  execute  some  orders  without 
paying  another  firm  part  of  the  commis- 
sion revenue.  Even  more  important,  be- 
ing a  member  of  a  regional  exchange 
would  allow  D.A.  Davidson  to  make  re- 
ciprocal deals  with  New  York  Stock  Ex- 
change brokers.  For  every  dollar  of  busi- 
ness Davidson  sent  to  an  NYSE  broker,  it 
would  receive  50  cents  of  business  on  the 
Pacific  Stock  Exchange. 

Seats  on  the  Pacific  Exchange  were 
cheap,  so  Davidson  bought  one  for 
$2,500  in  1958.  The  seats  were  a  glut  on 
the  market  because  many  firms  had  be- 
longed to  both  the  Los  Angeles  and  San 
Francisco  exchanges,  and  found  them- 
selves with  an  extra  seat  when  the  two 
were  combined  into  the  Pacific  in  1957. 

Once  it  could  compete  on  commission 
rates,  Davidson  set  out  to  develop  the 
Montana  market.  Ian  Davidson,  a  native 
Montanan,  is  fiercely  proud  of  the  state, 
and  tends  to  hire  natives  or  people  mar- 
ried to  natives.  He  spreads  ownership  of 
the  firm  around.  "I'm  not  paranoid  about 
letting  other  people  own  stock,"  he  says, 
"that's  the  best  way  to  get  good  people." 

Exploiting  the  broad  Montana  stat- 
utes, D.A.  Davidson  figured  out  ways  to 
finance  enterprises  like  clinics  with  is- 
sues of  Montana  industrial  revenue 
bonds,  whose  income  is  tax  exempt  for 
Montana  residents.  Tax-exempt  income 
is  especially  attractive  in  Montana  be- 
cause the  state  has  no  sales  tax,  but  a 
very  high  personal  income  tax — 12.1% 
on  taxable  income  over  $35,000.  Ian  Da- 
vidson originated  the  idea  to  have  Mon- 
tana Power  Co.  customers  buy  stock  in 
the  company,  a  move  that  has  produced 
a  superb  client  list  and  may  generate 
$100,000  of  commission  revenue  over 
the  next  few  years.  For  prestige,  David- 


son has  advertised  in  the  state  edition 
Time  magazine.  Because  the  circulate 
of  that  edition  is  only  17,000,  he  pa 
only  $1,000  a  page — a  cheap  price  to  a 
pear  alongside  such  giants  as  Ford,  Sea 
and  General  Electric. 

When  Davidson  decided  to  retail, 
$1,250  apiece,  a  sculpture  series  that 
Spokane,  Wash,  museum  wanted  to  a 
him  at  $750  wholesale,  Davidson  ma) 
the  deal  partly  tax-sheltered  to  his  bu 
ers.  Rather  than  paying  $750  to  the  m 
seum  and  charging  $1,250,  Davidst 
paid  the  museum  $250  and  charged  j 
customers  $750,  plus  a  mandators  $q 
tax-deductible  contribution  to  the  mill 
um.  Davidson  got  its  $500  spread,  u  h 
the  buyers  got  a  tax  break. 

Like  conventional  brokerage  hous< 
Davidson  makes  money  on  its  remc 
disbursement  payments  (if  it  takes 
check  drawn  on  United  California  Bai 
three  days  to  clear  to  Missoula,  Mon 
Davidson  has  the  float),  on  custom© 
cash  balances  (Davidson  pays  6.5% 
daily  balances,  more  than  the  bank  b 
less  than  the  rate  Davidson  pays  t 
bank)  and  on  margin  accounts.  The  m. 
gin  business  is  especially  lucrative 
Davidson,  which — unlike  many  other: 
giorial  firms — takes  delivery  of  secu 
ties.  That  allows  Davidson  to  play  t 
perfectly  legal  wheeling-and-deali 
games  that  allow  stock  to  be  used  simi 
taneously  as  collateral  for  margin  loa 
and  to  be  lent,  at  a  hefty  price,  to  ott 
brokerage  firms. 

With  this  astuteness,  you'd  think  1 
Davidson  would  like  to  conquer  t 
world,  or  at  least  the  Pacific  Northwe 
He  demurs.  "We  don't  care  about  bei 
Merrill  Lynch,"  he  says.  "We're  hap 
doing  just  what  we're  doing."  ■ 


128 


FORBES,  OCTOBER  27,  1! 


Invent  a  way  to 
give  a  sick  computer 
a  brain  scan. 


Gould  did  it, 
electronically. 

Today's  computers  have  intricate 
nervous  systems  and  well- 
developed  brains.  Two  good 
reasons  why  they  often  need 
neurological  help. 

But  how  can  you  possibly 
diagnose  a  computer's  ills  when  all 
its  many  complexities  are  molded 
into  integrated  circuits? 

Gould  solved  the  problem  with  a 
little  electronic  magic  of  its  own. 
For  Gould's  commitment  to  R&D 
has  resulted  in  a  versatile  line 
of  Logic  Analyzers  that  check 
to  make  sure  a  computer  is 
thinking  correctly— providing  in- 
stantaneous visual  and  numerical 
indications  of  the  condition  of  its 
sophisticated  circuitry. 

In  the  decade  of  the  70's, 
electronic  solutions  like  this  have 
helped  increase  our  average 
annual  net  earnings  by  22.1%, 
earnings  per  share  1 1 .5%,  and 
sales  by  19.5%. 

And  when  you  consider  the 
number  of  problems  still  waiting 
for  technology  to  answer,  you  can 
see  that  our  future  looks  even 
more  rewarding  than  our  past. 
Gould  Inc.,  Dept.  QF,  10  Gould 
Center,  Rolling  Meadows,  IL  60008. 


■>  GOULD 


An  Electrical/Electronics  Company 


Out  here, 


L  -  - 


J 


wA'/h  Peterson,  Anaclarko  geologist 


Out  here"  is  the  Badlands  area  of 
Montana  and  North  Dakota.  On  the 
surface,  the  land  is  rugged  and  bare. 
But  beneath  the  rocks  and  brush,  the 
subsurface  geology  is  making  the  Wil- 
liston  Basin  a  significant  new  source 
of  oil  reserves. 

The  Badlands  is  one  of  the  many 
places  throughout  North  America 
where  Anadarko  Production  Com- 
pany is  translating  a  commitment 
to  the  future  into  action  today. 
Anadarko  geologist  Jim  Peterson 
explains: 

"This  area  had  been  producing 
some  oil  for  many  years  but  no 
bonanza.  We  felt  the  full  potential  had 
not  been  realized.  So  we  put  our  new 
ideas  to  work  and  we  came  up  with 
some  excellent  prospects.  Maybe  the 
landscape  isn't  exciting  but  the  dril- 
ling sure  is."  - 

Peterson  was  a  member  of  tin* 
Anadarko  team  of  specialists  who 
provided  the  geologic  evaluation  that 


d  to  the  leasing  of  over  100,000 
res  of  drilling  prospects  in  the 
illiston  Basin.  And  Anadarko's  first 
/o  wells  on  the  acreage  resulted  in 
e  discovery  of  two  new  oil  fields. 

The  chances  for  continued  suc- 
ss  are  excellent,  thanks  to  men  like 
n  Peterson  and  the  strong  organiza- 
jil  that  backs  him  up.  Anadarko  has 
?arly  three  million  acres  currently 
ider  lease,  plus  the  necessary  capi- 
1  to  exploit  the  potential.  For  1980 
one,  Panhandle  Eastern  has  budget- 
I  $132  million  for  exploration  and 
oduction  activities  by  Anadarko 
id  Pan  Eastern. 

Anadarko  is  one  of  the  many 
lergv-related  facets  of  Panhandle 
istern,  a  leader  in  gas  transmission, 
mtract  drilling  and  coal  mining. 

The  Company  and  its  sub- 
diaries  have  a  $500  million  capital 
vestment  program  under  way.  this 
far  in  projects  involving  expansion 
gas  supply  facilities,  completing 


our  LNG  terminal  at  Lake  Charles, 
Louisiana,  and  adding  new  drilling 
rigs.  In  addition,  Panhandle  Eastern 
is  moving  ahead  on  two  major  pro\- 
ects  with  long-term  importance— the 
development  of  a  synthetic  gas  plant 
in  Wyoming  and  participation  in  the 
massive  Alaskan  gas  transportation 
system. 

Jim  Peterson  and  the  7,000  other 
men  and  women  at  Panhandle  Eastern 
are  committed  to  making  good  things 
happen  in  energy  for  pur  customers 
and  stockholders.  For  more  informa- 
tion, write  Corporate  Affairs,  P.  O. 
Box  1642,  Houston,  Texas  77001. 

Panhandle 

Eastern  PIPE  LINE  COMPANY 

NYSE  Stock  Symbol  -  PEL  ♦  Newspaper  Listing  -  PanEP 


TRUNKLINE  GAS  COMPANY/ANADARKO  PRODUCTION 
COMPANY /PAN  EASTERN  EXPLORATION  COMPANY/ 
DIXILYN-FIELD  DRILLING  COMPANY/  TRUNKLINE  LNG  CO./ 
NATIONAL  HELIUM  CORPORATION/  CENTURY  REFINING 
COMPANY/  AURORA  INDUSTRIES,  INC./  Y  A  O  COAL  COMPANY 


Long  before  energy  became  an 
issue  or  a  crisis,  Continental  Bank 
was  a  leading  lender  to  the 
oil  and  gas  industry. 

Twenty-five  years  ago  we  were  pioneers.  One  of 
the  few  major  banks  with  an  oil  and  gas  division. 
Today,  we  have  one  of  the  largest  oil  and  gas 
portfolios  in  the  world.  And  no  bank,  anywhere,  has 
a  larger  oil  and  gas  division  or  more  expertise  than 
Continental.  It's  what  you  expect  from  a  top 
corporate  bank.  At  Continental  Bank,  it's  reality. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and 
Trust  Company  of  Chicago 


Argentina  -  Australia  -  Austria  -  Bahamas  -  Bahrain  -  Belgium  -  Brazil  -  Canada  -  Colombia  -  France  ■  Greece  -  Hong  Kong  -  Indonesia  -  Italy  -  Japan  -  Kenya  -  Korea 
Lebanon  -  Malaysia  -  Mexico  -  The  Netherlands  -  The  Philippines  -  Singapore  -  Spain  -  Switzerland  -  Taiwan  -  Thailand  -  United  Kingdom  ■  Venezuela  -  West  Germany 
United  States  •  Chicago  -  New  York  •  Los  Angeles  •  Houston  •  Dallas  ■  Miami  ■  Cleveland  •  San  Francisco  ■  Denver 
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RE4UTY. 


bre  deregulation,  government  route  grants  to  truckers  were  very 
uable  assets.  Writing  them  off  now  will  be  a  painful  process. 


Reality  takes 
the  wheel 


[obody  ever  said  it  wasn't  an  as- 
set to  have  a  monopoly.  The  trou- 
ble starts  when  someone  takes 
monopoly  away. 

ke  the  trucking  industry,  for  exam- 
:or  years  truckers  got  into  business 
)plying  to  the  Interstate  Commerce 
mission  for  the  right  to  make  a  cer- 
run  carrying  a  certain  commodity. 

July,  however,  the  ICC  began  grant- 
hose  rights  on  a  nonexclusive  basis 
st  about  any  trucker  who  asked  po- 
f.  It  was  called  deregulation  under 
4otor  Carrier  Act  of  1980. 
e  trouble  is,  those  restricted  route 
:s  from  the  ICC,  known  as  "operat- 
ights,"  are  carried  as  intangible  as- 

on  trucker  balance  sheets.  The 
ints  involved  are  significant.  On  av- 
:,  operating  rights  account  for  15% 
lcker  equities.  In  some  cases  operat- 
ights  are  as  large  as  a  truck- 
otal  equity.  That's  because 
1  the  ICC  got  stingy  about 
ing  out  operating  rights  in 

Sixties,  truckers  began 
ig  them  from  one  another 
he  prices  went  through  the 

(The  same  phenomenon 
ot  occur  in  the  airlines  be- 
outside  of  mergers,  the 
Aeronautics  Board 
tied  on  sales  of  operating 
s  among  airlines.) 
>w  the  accountants  had  to 
ome  awkward  questions  of 
trucking   clients.  What 
they  going  to  do  about 
\  operating-right  assets  that 

were  virtually  worthless? 

aren't  too  popular  in  this 
stry  right  now,"  says  Jo- 
Lechiara,  transportation 
ter  at  Ernst  &  Whinney. 
3t  month,  trucking  indus- 
leader  Roadway  Express 
>  revenues,  $1.1  billion)  bit 
ullet.  Roadway  wrote  off  all 
\  million  worth  of  operat- 


Numbers  Game 


ing-right  assets  in  the  third  quarter  as  an 
extraordinary  item.  Instead  of  a  $16.4 
million  profit  for  the  quarter,  Roadway 
showed  a  $10.4  million  loss.  The  rest  of 
the  trucking  industry  held  its  breath  to 
see  what  would  happen  while  their  ac- 
countants debated  the  finer  points. 

And  there  is  a  forest  of  finer  points. 
Operating  rights  have  always  been  nei- 
ther fish  nor  fowl,  neither  fixed  assets 
nor  traditional  intangibles  whose  true 
value  was  almost  impossible  to  assess. 
What,  for  example,  is  the  worth  of  re- 
search and  development  costs,  advertis- 
ing costs,  trademarks,  even  the  goodwill 
arising  from  a  premium  paid  over  book 
value  for  an  acquisition?  Operating 
rights  on  the  other  hand  have  a  very 
specific  market  value.  "Operating  rights 
have  been  considered  different  from  oth- 
er intangibles  because  in  and  of  them- 


selves they  were  valuable,"  explains  Bill 
Morrison,  partner  at  Peat,  Marwick, 
Mitchell.  "A  bank  would  look  at  that  and 
say,  'Hey,  that's  good  collateral,'  often 
better  than  your  equipment,  your  trac- 
tors and  trailers.  The  company  might 
have  been  losing  money  for  the  past  five 
years,  but  if  you  looked  at  their  rights  it 
might  still  be  the  best  asset  they  had."  In 
July  1976,  for  example,  a  federal  judge 
auctioned  off  the  operating  rights  of 
bankrupt  Associated  Transport;  valued 
on  the  balance  sheet  at  $1.7  million,  by 
the  end  of  a  day  of  bidding  the  rights  had 
gone  for  $20.6  million,  including  $2.5 
million  for  a  single  route. 

But  on  deregulation  day — July  1  — 
those  operating-right  assets  suddenly 
lost  their  market  value.  The  industry's 
subculture  of  rights  brokers  also  lost  a 
profitable  line  of  work. 

For  Roadway,  that  was 
enough.  It  threw  the  amounts 
off  the  balance  sheet.  "I  don't 
see  how  I  can  justify  to  my 
stockholders  carrying  an  asset 
on  the  books  at  that  value  in  the 
face  of  what  the  evidence  is," 
Roadway's  Treasurer  Charles 
Zodrow  says  coolly.  "It  doesn't 
have  that  value."  There  could, 
however,  be  a  silver  lining  for 
Roadway.  It  will  be  submitting 
that  $26.8  million  writeoff  as  a 
deduction.  From  a  cash  point  of 
view,  the  whole  thing  could  be  a 
plus  after  the  initial  earnings 
shock  has  worn  off. 

Most  of  the  other  major 
truckers  and  their  auditors  are 
in  agreement  with  Roadway.  So 
is  the  American  Institute  of 
Certified  Public  Accountants, 
which  recently  issued  a  state- 
ment that  recommended  a  di- 
rect writeoff  this  year  of  all  op- 
erating rights. 

But  there  are  still  plenty  of 
truckers   who  would  hate  to 
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have  to  follow  Roadway's  lead.  That  ob- 
viously includes  the  smaller  truckers, 
whose  equity  would  be  virtually  wiped 
out  by  such  a  writeoff.  Some  conglomer- 
ates with  trucking  divisions  aren't  too 
keen  on  the  Roadway  approach  either, 
since  the  reason  for  the  earnings  decline 
might  get  lost  on  the  consolidated  profit- 
and-loss  statement.  These  conglomerate- 
owned  truckers  make  an  interesting  ar- 
gument. Operating  rights  still  confer  a 
competitive  advantage  because  the  busi- 
ness remains  in  place.  Thus,  operating 
rights  are  a  type  of  goodwill.  One  firm 
reluctant  to  take  a  writeoff  is  IU  Interna- 
tional (1979  revenues,  $2.1  billion),  own- 
er of  Ryder  Truck  Lines  and  Pacific  In- 
temiountain  Express.  IU  Controller  Lau- 
rent Remillard:  "We  will  certainly 
recover  the  cost  of  our  rights  over  time 
through  operations,  and  in  that  case  no 
writeoff  is  necessary.  The  resale  value 
disappeared  on  July  1,  but  that  doesn't 
mean  goodwill  disappeared.  Operational- 
ly, nothing  has  changed."  Admittedly, 
those  rights  set  Ryder  and  PIE  up  in 
strong  businesses.  But  with  half  its  sales 
coming  from  businesses  other  than 
trucking,  IU  may  simply  find  it  more 
difficult  than  Roadway  to  explain  such  a 
writeoff — -potentially  $35  million  in 
trucking  intangibles  against  $79  million 
in  projected  1980  earnings  from  oper- 
ations— to  shareholders. 

Accountants  don't  think  much  of  that 
idea  of  simply  relabeling  operating  rights 
as  "goodwill"  and  thus  writing  them  off 
over  40  years.  Like  moral  philosophers, 
they  focus  on  a  firm's  intent  when  it 
bought  the  rights.  "The  general  feeling 


is,  that's  changing  the  name  from  what 
you  bought  and  paid  for,"  says  Arthur 
Andersen  partner  Jim  Pendleton.  Finan- 
cial Accounting  Standards  Board  staff 
member  Jeffrey  Cropsey  agrees.  "Cur- 
rent intangibles  accounting  kind  of  for- 
bids that.  You  buy  a  specific  intangible, 
and  if  it  goes  away,  it  goes  away." 

But  there's  a  compromise  in  the  works 
that,  as  is  typical  of  compromises,  would 
probably  make  everybody  unhappy.  Un- 
der this  scheme,  rather  than  take  the 
writeoff  all  at  once,  truckers  could  take  it 
gradually,  maybe  over  three  or  four  years, 
if  they  can  demonstrate  they  still  have 
an  advantage  in  that  market.  "Saying 
they  are  not  salable  is  not  saying  they  are 
worthless,"  says  Ernst  &.  Whinney's  Le- 
chiara.  "No  one's  going  to  go  into  com- 
petition with,  say,  a  special  commodities 
carrier  anytime  soon  just  because  of  the 
investment  involved." 

So  the  AICPA's  Accounting  Standards 
Executive  Committee  recommended 
that  each  trucker  consider  its  own  situa- 
tion, with  some  routes  still  having  value 
depending  on  how  long  the  firm  thinks 
its  advantage  will  be  maintained.  For 
those  truckers  whose  balance  sheets  are 
already  shaky,  such  gradual  writedowns 
might  be  easier,  both  on  them  and  on 
their  bankers. 

Naturally,  this  makes  most  accoun- 
tants squirm  because  it  puts  them  in  the 
imprecise  business  of  certifying  forecasts 
of  when  route  advantages  end.  Says  Har- 
old Hill,  regulated-industries  partner  at 
Arthur  Andersen:  "If  you  know  there's  a 
change  in  these  rights  and  you're  just  not 
sure  how  long  the  change  will  take,  per- 


haps you're  better  off  recognizing 
change  and  not  carrying  the  burden 
recognizing  a  loss  forward  over  sol 
three-  or  five-year  period.  I  think  mi 
people  feel  you  have  incurred  that  !os' 
this  year."  There's  also  a  very  imporn 
drawback  to  the  compromise  schei 
that  truckers  will  have  to  pond 
Spreading  the  writeoff  over  more  thai 
year  might  well  mean  not  showing 
loss  as  an  extraordinary  item. 

Right  now  the  FASB  is  planning 
exposure  draft  on  the  problem,  whic 
hopes  to  get  comments  on  and  apprc 
by  year-end.  The  tax  question  will  pn 
ably  be  settled  in  the  courts — there's 
much  precedent  for  writing  off  intanj 
bles  on  a  scale  like  this,  and  a  remed 
bill  to  insure  the  deduction  that 
trucking  lobby  is  pressing  in  Congo 
probably  won't  be  enacted  before 
time.  This  leaves  open  the  possibil 
that  opportunistic  companies  may  try 
buy  truckers  as  attractive  tax  sheltersi 

In  the  meantime,  we  will  all  be  trea1 
to  much  confusion  in  trucking  finanrj 
statements.  Until  the  FASB  rules,  soi 
truckers  will  take  the  plunge  and  wj 
off  the  rights  and  some  won't.  Some 
countants  may  qualify  reports  where 
assets  haven't  been  written  off  yet.  Aj 
until  the  IRS  is  forced  to  deal  with 
question,  the  possibly  mitigating  tax 
fects  won't  be  disclosed.  If  the  comp, 
mise  scheme  goes  through,  it  will 
interesting  to  see  if  those  truckers  \m 
won't  or  can't  follow  Roadway's  fa 
the-music  writeoff  are  the  same  truck 
who  can't  survive  competitively  in  a 
regulated  world—  Thunuis  Baker 


Roadblock 


Until  deregulation  all  truckers  carried  federally  granted 
monopoly  route  privileges  on  their  books  as  intangible 
assets  known  as  "operating  rights."  If  the  major  trucking 


companies  follow  the  lead  of  Roadway  Express  and  Banner 
Industries  and  write  off  those  operating  rights  as  worth- 
less, they  would  all  be  in  the  red  at  least  for  that  quarter. 


Earnings  most 


EPS  most 

-recent  quarter  

Assuming 


Tangible 
book 


Operating 

rights 

recent  12  months 

writeoff  of 

value 

Tangible 

Recent 

total 

per 

total 

per 

operating 

per 

book 

Indicated 

Indicate 

Company- 

price 

(000) 

share 

(000) 

share 

Actual 

rights 

share 

price 

dividend 

yield 

Arkansas  Best 

9 '/a 

$18,572 

$5.02 

$  4,044 

$1.07 

$0.30 

d  $4.72 

$  6.30 

0.69 

$0.60 

6.6% 

Banner  Industries 

13*4 

5,931 

1.48 

3,795 

0.94 

0.60 

d0.88 

7.22 

0.54 

0.16 

1.2 

Butler  International 

14*4 

6,152 

1.13 

10,870 

1.97 

0.51 

d0.62 

4.12 

0.29 

0.52 

3.6 

Carolina  Freight  Carriers 

11 

4,642 

2.21 

5,187 

2.39 

0.54 

d  1.67 

9.35 

0.85 

0.44 

4.0 

Consolidated  Freightways 

27% 

33,875 

2.59 

60,402 

4.63 

0.53 

d  2.06" 

23.58 

0.85 

1.40 

5.1 

Cooper-Jarrett 

VA 

3,039 

4.03 

d  2,750 

d3.65 

d  1.40 

d5.43 

neg 

McLean  Trucking 

11  '/s 

12,220 

2.17 

d  2,432 

d0.43 

0.15 

d2.02 

16.12 

1.45 

0.32 

2.9 

National  City  Lines 

15J/4 

6,530 

3.36 

2,599 

1.34 

0.10 

d3.26 

19.44 

1.23 

1.00 

6.3  j 

Ovemite  Transportation 

27 

7,096 

2.19 

16,742 

5.18 

1.35 

d0.84 

24.56 

0.91 

1.40 

5.2 

RLC 

147s 

10,492 

0.89 

23,586 

1.96 

0.46 

d0.43 

6.64 

0.45 

0.60 

4.0 

Roadway  Express 

34 

26,802 

1.37 

66,452 

3.37 

0.84 

d0.53 

14.46 

0.43 

1.00 

2.9 

Transcon  Lines 

6 

16,662 

5.32 

1,258 

0.40 

d0.34 

d5.66 

9.46 

1.58 

0.10 

1.7 

XTRA 

217s 

7,858 

1.28 

18,189 

2.97 

0.21 

d  1.07 

21.01 

0.96 

0.64 

2.9 

Yellow  Freight  System 

1778 

34,866 

2.44 

20,297 

1.42 

0.23 

d2.21 

12.80 

0.72 

0.76 

4.3 

d  deficit  neg:  negative 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  ihese  securities. 

The  offer  is  made  only  by  the  Prospectus. 


October  2.  1980 


MCI 


3,300,000  Shares 


MCI  Communications  Corporation 

$1.84  Cumulative  Convertible  Preferred  Stock 

($.10  par  value) 

The  shares  of  $1.84  Cumulative  Convertible  Preferred  Stock  are  convertible  into  shares 
of  MCI  Common  Stock  at  $18  per  share  (equivalent  to  a  conversion  rate  of  .83  shares 
of  Common  Stock  for  each  share  of  Preferred  Stock),  subject  to  certain  adjustments. 


Price  $15  per  Share 

(Plus  accrued  dividends,  if  any,  from  date  of  issuance) 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  only  from  such  of  the  undersigned 
and  the  other  several  underwriters  as  may  lawfully  offer  the  securities  in  such  State. 


Bear,  Stearns  &  Co. 

Lehman  Brothers  Kuhn  Loeb 

Incorporated 

Warburg  Paribas  Becker 

A.  G.  Becker 


ABD  Securities  Corporation 
Daiwa  Securities  America  Inc. 
A.  G.  Edwards  &  Sons,  Inc. 
Ladenburg,  Thalmann  &  Co.  Inc. 
New  Court  Securities  Corporation 
Tucker,  Anthony  &  R.  L.  Day,  Inc. 


Shearson  Loeb  Rhoades  Inc. 
Dillon,  Read  &  Co.  Inc.  E.  F.  Hutton  &  Company  Inc. 

L.  F.  Rothschild,  Unterberg,  Towbin 
Sanford  C.  Bernstein  &  Co.,  Inc.  Hambrecht  &  Quist 

Basle  Securities  Corporation  Alex.  Brown  &  Sons 

E  Eberstadt  &  Co.,  Inc. 
Euro  Partners  Securities  Corporation 
Moseley,  Hallgarten,  Estabrook  &  Weeden  Inc. 

Nomura  Securities  International,  Inc. 
Yamaichi  Iiiternalioiial  (America),  Inc. 


Want  to  see  more  kids  tooting 
their  own  horns? 


Borg- Warner  Acceptance  Corporation  helps  finance  music  store  inventories  so  store  owners 
can  offer  a  more  complete  line  of  instruments  to  schools  and  bands.  That's  Borg- Warner  today. 
And  there's  more  to  come.  In  eight  major  markets,  Borg-Wamer  is  a  company  to  watch. 


Watch 
Borg-Warner 


For  an  annual  report  write:  Borg- Warner,  Dept.  50, 200  South  Michigan  Avenue,  Chicago,  Illinois  60604 


)e  news  media  have  given  Ed  Griffiths  a  hard  time.  But  they've  missed 
?  real  story  :  Under  his  leadership  RCA  is  finally  getting  its  act  together. 

Upturn 
at  RCA: 
It's  for  real 


By  Robert  J.  Flaherty 
with  Anne  Bagamery 

Ls  chairman  and  chief  executive 
of  RCA  Corp.,  Edgar  H.  Griffiths, 
59,  has  been  in  the  newspapers 
ly  much  more  than  he  would  like, 
nor:  The  board  was  about  to  oust 
friths  as  it  had  ousted  his  two  imme- 
:e  predecessors,  Robert  W.  Sarnoff 
Anthony  L.  Conrad.  Rumor:  Grif- 
s  had  made  a  mess  out  of  the  firing  of 
ional   Broadcasting  Co.  Chairman 

I  Cahill  Pfeiffer  and  RCA  President 
arice  R.  Valente.  Rumor:  He  had 
le  a  major  error  in  bringing  in  the 
nted  but  managerially  unproven  Fred 
erman  to  run  the  NBC  subsidiary, 
nor:  Ed  Griffiths  just  wasn't  a  big 
ugh  man  for  the  job.  The  reports  even 
med  to  name  Griffiths'  successor. 

II  untrue.  Griffiths  is  not  about  to  be 
i;  he  is  firmly  in  the  saddle.  Under 
humorless  but  tough  leadership  this 
i  billion  (sales)  corporate  giant  has 
le  tremendous  progress.  For  Griffiths, 
untly  honest  man,  freely  admits  that 
\  in  the  past  was  "a  company  of  great 
nise  but  continuing  shortfalls." 

i  many  ways  RCA  is  a  dream  of  a 
lpany.  Its  NBC  subsidiary  owns  the 
legal  quota  of  five  VHF  TV  stations 
>  eight  radio  stations  and  operates  one 
he  three  major  networks  (1979  rev- 
es,  $1.37  billion).  RCA  is  the  U.S.' 
est  manufacturer  and  marketer  of 
le  entertainment  products — TVs, 
>rds  and,  soon,  videodiscs — and  has  a 
nmoth  service  organization.  In  com- 
cial  electronics,  including  picture 
;s  and  semiconductors,  RCA  is  a 
i-size  company  in  its  own  right  (1979 
:nues,  $1.1  billion).  In  defense  (1979 
:nues,  $660  million),  RCA  has  the 
.  Navy's  $2.8  billion  AEGIS  air  de- 
e  systems  contract.  In  domestic  and 
rnational  satellite  communica- 
s — an  industry  any  businessman 
Id  love — RCA  is  a  major  contender 
'9  revenues,  $282  million).  Its  Hertz 
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Edgar  H  Griffiths  of  RCA 
In  a  big  company  undergoing  massive 
change,  not  much  time  for  small  talk 
and  not  many  people  call  him  "Ed." 

Corp.  subsidiary  is  easily  the  world's 
leading  car  and  truck  lessor  (1979  rev- 
enues, $1.12  billion).  It  owns  CIT,  the 
U.S.'  largest  commercial  financial  ser- 
vices operation  (1979  assets,  $5.2  bil- 
lion). Almost  as  an  afterthought  in  all 
this  are  Coronet  Industries,  a  highly  prof- 
itable maker  of  commercial  carpeting, 
and  Oriel  Foods,  a  small  British  foods 
processor  and  distributor.  Yet  RCA 
stock,  which  sold  as  high  as  65  Vi  in 
1967,  now  sells  in  the  mid-20s. 

RCA's  earnings,  which  collapsed  in 
1970  and  again  in  1974,  recovered  nicely 
in  1976  but  have  been  relatively  flat 
since  then.  Not  a  disastrous  record  but 
hardly  a  great  record  for  a  company  as 
well  established  in  so  many  growth  busi- 
nesses as  RCA.  Earnings  will  be  down 
again  somewhat  this  recessionary  year — 


to  about  $3.25,  vs.  $3.72  last  year.  But  just 
when  Wall  Street  has  about  despaired  of 
RCA  ever  turning  around,  it  finally 
seems  ready  to  do  just  that. 

Next  year  should  tell  the  story.  A  re- 
covery to  just  under  $4  a  share  is  possible 
for  1981  and,  if  the  economy  doesn't  fall 
apart,  $5  in  1982.  By  1983,  says  Mark 
Hassenberg — Donaldson,  Lufkin  &  Jen- 
rette's  able  consumer  electronics  ana- 
lyst— RCA  could  be  doing  $6  a  share. 
None  of  this  is  pie  in  the  sky,  depending 
on  a  booming  economy.  These  expecta- 
tions are  predicated  on  improvements 
and  developments  within  the  company 
that  are  already  well  under  way. 

Ed  Griffiths,  with  his  great  capacity 
for  absorbing  detail  and  his  blunt  willing- 
ness to  tackle  tough  situations,  was  just 
what  RCA  needed.  Here  was  a  company 
that  did  all  the  right  things  but  often  in 
the  wrong  way.  Curiously,  Griffiths'  rise 
to  the  top  spot  was  an  accident.  In  1967, 
as  everybody  expected  he  would,  Robert 
Sarnoff  succeeded  his  father,  the  late 
General  David  Sarnoff,  as  chief  execu- 
tive. "Bobby"  did  some  smart  things, 
buying  Hertz  over  his  father's  objection, 
for  example,  but  he  overdiversified  the 
company  and  also  stayed  too  long  with 
his  father's  computer  venture.  This  latter 
miscalculation  cost  the  company  a  stag- 
gering $490  million  writeoff  in  1971  and 
drained  cash  from  every  other  business 
in  the  company. 

The  independent  board  Robert  Sarnoff 
recruited  contrasted  sharply  with  the 
rubber-stamp  board  that  served  the  old 
general,  and  ironically  decided  to  fire  the 
son.  Robert  Sarnoff  went  out  with  digni- 
ty. Forewarned  that  the  board  was  about 
to  fire  him,  Sarnoff  nevertheless  insisted 
on  presiding  over  the  meeting  that  ter- 
minated his  rule.  In  addition  to  some 
directorships,  he  is  now  chairman  of  a 
Washington,  D.C. -based  think  tank. 

He  was  succeeded  as  chairman  in  No- 
vember 1975  by  Anthony  Conrad,  Sar- 
noff's  president  since  1971,  a  bright  and 
charming  engineer  who  ten  months  later 
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Griffiths  is  fanatical  about  the  bottom  line. 
Inside  RCA  the  joke  is.  The  Soviet  Union  has  a 
five-year  plan,  but  have  you  heard  about 
Griffiths'  five-week  plan? 

shocked  everybody  by  revealing  that  he 
hadn't  been  riling  personal  income  tax 
returns.  Conrad  resigned,  returned  to  his 


Maryland  home  and  has  remained  silent 
ever  since. 

Griffiths,  previously  passed  over  but 
fiercely  able,  had  worked  closely  with 
Conrad  and  was  running  80%  of  the 
company.  Griffiths  was  no  Ivy  Leaguer — 
he's  a  graduate  of  St.  Joseph's  College,  a 
tiny  Jesuit  institution  in  Philadelphia — 
he  had  no  M.B.A.  and  he  didn't  travel  the 
dinner-and-public-service  outside-direc- 
tor  circuit  that  top  executives  are  sup- 
posed to  follow.  He  had  worked  his  way 
up  from  the  humble  role  of  bill  collector. 
But  with  Conrad  out,  Griffiths  was  the 
logical  man  for  the  job.  He  knew  the 
company  inside  out  and  understood  the 
numbers  that  are  the  key  to  running  a 
corporation  as  big  and  diverse  as  RCA. 
Once  in  the  job,  Griffiths  surprised  a  lot 
of  people.  This  aloof  man  had  carried  a 
marshal's  baton  in  his  knapsack  all 
along.  He  took  charge  immediately — and 
RCA  will  never  be  the  same  again. 

If  there  is  a  recent  parallel  to  Ed  Grif- 
fiths it  would  be  Harold  Geneen. 
Both  are  self-made  men,  nonestab- 
lishment  types,  and  both  believe  in  man- 
agement by  the  numbers. 

Griffiths'  control  system  is  built 
around  his  unique  lifestyle.  Monday 
through  Thursday  Griffiths  spends  four 
hours  daily  commuting  by  limousine  be- 
tween the  RCA  Building  in  Rockefeller 
Center  and  his  home  in  Gladwyne, 


Penna.,  near  Philadelphia.  On  Friday  he 
works  at  RCA  offices  in  New  Jersey. 
Home-to-office,  office-to-home  is  his  al- 
most invariable  routine.  Like  Geneen, 
who  became  famous  for  carrying  around 
suitcases  full  of  reports,  Griffiths  spends 
this  commuting  time  devouring  profit 
center  numbers  for  numerous  monthly 
management  meetings.  Arriving  in  Man- 
hattan at  about  7,  he  leaves  afternoon 
meetings  promptly  at  4:30,  even  if  others 
are  still  speaking,  but  his  workday  con- 
tinues in  the  black  Cadillac  limousine. 

"It's  hard  to  criticize  the  man's  hours 
when  he  knows  as  much  about  your  busi- 
ness financially  as  you  do,"  says  an  ex- 
ecutive who  insists  Griffiths  has  made 
him  a  better  manager.  "He'll  let  you  form 
your  own  strategy,  but  he  accepts  hones- 
ty and  demands  it.  He  studies  the  num- 
bers down  to  the  smallest  profit  center — 
not  only  the  performance  of  a  Hertz,  but 
a  tiny  part  like  Hertz  leasing.  He'll  make 
you  focus  on  the  caliber  of  your  people, 
your  market  segmentation.  He'll  bet  you 
you  can  make  better  profits  than  you 
think,  and  usually  he's  right." 

Inside  RCA  the  joke  is:  The  Soviet 
Union  has  a  five-year  plan,  but  have  you 
heard  about  Griffiths'  five-week  plan? 

As  Geneen  s  style  spawned  innumer- 
able stories  about  his  fanatical  dedica- 
tion to  cash  flow  and  bottom-line  results, 
so  does  Ed  Griffiths'.  There  is  a  story — 
true,  not  apocryphal — about  the  Hertz 
manager  who  allowed  his  biggest  cus- 
tomer to  fall  91  days  behind  on  pay- 


More  breathing  room 


When  many  other  companies'  earnings  slipped  in  the  recessions  of  1970  and  1974, 
RCA's  nose-dived.  The  big  reason:  the  double  squeeze  of  declining  profits  and 
ongoing  research  and  development  costs.  But  in  recession  year  1980,  with  CIT 
Financial  providing  $1.25  per  share  and  with  losses  on  Satcom  III  and  the  Moscow 
Olympics  almost  fully  insured,  RCA  earnings  look  comparatively  strong.  Rebounds 
in  TV  and  satellites  should  mean  record  profits  ahead — possibly  hitting  $5  per  share 
in  1982,  just  in  time  for  the  first  flow  of  profits  from  videodiscs. 


ments.  (Why  use  your  own  money  wrj 
you  can  use  RCA's?)  Griffiths  didn't 
angry  but  he  got  tough.  "Collect!" 
said.  The  executive  protested  that 
might  lose  the  good  customer  to  A^ 
"Go  camp  in  their  office,"  Griffiths  ca 
manded  coldly.  "Don't  show  your  ii 
around  here  without  their  check."  1 
executive  came  back  with  the  chi 
within  36  hours  and  Hertz  still  has  i 
account.  Typical. 

Under  Griffiths  there  have  bfi 
more  firings  and  demotions  th 
ever  before  at  RCA,  previoui 
known  for  paternalism.  "He'll  acc 
mistakes,"  says  an  executive  who  1 
been  demoted,  "but  if  you  strike  o 
three  times  in  a  row  you're  back  in 
minor  leagues.  No  ifs,  ands  or  buts." 

There  isn't  much  small  talk  in  Ed  C 
fiths  and  not  many  people  call  him 
it's  Mr.  Griffiths.  He  has  a  touch  of  pij 
tanism  that  is  rather  rare  in  1980,  obje 
ing  to  swear  words  and  dirty  jokes, 
once  reprimanded  an  executive  v 
laced  his  presentation  with  a  fair  num 
of  obscenities.  Griffiths:  "If  you  ca| 
express  yourself  in  better  language,  si 
talking." 

Humorless?    Too  numbers-orienti 
Perhaps.  But  listen  to  what  Donald 
Smiley  says  of  Griffiths.  Smiley  is 
cently  retired  chief  executive  of  R 
Macy  &  Co.,  an  RCA  director,  anq 
working  as  a  $250,000  consultant 
make  sure  RCA  develops  and  promo 
the  best  management  talent  from  witl 
and  also  recruits  from  outside.  Says  Si 
ley:  "Griffiths  has  never  gone  throi 
with  the  social  interchange  part  of 
job — going  out  to  dinners  and  all  that, 
not  that  important.  You  need  a  guy 
CEO  who  can  run  the  business  and 
velop  people,  not  someone  who  is  gc 
at  representing  the  company  in  put 
or  issuing  press  releases." 

Says  another  RCA  director:  "As 
as  external  communications  goes,  G 
fiths  gets  a  C-mii 
or  worse.  But  bef 
Griffiths,  our  exl 
nal  communi 
tions  were  supt 
and  our  operatic 
mismanaged, 
the  other  v 
around  now.  Which  kind 
leader  would  you  really  prefer?" 
In  a  way  Griffiths  is  too  bluntly  h 
est  to  make  a  good  public  figure.  For: 
asked  him  why  he  had  ordered  a  rat. 
tactless  press  release  on  his  firing 
RCA  President  (for  just  170  days)  M 
rice  Valente.  The  press  release  c 
pensed  with  the  usual  fictions  and  s 
simply  that  Valente  hadn't  measured 
to  the  job.  Why  did  Griffiths  do  th 
Says  he,  meaning  every  word  of 
"The  board  had  decided  Valente  was 
the  man  for  the  future.  We  decided 
do  an  unheard  of  thing  for  a  put 
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ig  videodisc  quality  at  RCA's  research  laboratory  near  Princeton,  N.J. 

'.  money  for  research  and  development,  and  more  accountability  as  well. 


pany  and  tell  the  truth  For  that  we 

loudly  criticized." 
lother  1980  firing  that  caused  prob- 

for  Griffiths  was  that  of  Jane  Cahill 
fer,  the  ex-IBM  executive  who  was 
ng  as  chairman  of  the  board  at  NBC. 
bad  publicity  was  clearly  Fred  Silver- 
's fault — and  he  admits  it.  He  had 
led  she  should  go  and  had  gotten 
iths'  blessing  but  delayed  telling  her. 
fer  heard  through  news  leaks  and 
understandably  miffed.  Quips  Silver- 
:  "We  didn't  intentionally  set  out  to 
e  ourselves  look  like  fools." 


But  these  lapses  and  frictions  are  un- 
derstandable in  a  company  that  is  under- 
going massive  change.  Silverman  and  his 
aides  defend  the  Pfeiffer  firing  on  the 
grounds  that  she  didn't  understand  the 
entertainment  business  and  tried  to  im- 
pose standards  on  it  that  were  unsuit- 
able. As  a  specific  example,  RCA  people 
cite  her  handling  of  some  false  expense 
accounts  filed  by  NBC  unit  managers. 
Investigation  showed  that  at  least  six 
managers  were  stealing  large  amounts  by 
cashing  in  plane  tickets  for  canceled 
trips  and  keeping  the  money,  or  by  col- 


Executive  vice  presidents  Roy  H.  Pollack 
(above)  and  Frank  A.  Olson  (below) 
In  the  "Office  of  the  Chairman,"  battle- 
testing  potential  successors. 


lecting  expenses  for  stays  in  nonexistent 
hotels.  But  insiders  say  many  of  the  over 
50  unit  managers  Pfeiffer  fired  weren't 
thieves  at  all — they  simply  couldn't  ac- 
count for  all  of  their  expenses. 

"This  is  a  hurry-up  business,"  explains 
one  observer.  "Suppose  your  camera 
crew  is  stuck  outside  a  museum.  You 
don't  sit  there  and  give  up.  You  slip  a  few 
bucks  to  the  guards  to  let  you  in.  But  you 
don't  put  that  on  your  expense  accounts. 
You  put  taxi  fares  or  something."  He 
goes  on:  "Where  there  are  abuses,  you 
handle  them  quietly.  You  don't  conduct  a 
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"Griffiths  will  accept  mistakes"  says  a  former 
RCA  executive,  "but  if  you  strike  out  three 
times  in  a  row  you're  back  in  the  minor 
leagues.  No  ifs,  ands  or  buts. " 

public  purge  like  Jane  did.  You  don't  call 


in  the  U.S.  Attorney's  office  the  way  she 
did.  You  could  put  all  your  TV  and  radio 
broadcast  licenses  in  jeopardy." 

Pfeiffer  is  gone  and  so  is  Valente. 
The  bad  publicity  remains  but 
what  nobody  has  noticed  is  that 
out  of  it  all  a  better,  stronger  organiza- 
tion has  emerged.  RCA  now  has  an  Of- 
fice of  the  Chairman,  where  potential 
successors  are  battle-tested.  One  of  its 
members  is  the  talented  Roy  H.  Pollack, 
53,  executive  vice  president.  Pollack  was 
the  man  Griffiths  turned  to  when  RCA's 
TV  manufacturing  business  was  in  the 
red.  RCA  had  fallen  to  a  poor  second  to 
Zenith  in  market  share,  quality  was  low 
and  morale  was  worse.  Now  RCA's  TV 
has  record  profits  and  is  neck  and  neck 
with  Zenitb  in  market  share.  Quality  has 
improved.  Pollack  automated  assembly 
and  testing.  Today  RCA  is  one  of  the  few 
American  TV  set  and  tube  makers  with 
competitive  costs  and  quality.  Now  all  of 
RCA's  electronics  businesses  report  to 
Pollack. 

Then  there  is  Executive  Vice  President 
Frank  A.  Olson,  48,  the  only  survivor 
among  the  24  top  executives  who  ran 


then-troubled  Hertz  when  Griffiths  took 
over  in  1971.  A  great  downside  manager, 
Olson  will  keep  Hertz'  profits  at  about 
88%  of  last  year's  record  in  spite  of  high 
interest  rates  and  a  sluggish  secondhand 
auto  market.  Olson  is  now  also  in  charge 
of  phonograph  records,  where  an  earlier 
writeoff  embarrassed  Griffiths.  In  addi- 
tion, Olson  runs  the  major  new  acquisi- 
tion CIT,  which  he  predicts  can  grow  as 
much  in  the  future  as  Hertz  has  grown  in 
the  past. 

Griffiths  resents  the  way  the  press 
seems  to  criticize  his  apparent  mistakes 
but  rarely  credits  his  successes.  He  cites 
the  CIT  acquisition.  Few  people  had  any- 
thing good  to  say  about  it,  but  to  Grif- 
fiths it  made  perfect  sense.  RCA  had  to 
be  restructured.  It  needed,  above  all,  good 
cash  cows  to  help  fund  research  for  the 
electronics,  communications  and  de- 
fense businesses.  Hertz  and  NBC  were 
solid  milk-producers,  but  he  wanted 
more.  CIT  was  ideal.  CIT's  profits  last 
year  of  $107  million  were  over  one-third 
of  RCA's  preacquisition  net. 

Nor  did  many  people  appreciate  the 
financial  finesse  involved  in  the  CIT 
deal.  RCA  bought  CIT  for  SI. 36  billion, 


The  fattest  cash  cows 


NBC  and  Hertz  have  turned  in  reliable  profits  for  RCA,  providing  the  cash  that 
research  and  development  in  consumer  electronics  and  communications  soaked  up. 
But  a  shift  has  taken  place  in  its  little  herd  of  cash  cows.  NBC,  previously  number 
one,  has  been  eclipsed  by  an  ever-stronger  Hertz  under  CEO  (and  former  Hertz  head) 
Ed  Griffiths.  Now  CIT,  a  Griffiths  acquisition,  has  overtaken  both  and  will  send 
RCA  total  profits — but  not  earnings  per  share — to  record  levels  in  1980. 


$200  million  less  than  Xerox  had  offe:| 
for  it  two  decades  earlier.  By  payi 
49%,  $662  million,  in  cash  and  usj 
straight  preferred  and  convertible  I 
ferred  for  the  rest,  Griffiths  has  avoiq 
any  common  shareholder  dilution 
1980  earnings.  To  critics  who  claim 
overpaid,  Griffiths  retorts,  "Any  tn 
you  can  buy  a  company  out  of  its  <r 
earnings  stream,  I  think  you  bought 
cheap."  Moreover,  CIT  debt  can  be  do 
bled,  creating  a  giant  profit  increase. 

Griffiths  already  has  been  crl 
cized  for  leveraging  up  to  b 
CIT,  letting  RCA's  short-te| 
debt  exceed  $700  million.  But  his  div 
titure  program,  combined  with  loi 
term  financing,  will  wipe  out  virtually 
short-term  debt  within  two  years. 

Griffiths  decided  to  get  rid  of  soi 
very  good  businesses  so  that  RCA  cm 
concentrate  where  its  strengths  are:  el 
tronics,  communications,  broadcastn 
transportation  leasing  and  renting,  fin^ 
cial  services. 

So  far  he  has  divested  14  operatic 
with  sales  of  over  $1  billion,  includii 
Random  House;  Alascom,  the  Alask 
telephone  system,  where  capital  inve 
ment  and  rate  regulation  problems  ma 
selling  sensible;  Banquet  Foods;  Avic 
ics  Systems,  because  Sperry  offered  $) 
million  for  it. 

CIT's  four  manufacturing  divisions 
All-Steel,  Gibson  Greeting  Cards,  Picl* 
Corp.  and  Raco — are  on  the  block.  Wh 
Griffiths    won't    admit    it,  Corun 
which  also  really  doesn't  fit,  probab 
will  go  and  bring  a  good  price;  it  clait 
to  be  the  most  profitable  carpet  coi 
pany    in    America.  Orl 
Foods  also  is  expendab 
especially  now  that  Ba 
quet  has  been  sold. 

We  mentioned  earr; 
that  RCA  could  do  $5i 
share  in  1982,  with  an  u 
turn  in  the  economy.  NB 
alone  could  account  for 
good  half  of  the  improv 
ment  necessary  to  hit  th 
ambitious  goal. 

The  media  dearly  lovel 
chronicle  the  fall  of  a  sti 
and  President  Fred  Silve 
man,   who  runs  NBC, 
very  much  the  star.  Gr 
fiths  lures  Silverman  aw: 
from  rival  ABC  with  a  fabulo' 
package,  gives  him  a  free  hand  ai 
what  happens?  El  FIoppo!  NBC  remaii 
number  three  among  the  networ: 
both  in  revenues  and  in  profitability, 
good  story  that.  Only  not  true. 

Why  did  he  hire  Silverman?  Gr: 
fiths'  reply  is  typically  blunt:  "There 
only  one  Fred  Silverman,  so  I  hin 
him."  Wall  Street  apparently  agre< 
once.  The  day  Griffiths  announced  1 
had  hired  Silverman  away  from  ABI 
RCA  stock  jumped  IV*  points  whi| 
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?sting  complex  for  the  AEGIS  Surface  Ship  Combat  System,  built  near  a  cornfield 

intingfor  $660  million  in  revenues  last  year,  defense  is  a  good-size  business  in  its  own  right. 


itock  dropped  1%  points.  Laughs  a 
ititor,  "The  Silverman  hire  was 

$140  million — at  least  on  paper." 

s  it  is  turning  out,  Silverman  and 

Griffiths  may  have  the  last  laugh. 

There  is  Silverman,  still  punch- 
ill  working  16  hours  a  day,  smok- 
ree  packs  of  cigarettes  and  watch- 
lree  TV  screens  simultaneously. 
American  participation  in  the 
pics  canceled,  no  fault  of  Fred's  or 
Dkay,  but  Griffiths  had  seen  to  it 
IBC  had  plenty  of  insurance,  so  the 
irned  out  to  be  $27  million,  not  the 
nillion  that  was  NBC's  exposure, 
inwhile,  there  is  Shogun,  to  date 
cond-greatest  draw  in  TV  history 

ABC's  Roots,  also  a  Silverman 
jling  coup).  Shogun,  coming  in  the 
of  the  actors'  strike  that  has  filled 
be  with  reruns,  pushed  NBC  back 
t  place  in  number  of  viewers.  Can 
man  keep  the  momentum?  Don't 
at  he  won't. 

e's  how  NBC  can  be  a  big  help, 
year  it  will  earn  only  about  $85 
n  pretax,  puny  compared  with 
estimated  $250  million  or  ABC's 
nillion  and  half  what  NBC  earned 
U.  But  Silverman  expects  a  $70 
n  swing  in  profits  next  year  from 


Executive  Vice  President  Herbert  Schlosser 
(above)  and  NBC  President  Fred  Silverman 
If  videodiscs  catch  on  and  ratings 
rise,  $5  a  share  without  strain. 
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"Before  Griffiths,  our  external  communica- 
tions were  superb  and  our  operations  mis- 
managed. It's  the  other  way  around  now. 
Which  kind  of  leader  would  you  reallyprefer?" 

better  growth  and 


just  two  factors:  the  absence  of  the  costly 
political  coverage  necessary  in  a  presi- 
dential year;  and  the  absence  of  the 
losses  NBC  suffered  when  the  U.S.  pulled 
out  of  the  Olympics.  If  he  can  keep  his 
prime-time  ratings  where  they  are,  post- 
Shogun,  Silverman  can  produce  millions 
more  from  higher  advertising  rates.  All 
told,  he's  on  his  way  to  a  swing  of  $150 
million,  $1  per  RCA  share  aftertax. 

Silverman  points  out  that  NBC's  ra- 
dio network,  formerly  deep  in  the 
red,  now  has  swung  several  million 
in  the  black.  He  plans  to  increase  NBC- 
owned  radio  stations  from  8  to  the  legal 
maximum  of  14  "very  soon." 

Shogun  proved  NBC  could  attract  top 
audiences.  Silverman  claims  he's  about 
to  launch  a  show  of  much  longer-run 
significance.  It's  called  Gangster  Chroni- 
cles— America  as  seen  through  the  eyes 
of  three  famous  hoodlums.  "If  it  works  it 
will  account  for  100  hours  of  TV  viewing 
over  five  years,"  claims  he. 
If  NBC's  turnaround  is  one  major  leg  in 


Griffiths'  drive  for 
profitability,  the  videodisc  is  another.  A 
zero  market  today  for  RCA,  videodiscs 
and  players  may  someday  achieve  sales 
of  $8  billion  a  year.  Attach  a  player  to 
any  TV  set,  and  the  right  disc  will  bring 
you  a  favorite  movie,  a  warmly  remem- 
bered TV  show,  even  a  college-level  lec- 
ture. So  great  is  the  potential  that  the 
actors'  unions  went  on  strike  to  stake 
out  a  claim  on  a  slice  of  the  future  pie. 

Griffiths  is  approaching  videodiscs 
with  what  can  best  be  described  as  bold 
caution.  By  launch  time  next  spring  RCA 
will  have  spent  more  on  videodiscs  than 
the  $130  million  it  used  to  introduce 
color  TV.  The  company  believes  that  the 
market  will  flourish  only  if  enough  pro- 
grams are  available  on  discs  to  persuade 
millions  of  viewers  to  lay  out  around 
$500  it  will  cost  to  buy  a  player.  Grif- 
fiths' ace  negotiator,  Executive  Vice 
President  Herbert  S.  Schlosser,  has  al- 
ready lined  up  over  1,000  titles.  Over  500 
are  movies,  ranging  from  classics  like  the 


Griffiths  at  Rockefeller  Center  hacking  into  his  car  at  the  end  of  his  day — 4:30  p.m. 
To  pass  the  time  on  the  trip,  a  diet  of  profit-center  numbers. 
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original  Stagecoach,  Casablanca  and 
Red  Shoes  to  The  Godfather  and  Satuti 
Night  Fei'er;  but  the  list  will  also  inc 
discs  of  Dr.  Spock  showing  new  pan 
how  to  change  a  diaper  and  of  Arj 
Ashe  showing  how  to  play  tennis.  i 
available  will  be  children's  shows,  fj 
ous  sports  events,  rock  concerts,  op| 
and  plays. 

The  trick  in  videodiscs  is  to  ha 
player  that  can  compete  with 
eotape  recorders  (like  Sony's  fl 
max  and  the  Japanese-made  Matsusi 
RCA  markets)  and  with  the  other,  m 
expensive  videodisc  systems — like  N 
navox  and  Pioneer — with  which 
RCA  system  is  not  compatible. 

RCA  has  managed  to  persuade  Zei* 
Sears,  J.C.  Penney  and  CBS  to  adopt 
RCA  system.  Their  combined  marke 
clout  should  make  the  RCA  system: 
tailing  at  under  $500,  a  winner  over 
more  sophisticated  and  much  more  c 
ly  competition.  RCA  in  1981  expect! 
sell  200,000  players  and  2  million  vi< 
discs  at  something  over  $15  each, 
pending  on  the  size  of  the  royalty 
quired.  Profits  from  videodiscs?  It 
help  that  startup  costs  are  being  wrii 
off  as  incurred,  penalizing  profits  tc( 
to  avoid  penalizing  them  tomon) 
Startup  costs  should  run  $50  million  e 
in  1980  and  1981,  with  breakeven 
prospect  by  the  end  of  1982. 

If  RCA  videodiscs  catch  on  and  if  1 
Silverman  wins,  RCA  should  be  abl< 
make  that  $5  to  $6  a  share. 

In  which  case,  Griffiths  will  be  abl 
retire  on  a  flood  of  rising  earnings.  1 
of  all,  he  will  have  positioned  the  co 
ration  well  for  the  revolution  in  h< 
entertainment  that  is  shaping  up. 
yond  video  games,  videotape  record 
and  videodiscs  lies  a  whole  host  of  irj 
mation  and  entertainment  devices 
use  in  conjunction  with  the  TV  sen 
Down  the  road  a  bit  farther  is  the  oi 
lescence  of  the  tube  itself  as  presei 
known  and  its  replacement  with  a 
flat  screen — which,  not  coincidents 
RCA  has  been  developing  at  its  labs. 

There  could  be  many  a  slip,  of  cou 
and  those  $5  and  $6  earnings  are  by 
means  yet  bankable.  But  don't  beli 
those  stories  about  Griffiths  being  on 
way  out  and  don't  believe  the  rumors 
read  about  RCA  having  two  left  f 
This  is  a  company  in  maior  transitioi 
To  be  sure,  Edgar  Griffiths  isn't  y 
typical  captain  of  industry,  yet  diffn 
situations  demand  untypical  leaders. 
American  poet  Stephen  Vincent  Be 
once  said  of  a  dapper  but  unsucces 
Union  Civil  War  general:  "He  loo 
every  inch  the  hero  but  heroes  selc 
look  the  part."  Don't  judge  Ed  Griff: 
by  the  occasional  fumble  he  has  mad 
the  difficult  game  of  turning  Bl 
around.  Right  now  he  may  not  lookj 
hero  but  heroes,  especially  corpoi 
ones,  seldom  do.  ■ 
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The  cash-flow  view  of  a  growing  company 


Potato  chip  quality  control  inspection  at  Jays  Foods,  Inc  in  Chicago— a  typical  expanding  business  with  expanding  risk  management  needs 


A  business  built  with  an 
entrepreneur's  dreams  and  drive 
requires  insurance  broker  plan- 
ning that  capitalizes  on  every 
possibility,  avoids  every  pitfall. 
How  Alexander  &  Alexander 
looks  at  a  potato  chip  manufac- 
turer will  help  explain  how  we 
will  look  at  your  business.  In  this 
case,  we  look  through  an  owner's 
eyes.  Study  the  insurance  costs  of 
crispness  and  the  effects  of  the 
money  crunch.  Probe  for  risks  in 
delivery  routes  and  avenues  for 
new  plant  financing. 

Personalized 
risk  management 

Only  by  working  from  a 
client  s  point  of  view  can  we  be 
sure  a  company  gets  the  most 
comprehensive,  cost-efficient 
programs  possible. 


This  insider's  vantage  point 
enables  us  to  assume  the  function 
of  risk  manager  for  any  medium- 
sized  or  small  business.  Protect- 
ing against  an  owner's  personal 
liabilities;  planning  the  funding 
of  workers'  compensation,  profit 
sharing,  pensions;  dealing  with 
life  insurance,  acquisitions,  OSHA 
requirements;  and  handling 
claims  as  if  they  were  our  own. 

Each  industry  has  different 
needs.  For  insurance,  for  risk  man- 
agement, for  human  resources 
management,  for  financial  serv- 
ices. And  each  of  our  120  offices 
here  and  overseas  has  the  facilities, 
expertise  and  strength  to  fulfill 
the  requirements  of  any  company, 
large  or  small,  in  any  industry. 


We  think  a  big  reason  A&A 
has  become  one  of  the  largest 
and  most  trusted  insurance 
brokers  worldwide  is  that  we 
work  the  same  way  with  every 
client.  From  the  client's  point 
of  view. 


Alexander 
^Alexander 

From  the  client's  point  of  view. 


Riding  on  the  oil  boom  and  sharing  hand- 
somely in  the  soaring  revenues  is . . . 


The  oil  press 


By  Carol  E.  Curtis 


AT  A  RECENT  OIL  SEMINAR,  OH  &  Gas 
Journal  Editor  Gene  T.  Kinney 
was  giving  the  outlook  for  1981. 
Said  Kinney,  "The  blacker  the  energy 
picture  gets,  the  brighter  the  petroleum 
market  looks." 

Kinney  might  have  been  talking  about 
his  own  business.  It  isn't  only  oil  compa- 
nies that  fatten  their  bottom  lines  each 
time  OPEC  hikes  the  price  of  oil.  The  oil 
press — magazines,  newsletters  and 
newspapers  that  write  about  oil — has 
•found  a  gusher  of  its  own  in  the  tenfold 
runup  in  oil  prices  since  the  1973-74 
embargo.  The  thirst  for  news  about  oil, 
and  the  swollen  energy  bureaucracy  that 
regulates  it,  have  created  a  boom  that  has 
made  struggling  publications  into  thriv- 


ing enterprises — and  some  curious  mil- 
lionaires out  of  hard-pressed  journalists. 

The  revenues  of  the  oil  press  are  still 
only  a  flyspeck  next  to  the  mammoth 
numbers  of  big  oil.  But  it  is  much  more 
than  a  cottage  industry.  According  to  the 
Washington,  D.C. -based  Newsletter  As- 
sociation of  America,  the  $1  billion 
newsletter  industry  now  relies  on  oil  and 
energy  publications  for  10%  of  the  total. 

This  $100  million  business  has  grown 
to  maturity  in  the  last  six  years.  Fred 
Goss,  executive  director  of  the  Newslet- 
ter Association,  estimates  that  100  of 
the  1,600  newsletters  listed  by  the  asso- 
ciation are  predominantly  about  oil  and 
energy.  Of  the  100,  he  says,  65  have  been 
born  since  1974. 

The  American  Petroleum  Institute, 
the  major  oil  trade  group,  reports  similar 


Editor  Gene  Kinney  (left)  and  publisher  John  Ford  of  the  Oil  &  Gas  Journal 
The  b Lacker  the  picture,  the  brighter  their  prospects.  


growth.  The  API  says  there  are  10  to 
new  titles  coming  out  every  year  in 
field  of  oil  journalism.  Recent  examp) 

Enhanced  Recovery  Week,  Oil  Express  J 
International  Petroleum  Finance .  "Nobo 
showed  much  interest  before  the  emb 
go,"  says  an  API  spokesman.  "Now, 
oil  press  is  an  industry  in  its  own  rigrj 

But  the  industry's  leading  revenue  p 
ducers  aren't  necessarily  the  post(j 
bargo  wonders.  The  five  top  earners 
Oil  &  Gas  Journal,  Piatt  's  Oilgram  News  i 
Piatt's  Oilgram  Price  Report,  Petroleum 
telligence  Weekly,  Oil  Daily  and  Energy  l\ 
ly .  Of  these,  only  Energy  Daily  is  less  tl 
ten  years  old. 

The  78-year-old  Oil  &  Gas  Journal  t 
trace  its  roots  back  to  the  Texas  oilpat 
As  a  trade  publication  for  the  oilman 
began  in  Beaumont,  Tex.  at  about 
same  time  as  the  Gulf  Coast  oil  boom, 
initial  goal  was  modest:  "The  truth  s 
nothing  but  the  truth,"  it  promis 
"concerning  .  .  .  southwestern  oilfield 
It  became  an  industry  staple  because 
statistics  it  published  on  things  like 
reserves  and  refining  capacity. 

When  the  price  of  oil  leaped  fourfold 
new  class  of  reader  appeared.  "We  sa^l 
tremendous  influx  of  subscribers  w 
were  stockbrokers  and  nonoil  exei 
tives,"  says  John  Ford,  the  magazir) 
42-year-old,  Oklahoma-born  publishei 

Kinney,  who  has  edited  the  Oil  &  6 
Journal  for  the  last  five  years,  estima| 
that  about  15%  of  its  present  subscrib 
are  now  outside  the  oil  industry.  1 
magazine  grosses  $15  million  a  year  fn 
advertisements  and  subscriptions  fn 
62,000  paying  readers. 

Surprisingly,  Kinney  and  Ford  say  tH 
hope  the  percentage  of  nonindustry  re. 
ers  won't  go  higher.  For  all  but  $1  milli 
of  the  magazine's  revenues  come  fn 
advertising,  and  advertisers  aren't  mc 
interested  in  reaching  readers  outs: 
the  industry.  Ford  charges  $78  a  year 
nonindustry  readers,  vs.  $27  to  those  w 
are  part  of  the  oil  business. 

To  a  degree,  though,  the  Oil  & 
Journal's  advertisers  have  broader 
along  with  its  readers.  This  year,  t 
magazine  will  run  about  6,000  pages 
ads — 40%  of  all  ads  placed  in  major 
trade  publications,  according  to  Ford, 
decade  ago,  all  of  the  advertisers  w< 
petroleum  marketers.  Ford  says  he  d 
covered  from  a  1974  study  that  over  3C 
of  the  advertisers  were  from  new  cal 
gories  like  aerospace  and  construction 

Still,  Ford  looks  within  the  industry 
the  magazine's  future  growth.  On  tH 
score,  he  believes  the  publication  r 
carved  out  a  niche  that  will  rems 
unique.  Besides  being  the  only  source 
certain  statistics,  Oil  &  Gas  Journal 
mains  the  only  "horizontal"  publicati 
covering  all  operating  divisions  of  t 
domestic  oil  industry  on  a  weekly  basi 

The  magazine's  competition  for  ads) 
mostly  from  highly  specialized  public 
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ANOTHER  VIEW  OF  A  CHEMICAL  COMPANY  *  SEQUENCE  6 


Herman  Selderslaghs,  civil  servant,  talking  about  his  wife  Chris,  market  researcher  with  Henkel  Belgium 

Chris  tries  new  Henkel  products 

on  us  first." 


My  wife  Chris 

into  something 


"It  is  really  quite  re- 
markable that  Chris 
should  be  working 
at  Henkel  Belgium. 
Back  when  she  was 
about  to  start  school 
at  the  University  of 
Louvain,  her  father 
wanted  her  to  get 
practical,  such  as 
dentistry,  but  she  chose  instead  to 
major  in  social  science.  Her  school 
friends  later  proposed  many  sen- 
sible things  she  might  do  with  a  social 
science  degree,  and  she  surprised 
them  all  by  deciding  to  enter  the 
industrial  field. 

When  we  fell  in  love  I  had  visions  of 
marriage  and  a  family.  Chris,  how- 
ever, chose  a  career  as  a  market  re- 
searcher, and  she  thrived  on  it. 
Well,  we  did  get  married,  and  with 
the  arrival  of  our  youngsters,  An  and 
Sofie,  Chns  stayed  at  home.  She  did 
not  resign  but  took  mother's  leave. 
But  when  the  little  ones  were  not  so 
little  anymore,  she  wanted  to  go  back 
to  work.  Chris  had  her  eye  on  Henkel 


Belgium  because  of  the  professional 
opportunities  she  believed  an  inter- 
national company  like  Henkel  could 
offer.  From  one  hundred  applicants, 
Henkel  Belgium  selected  her,  a  young 
mother,  as  the  best  qualified  person 
for  a  market  research  job. 
As  it  has  turned  out,  her  work  at 
Henkel  Belgium  is  everything  she 
hoped  it  would  be.  She's  proud  of  the 
company's  emphasis  on  high  quality 
products,  and  pleased  with  the 
opportunities  her  work  provides, 
and  feels  rewarded  by  her  involve- 
ment with  new  products  for  home 
and  personal  use. 

We  enjoy  her  work,  too,  especially 
since  she  began  using  us  as  her 
'assistant  researchers'  or  guinea 
pigs  at  home.  We  sniff  new  frang- 
rances,  test  new  soaps  and  try  new 
detergents.  Consequently,  the  whole 
family  feels  kind  of  responsible  for 
the  new  Henkel  products.  Chris  notes 
how  her  ideas  react  spontaneously 
with  us  and  we,  in  turn,  notice  with 
what  dedication  she  approaches  her 
work  at  Henkel. 


If  you  asked  us  if  we  approve  of  Chns' 
double  role  of  a  mother  and  a  market 
researcher,  our  joint  answer  is  a 
definite  yes.  With  one  exception  - 
she  has  to  be  at  the  office  by  8:30  a.m." 


Henkel  Belgium  S.A.,  Brussels, 
with  plants  in  Herent  and  Doel, 
is  one  of  more  than  100  companies 

of  the  Henkel  Group,  situated  in 
more  than  40  countries.  Worldwide 
sales  1979  =  6.8  billion  DM. 
33,000  employees.  Headquarters 
Dusseldorf,  Federal  Republic 

 of  Germany.  

Product  range  includes  laundry 
products,  household  cleaners, 


cosmetics,  adhesives,  industrial 
cleaners,  oleochemicals,  auxiliary 

products  for  textile  and  leather 
industries.  Over  8,000  products  for 
all  walks  of  life. 


Chemistry  working  for  you. 


tions  like  Petroleum  Engineer  and  Drilling 
Contractor.  But  competition  for  readers 
is  far  broader.  Measured  by  the  yardstick 
of  subscription  revenues,  two  daily 
newsletters,  Piatt's  Oilgram  News  and  Price 
Report,  lay  claim  to  second  place.  The 
letters,  which  cost  $607  each  per  year 
and  are  published  by  McGraw-Hill,  cover 
domestic  and  international  oil  and  mar- 
keting news.  They  generate  annual  sales 
of  about  $4.2  million,  and  much  of  their 
growth  has  come  since  the  embargo.  "In 
1973-74,  we  had  the  big  spurt,"  says  On- 
mc  Marashian,  an  Egyptian-born  former 
reportei  for  the I'yyfUian  dazette  who  has 
edited  Piatt's,  Oilgram  News  since  1973. 

In  the  1960s,  Marashian  says,  Piatt's 
readership  was  "nearly  100%"  oil  indus- 
try. In  the  last  six  years,  Piatt's  7,000 
subscribers  have  broadened  to  include 
government  employees,  investment 
firms,  law  firms,  consultants  and  think 
tanks.  But  like  the  Oil  &  Gas  Journal,  the 
biggest  chunk  ol  I'latt's  revenues  contin- 
ues to  come  from  oil  companies. 

Sharing  Piatt's  bid  for  readers  among 
the  immensely  wealthy  majors  is  the 
Petroleum  Intelligence  Weekly — a  newslet- 
ter that  has  a  fiercely  loyal  following. 
Founded  in  1961  by  Wanda  Jablonski, 
f'/W  has  earned  a  reputation  for  sophisti- 
cated analysis  of  world  oil  politics  and 
price  moves.  It  has  turned  up  numerous 
exclusives,  and  Jablonski  prides  herself 
on  the  letter's  select  readership.  "The 
top  executive  can't  be  given  rewrites  of 
AP  [Associated  Press]  wire  copy,"  she 
sniffs,  in  an  open  jab  at  her  competitors. 
"At  our  price,  we  have  no  fluffy  readers." 

PIW  charges  $850  a  year  ("paid  in  ad- 
vance"), and  [ablonski  will  not  discuss 
its  revenues  or  circulation.  But  since 
1 973,  she  says,  the  number  of  subscribers 
has  doubled. 

Oil  Daily,  the  industry's  only  tabloid,  is 
still  struggling.  Since  it  was  founded  in 
1951,  Oil  Daily  has  had  three  different 
owners.  The  current  one,  Whitney  Com- 
munications Corp.,  bought  it  from  the 
Financial  limes  of  London  in  1977. 

Oil  Daily's  circulation  actually  went 
down  after  the  embargo,  according  to 
Van  L.  Shumway,  the  paper's  editor  and 
publisher  for  the  last  two  years.  In  pass- 
ing through  so  many  hands,  says  Shum- 
way, "it  was  not  well  taken  care  of." 

The  paper  has  grown  modestly  under 
Shumway 's  stewardship,  adding  1,000 
readers  (there  are  now  6,500  subscribers) 
in  the  last  year.  Its  $2.5  million  in  rev- 
enues comes  from  ads  as  well  as  sub- 
scriptions, which  cost  $227  a  year.  With 
the  high  costs  of  printing  and  distribu- 
tion, its  profitability  is  marginal  at  best. 

Other  newspapers  have  invaded  Oil 
Daily's  turf.  One  fast-growing  newcomer 
is  Energy  User  News,  a  four-year-old  week- 
ly newspaper  put  out  by  Fairchild  Publi- 
cations. The  paper  covers  oil  news  from 
the  viewpoint  of  industrial  and  commer- 
cial energy  users  rather  than  producers. 


Though  not  yet  among  the  top  revenue 
producers,  Energy  User  News  has  attracted 
attention  with  some  interesting  exclu- 
sives, including  the  report  earlier  this 
month — unconfirmed — that  OPEC  has 
decided  to  go  off  the  dollar  standard  to  a 
basket  of  currencies. 

Despite  their  differences  in  style,  the 
four  leading  publications  have  one  thing 
in  common:  They  were  solidly  estab- 
lished in  their  own  right  before  OPEC  oil 
sheikhs  ever  thought  of  quadrupling  oil 
prices.  The  new  kid  on  the  block — and 
the  next  largest  in  revenue  estimates — 
owes  its  existence  almost  totally  to  the 
postembargo  explosion  in  energy  news 
and  oil  industry  regulation. 

Energy  Daily,  founded  in  1973,  came 
along  at  the  right  time.  For  Llewellyn 
King,  Energy  Daily's  publisher  and  owner, 
the  newsletter  was  a  matter  of  financial 
necessity.  King,  a  high-school  dropout 
from  Zimbabwe,  found  his  capital  al- 
most gone  in  the  mid-Sixties  after  trying 
an  unsuccessful  magazine  for  women  ("It 
didn't  liberate  any  women,  it  liberated  all 
my  money").  He  threw  his  last  $250  into 


the  letter  seven  years  ago.  "It  was 
silly.  I  was  doing  it  by  myself,"  he  m 

But  after  King  sent  out  his  first  pr< 
tion,  he  got  a  surprise.  There  was  mj 
coming  in  so  fast  he  didn't  have  tirri 
open  the  envelopes. 

That  was  the  same  year  as  thd 
embargo.  King's  Washington,  D.C.-q 
newsletter,  which  focuses  on  go^ 
merit  oil  and  energy  news,  rode  the  rj 
tide  of  energy  regulations  all  the  wa 
the  bank.  King  now  has  nearly  2 
subscribers  paying  $625  a  year  to  t 
energy  bureaucrats  and  the  news  I 
generate.  This  year,  he  says,  "I  thinl 
gross  a  million  and  a  half." 

Is  the  time  still  ripe  for  new  entr 
into  the  industry?  Entrepreneurs  sh\ 
be  prepared  for  fierce  competition  I 
other  publications  and  some  unexpe: 
sources — including  the  office  copier 
box).  Says  King  of  the  current  prosp< 
"The  market  is  being  chopped  up  i 
and  finer.  Energy  is  now  as  closely 
ered  as  any  subject.  But  who  would  I 
predicted  my  growth  on  a  capital  im 
ment  of  $250?  It's  still  amazing."  ■ 


A  game  of  copycat  and  mouse 


Energy  Daily's  Llewellyn  King 


Like  all  newsletters  these  days, 
oil  newsletters  are  up  against 
the  copy  machine.  Fred  Goss, 
executive  director  of  the  Washington, 
D.C. -based  Newsletter  Association  of 
America,  estimates  that  last  year  the 
industry  lost  some  $100  million,  or 
10%  of  its  gross  revenues,  from  illegal 
photocopying.  Energy  Daily  publisher 
Llewellyn  King  figures  that  at  least 
40,000  copies  of  his  newsletter  circu- 
late every  day,  while  he  actually  sells 
under  2,000. 

King,  and  other  publishers,  tried  to 
stop  the  abuse  by  printing  the  news- 
letter on  "Xerox-proof"  paper — using 
blue  ink  on  light  blue  paper.  It  worked 
to  the  extent  that  you  couldn't  make  a 
decent  copy,  but  you  also  couldn't 
read  the  original.  Goss  says  that  just 
when  the  publishers  had  almost  per- 
fected their  photocopy-proof  process, 
copy  machine  companies  came  out 
with  better  machines.  "This  copying 


produces  a  sort  of  vicious  cirdM 
which  forces  you  to  charge  a  higj 
subscription  price.  "There's  really  nl 
way  to  beat  it,"  groans  King. 

One  organization  that's  trying  t 
stop  the  practice  is  the  Copyrigh, 
Clearance  Center  in  Salem,  Mass.  Ei 
tablished  in  1978,  after  Congres 
passed  a  law  prohibiting  the  photc 
copying  of  copyrighted  material  with 
out  the  permission  of  the  copyrigh 
owner,  the  nonprofit  center  has  som 
3,200  registered  publications  amon 
the  450  publishers  it  represents. 

These  codes,  which  appear  on  th 
mastheads,  identify  the  publication! 
and  their  page  fees.  If  someone  copie 
a  registered  publication  he's  supposes 
to  jecord  the  number  of  pages  he  cop 
ied  and  report  it  to  the  center.  Th 
center  then  bills  the  customer,  col 
lects  the  fees  and  pays  the  publisher.  1 
you're  a  regular  customer,  like  a  li 
brary,  you're  billed  once  a  month.  Th 
average  fee  is  $1.50  per  article,  bu 
newsletters  run  about  $4  a  page.  Fo 
the  service,  the  center  charges  it 
members  25  cents  per  copy. 

Just  how  effective  is  the  center  ii 
collecting  the  fees?  Says  David  Waite 
the  center's  president:  "At  the  mo 
ment  it's  an  honor  system.  The  statu 
is  that  there's  far  more  abuse  thai 
use."  In  fact,  the  center  has  done  stud 
ies  which  show  that  private  industr 
reports  a  mere  6%  of  the  registerec 
publications  it  copies,  and  libraries  re 
port  even  less. — Linda  Gasparello 
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Leadership 

makes  Williams  worth  watching  in  the'80  s. 

The  Williams  Companies  invested  approximately  three-quarters  of  a 
billion  dollars  in  the  '70s  to  develop  and  improve  a  leadership  position 
in  world  agribusiness  through  its  Agrico  Chemical  Company  subsidiary 
and  it's  paying  off.  As  it  enters  the  '80s,  Agrico  is  one  of  the  world's  largest 
and  most  efficient  miners,  manufacturers  and  marketers  of  chemical  fer- 
tilizers. It's  a  highly-integrated,  cost-effective  producer,  as  well  as  a  leader 
in  manufacturing  value-added  nitrogen  and  phosphate-based  products. 

More  than  a  fertilizer  company,  Williams  is  also  a  leader  in  energy 
and  metals,  having  invested  additionally  over  half  a  billion 
dollars  during  the  '70s  to  strengthen  these  businesses. 

In  addition  to  its  leadership  positions,  Williams'  corporate  balance,  financial  flexibility 
and  increased  earnings  make  "Williams  worth  watching  in  the  '80s,"  Learn  more  about 
Williams  (WMB-NYSE)  by  writing  L.  R.  Francisco,  manager-investor  relations,  The 
Williams  Companies,  One  Williams  Center,  Tulsa,  OK  74172. 

THE  FERTILIZER,  ENERGY  AND  METALS  COMPANY 

Agrico  Chemical  Company  •  Williams  Exploration  Company  •  Williams  Pipe  Line  Company  •  Edgcomb  Metals  Company 


Transway  has 
made  a 
commitment  to 
innovation  and 
leadership  in  each 
of  these  areas  of 
transportation  and 
distribution, 

f      That's  A  Sound 
Concept  To  Invest  In 


Freight  Forwarding 


Marine  Transportation     Trailer  Manufacturing       Liquefied  Petroleum  Gas 


Please  write  for  our  1979  Annual  Report.  Learn  about  our  investment  in  the  future  and  how  it  has 
helped  us  become  a  corporation  with  $884  million  in  revenue  and  $332  million  in  total  assets. 


i  run 


Transway  International  Corporation 

747  Third  Avenue 
New  York,  New  York  10017 


zrnischfeger  did  all  the  right  things— mod- 
nized,  developed  new  products  and  ex- 
uded abroad.  But  the  timing  was  off  and  it 
baying  a  rough  price  for  that. 


Those  deadly 
words— too  soon 


By  Jean  A.  Briggs 


k  labber  about  the  revitalization 
I  of  American  industry,  about  the 
"  impending  drive  for  energy  self- 
ciency  or  about  the  need  to  reequip 
jrican  industry  for  greater  productiv- 
Henry  Harnischfeger  smiles, 
lere's  a  hint  of  mockery  in  that 
e.  Henry  Harnischfeger  has  heard  all 
before  and  yet  Harnischfeger  Corp.'s 
hinery  business  is  lousy.  On  sales  of 
I  million  last  year;  his  old  Milwaukee 
pany  lost  $2  million.  This  year,  on 
nues  of  maybe  $630  million  it  might 
a  thin  $8  million.  That  would 
unt  to  about  90  cents  a  share,  less 
.  5%  on  stockholder's  equity,  a  sad 
rast  to  the  $3.22  (nearly  25%  on 
ty)  it  earned  in  1975.  The  company, 
ded  in  Milwaukee  in  1884  by  two 
nan  immigrants — Henry  Harnisch- 
■'s  grandfather  Henry  and  partner 
izo  Pawling — has  managed  to  retain 
idependence.  But  it  has  been  hairy, 
r  years  now,  the  company  has  been 
tting  on  a  pickup  in  capital  spending 
U.S.  industry.  A  capital-spending 
o,  if  it  ever  comes,  will  require  large 
unts  of  Harnischfeger  equipment — 
onstruction,  mining  and  moving  of 
trials.  Harnischfeger  is  one  of  the 
d's  foremost  producers  of  heavy- 
cranes  used  in  building  plants,  of 
els  used  in  open-pit  ore  mining  and 
verhead  traveling  cranes  used  to 
e  goods  inside  plants, 
irnischfeger  has  plenty  of  competi- 
in  each  of  these  areas:  For  example, 
Tus-Erie  in  mining  equipment; 
:rican  Hoist  &  Derrick  in  heavy- 
cranes;  some  25  companies  in  in- 
rial  equipment.  At  the  moment, 
t  of  those  competitors  are  more  prof- 
e  than  Harnischfeger.  It  was,  in  fact, 
)nly  major  company  in  the  industry 
se  money  last  year.  But  not  because 
3or  products:  Harnischfeger  equip- 
t  is  highly  respected.  Harnisch- 
's  problem  was  that  it  believed  what 


ought  to  be  would  be.  It  went  deeply  into 
debt,  expanding  against  the  day  U.S.  cor- 
porations would  open  the  spending  gates 
for  the  machinery  needed  to  rebuild  their 
plants  and  to  attain  energy  self-sufficien- 
cy. A  decade  ago,  Harnischfeger 's  long- 
term  debt  was  only  $15  million;  today  it 
is  almost  ten  times  that. 

Over  the  past  five  years  the  company 
has  poured  $105  million  into  upgrading 
its  plant  and  equipment  and  another  $60 
million  into  research  and  development. 
For  example,  it  identified  early  a  need  for 
mining  shovels  smaller  than  the  big  drag- 
lines its  competitors  were  concentrating 
on.  It  quickly  gained  a  60%  market  share. 

It  also  decided  the  market  was  ready 
for  a  new  hydraulic  crane  for  rough  ter- 
rain, and  came  up  with  a  whole  new 
design  that  captured  35%  of  the  market. 
Another  new  product  was  a  5-to-20-ton 
capacity  range  industrial  crane  that  could 
be  built  from  standard  parts  rather  than 
engineered  from  the  ground  up.  Har- 
nischfeger figures  it  has  25%  of  that 
overhead  crane  market. 

But  the  business  grew  more  slowly 
than  Henry  Harnischfeger  had  hoped  and 
the  burden  of  carrying  all  that  debt  be- 
came crushing.  Interest  costs  were  $28 
million  last  year — nearly  5%  of  rev- 
enues— and  $25  million  so  far  this  year. 
The  company  had  expanded  heavily  on  a 
rather  slender  equity  base.  In  fact,  until 
the  early  Seventies  it  was  a  smallish, 
closely  held  company.  "We  have  always 
been  a  cash-short  company,"  says  Har- 
nischfeger. "That  is  why  in  the  years 
between  1958  and  1970  we  decided  to 
become  a  public  company.  We  just  didn't 
have  enough  equity  capital  to  do  well 
what  we  were  good  at." 

Harnischfeger  sold  equity  three  times 
in  the  Seventies,  bringing  the  family 
share  down  to  about  9% .  But  debt  is  now 
over  40%  of  total  capital.  With  the  stock 
at  an  18%  discount  from  book  value, 
additional  equity  sales  are  out  of  the 
question.  So  in  April  Harnischfeger  con- 
solidated the  company's  short-term  debt 


and  arranged  $50  million  in  bank  credit 
pegged  to  the  prime  rate.  Since  then  he 
has  implemented  cash-conserving  mea- 
sures, but  he  isn't  optimistic  that  they 
will  significantly  reduce  interest  expense 
this  year. 

Nor  are  high  interest  rates  Harnisch- 
feger 's  only  problem.  It  is  also  suffering 
from  trying  to  be  a  truly  international 
company.  This  decision  hasn't  been  all 
bad:  Nearly  40%  of  the  company's  sales 
comes  from  abroad  today.  But  it  did  lead 
to  another  decision  that  has  proved  cost- 
ly: to  produce  in  West  Germany.  In  1974, 
right  after  the  oil  embargo,  the  company 
couldn't  produce  enough  equipment  to 
meet  demand  in  Europe,  the  Middle  East 
and  North  Africa.  European  distributors 
began  pressing  for  a  European  source  of 
supply.  So  Harnischfeger  decided  to  set 
up  a  subsidiary,  51% -owned  Harnisch- 
feger GmbH,  with  Germany's  giant 
Thyssen  Industrie  AG.  The  subsidiary 
was  expected  to  break  even  by  1979.  But 
the  deutsche  mark  escalated  in  value, 
making  the  subsidiary's  products  non- 
competitive. Then  came  the  biggest 
blow  of  all:  the  collapse  of  the  govern- 
ment in  Iran,  where  25%  of  the  subsid- 
iary's production  was  destined.  "When 
the  government  fell,  $20  million  worth 
of  equipment  was  en  route  to  Iran,"  says 
Harnischfeger.  "We  got  it  back  but  had 
to  dispose  of  it  at  reduced  prices."  The 
subsidiary  lost  $15  million  last  year. 

Harnischfeger  has  decided  not  to  walk 
away  from  the  German  operation.  "We 
have  thousands  of  pieces  of  equipment 
out  and  we  must  service  them,"  he  says. 
"If  you  walk  away  from  an  operation  like 
that,  you  can  never  go  back."  But  he  is 
cutting  back.  "We  will  make  just  two  or 
three  items  there  that  are  peculiar  to  that 
market,"  he  says. 

You've  got  to  feel  good  about  Henry 
Harnischfeger.  He's  maintained  the  fam- 
ily tradition  by  building  good  produc  ts  and 
expanding  to  meet  what  he  reasonably 
anticipated  his  customers  would  need. 
Things  haven't  gone  well  for  him  the  past 
few  years  but  the  company  is  beautifully 
positioned  for  the  flood  of  capital  spending 
that  is  inevitable — we  all  hope. 

Meanwhile,  the  company's  excellent 
plant  and  products  have  made  it  seem  a 
sitting  duck  for  takeovers.  With  an  anti- 
trust suit,  Henry  Harnischfeger  blocked  a 
$20-a-share  bid  for  the  stock  from  PAC- 
CAR, the  big  West  Coast  truckmaker.  A 
more  friendly — and  more  generous — bid 
of  $27.50  a  share  from  West  Germany's 
Mannesmann  AG  fell  through  on  anti- 
trust grounds.  Harnischfeger,  now  57, 
says  he  isn't  against  a  merger,-  his  two 
sons  have  decided  not  to  join  the  busi- 
ness, so  family  management  will  come 
to  an  end  in  any  case.  He  is  tired  of  being 
short  of  capital.  But  he  makes  it  clear 
that  nobody  is  going  to  steal  the  business 
from  its  stockholders  just  because  it 
went  through  a  few  bad  years.  ■ 
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The  market  in  general  is  roaring  ahead,  but 
there  are  plenty  of  losers.  Yet  it's  possible  that 
today's  loser  can  become  tomorrow's  winner 

Clinkers 
and  clunkers 


Statistical  Spotlight 


YOU  COULD  HAVE  SCORED  BIG  in 
this  market  where  the  bulk  of 
stocks  are  way  up  (Forbes,  Oct. 
/•>').  You  could  also  have  bombed.  Had 
you  been  unfortunate  enough  to  start 
1980  by  spreading  your  money  among 
the  75  biggest  clinkers  and  clunkers — 25 
each  on  the  New  York,  AMEX  and 
NASDAQ — your  portfolio  would  now  be 
worth  39%  less  than  when  you  started. 

Our  list  of  clinkers  and  clunkers  con- 
tains such  well-known  names  as  Wilson 
Freight,  Commonwealth  Oil,  General 
Public  Utilities,  Massey-Ferguson,  First 
Pennsylvania,  Great  Basin  Petroleum 
and  The  Charter  Co. 
Look  at  Charter.  Just  a  little  over  a 


year  ago  it  was  much  coveted  and  sold 
for  as  high  as  $50  a  share.  But  because  of 
the  world  oil  glut,  a  severe  earnings  col- 
lapse started  in  the  second  quarter  and 
the  stock  now  sells  at  19.  Charter  is 
down  44%  since  the  start  of  the  year. 

For  the  most  part,  high-technology 
stocks  have  gone  berserk  on  the  up  side. 
However,  several  high  techs  have  run 
against  the  market.  Companies  such  as 
Four-Phase  Systems  and  Centronics 
Data  Computers  are  beset,  at  least  tem- 
porarily, by  high  costs  for  research  and 
development  and  new  product  launches. 
The  margins  of  many  computer  compa- 
nies are  hurt  by  the  fact  that  more  and 
more  customers,  anticipating  more  effi- 
cient products  on  the  horizon,  are  opting 
to  lease  rather  than  purchase  existing 
equipment. 


The  prices  of  such  companies  as  , 
sey-Ferguson,  Great  Atlantic  &  Pa 
Tea,  Tobin  Packing  and  Itel  refleci 
fact  that  they  have  shown  little  < 
profit  over  recent  years. 

With  so  many  good  securities  hi 
new  highs,  why  would  anyone  be  i 
ested  in  clinkers  and  clunkers?  Bee 
many  of  these  companies  will  eventi 
turn  around.  Like  the  market,  indivi 
companies  tend  to  run  in  cycles.  Sec 
ly,  the  market  always  overreacts,  bo 
bad  news  and  to  good  news. 

But  look  carefully  before  you  cast 
lot  with  the  losers.  Wilson  Freight 
White  Motor  recently  filed  for  Ch; 
1 1  and  several  others  are  also  in  pn 
ious  financial  positions.  Study  the  ur 
lying  fundamentals  before  investin 
any  of  these  stocks. 

A  wise  professor  expanded  on  B< 
min  Graham's  concept  of  seeking  ur 
valued  stocks  by  noting  that  to  be 
cessful  in  the  market  you  should 
your  coordinates  of  space  and  time. ' 
was  just  a  professorial  way  of  saying 
today's  loser  can  be  tomorrow's  wir 
And  vice  versa.  He  meant:  Never  n 
what  people  are  saying  now;  try  to 
beyond  that,  to  1982  and  1983.  E 
buy  on  the  last  quarter's  results;  bu 
what  you  think  results  will  be  one  or 
years  hence.  Remember  that  many  o: 
stocks  shining  in  today's  market  i 
dull  a  little  while  back.  A  case  in  pc 
As  recently  as  a  year  ago,  few  inves 
would  touch  railroad  stocks;  this 
they  have  been  among  the  market's 
test  performers.  Conversely,  gamb 
stocks  were  dynamite  last  year;  this 
they  are  going  begging.— Steve  Kicben 


Seventy-five  stocks  that  didn't . . . 

The  25  biggest  losers  on  the  New  York  and  American  Stock  Exchanges  and  in  the  NASDAQ  market. 


o/ 
/o 

Price 

change 

range: 

Latest 

Price/ 

Annu 

since 

Recent 

Price  as 

Jan.  1  to 

12-months 

earnings 

Indicated 

Indicated 

rev en i 

Company  (industry) 

Jan.  1 

price 

of  Jan.  1 

present 

EPS 

ratio 

dividend 

yield 

1000 

New  York  Stock  Exchange 

Itel  (finance) 

-58% 

2% 

5% 

5%-  1% 

NA 

Nt 

Compugraphic  (typesetting  equipment) 

-46 

20% 

38% 

42%-17V2 

$  2.31 

9.0 

$0.28 

1.3% 

$  252. 

Charter  (oil  &.  gas  retailing) 

-44 

19'/2 

347/8 

44%-15% 

12.65 

1.5 

1.00 

5.1 

4,249. 

Lamson  &  Sessions  (railroad  equipment) 

-4\ 

9% 

16 

17%-  7% 

0.69 

13.6 

0.60 

6.4 

324.' 

Richardson  (multicompany) 

-39 

16 

26 'A 

26%-13% 

0.65 

24.6 

1.30 

8.1 

159.. 

Genera]  Public  Utilities  (electric  utility) 

-39 

5>/4 

8% 

9%-  3% 

0.61 

'  8.6 

1,490.: 

Centronics  Data  Computer  (computer  equip)  -39 

30 '/s 

49% 

50'/8-19>/2 

3.01 

10.0 

1.00 

3.3 

130. 

Four-Phase  Systems  (computer  equipment 

-38 

28% 

46% 

47'/8-19'/2 

2.24 

12.8 

178. 

Lynch  Comm  Sys  (telecommunications) 

-37 

14'/8 

22  Vi 

25%-12% 

0.66 

21.4 

0.10 

0.7 

50. 

UNC  Resources  (uranium  mining) 

-36 

14% 

2Vh 

27%-  9% 

d  1.42 

neg 

267.. 

Massey-Ferguson  Ltd  (agricultural  equip) 

-36 

6'/2 

10% 

11%-  5% 

d  7.58 

neg 

2,973.( 

Cadence  Industries  (publishing) 

-36 

11 V* 

17% 

17%-  7% 

1.89 

5.9 

124.: 

First  Pennsylvania  (bank) 

-35 

5% 

8% 

9   -  3% 

d  7.21 

neg 

991.: 

Data  Terminal  Sys  (business  machines) 

-33 

25 'A 

38  Vs 

38%-16% 

1.24 

20.4 

0.30 

1.2 

107.: 

MGM  Grand  Hotels  (hotels) 

-32 

14'/2 

2VA 

23'/8-13'/4 

1.09 

13.3 

0.40 

2.8 

298.. 

'Earnings,  dividends  and  sales  converted  to  U.S.  dollars.    Company  filed  for  reorganization  under  Chapter  11 

11.    d:  deficit,    neg:  negative.    NA;  Not  available.    NM:  Not  meaningful. 


3Unit  of  company  filed  for  reorganization  under  Chapo 
Sources:  Standard  &  Poor  's,  FOkHi 
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American  Orchestras  on  lour  -making  music  reach  out. 


Orchestras  often  tour.  But  when  the  tour  includes  having  an  orchestra's 
principal  players  instruct  serious  music  students,  it  makes  music  reach  out. 

The  Bell  System  American  Orchestras  on  Tour  program  helps  take  major 
American  symphony  orchestras  across  the  nation.  But  more  than  that,  the  program 
expands  the  reach  of  these  great  orchestras  with  musical  activities  outside 
the  concert  hall. 

This  year,  Bell  System  American  Orchestras  on  Tour  will  reach  120  cities  with 
over  200  symphony  concerts,  chamber  concerts,  and  open  rehearsals.  In  addition, 
75  master  classes  will  give  several  thousand  music  students  the  opportunity  to  receive 
first-hand  instruction  from  principal  players  of  the  touring  orchestras. 

Ever  since  1940,  when  we  started  sponsoring  The  Bell  Telephone  Hour,  enhancing 
America's  quality  of  life  through  support  of  the  arts  has  been  a  Bell  System  tradition. 
We  think  it  goes  hand  in  hand  with  enhancing  America's  quality  of  life  through  the 
world's  best  communications  system. 


(§)  Bell  System 


Seventy-five  stocks  that  didn't . 

•  • 

/o 

Price 

change 

range: 

Latest 

Price/ 

An  mi 

since 

Recent 

Price  as 

Jan.  1  to 

12-months 

earnings 

Indicated 

Indicated 

reveni 

Company  (industry) 

Jan.  1 

price 

of  fan.  1 

present 

EPS 

ratio 

dividend 

yield 

(0001 

Bally  Manufacturing  (recreation) 

-32% 

24% 

36 

3672-19 

$  1.75 

13.9 

5  0.10 

0.4% 

$  376.. 

Southland  (retail) 

-31 

19% 

2874 

3078-1 73/8 

3.05 

6.4 

0.99 

5.0 

3,856. 

Howell  Corp  (oil  &  gas) 

-31 

2os/« 

30 

33  —15 

5.28 

3.9 

0.40 

1.9 

350. 

Arctic  Enterprises  (recreation) 

-31 

33/4 

572 

53/4-  2% 

d  5.88 

neg 

— 

— 

185 

Great  Atl  &  Pac  Tea  (groceries) 

-30 

6 

8% 

87k-  47k 

d  1.58 

neg 

— 

— 

6,684. 

DiGiorgio  (food  processing) 

-29 

9Vs 

127h 

1578-  7 

1.13 

8.1 

0.56 

6.1 

1,028  , 

Western  Air  Lines  (airlines) 

-28 

73/s 

10% 

1178-  6 

d0.16 

neg 

0.20 

2.7 

932 

TeleCom  Corp  (trucking) 

-28 

97. 

13 

l7Vi-  77/* 

0.86 

10.8 

0.70 

7.6 

159 

Talley  Industries  (multicompany) 

-28 

53/4 

8 

9-Vh-  474 

d  2.21 

neg 

— 

— 

396 

Leucadia  National  (finance) 

-28 

614 

83/4 

97z—  3% 

U  1.6/ 

neg 

— 

— 

25. 

American  Stock  Exchange 

Vescly  (recreation) 

-75 

1% 

572 

472-  % 

d  2.28 

neg 

— 

— 

10 

National  Kinney  (indust  &  consumer  serv) 

-66 

3'/8 

93/s 

1074-  25/8 

d0.30 

neg 

— 

— 

285.' 

Seligman  &  Associates  (construction) 

-60 

Vi 

1 

1  Vi-  'A 

d  0.07 

neg 

— 

— 

17 

Medco  Jewelry  (jewelry) 

-59 

SA 

7s  -  78 

d  5.36 

neg 

— 

— 

16. 

....              ill                                  l\       •  1  J  *  1 

McDowell  Enterprises  (building) 

-55 

77s 

1  73/4 

17  7i-  57i 

0.87 

9.1 

0.13 

1.7 

86.. 

Mego  International  (toys) 

-46 

4% 

87h 

9    -  43/s 

0.38 

12.5 

0.28 

5.9 

108  1 

General  Exploration  (coal  mining) 

-46 

25/8 

478 

674-  1 

d  2.79 

neg 

— 

— 

38.1 

Askm  Service  (retail) 

-44 

2'/2 

4% 

63/8-  174 

d  1.06 

neg 

— 

— 

7.1 

DCL  (computer  services) 

-42 

3 

574 

5%-  3 

0.24 

12.5 

— 

— 

16. 

Great  Basins  Petrol  (oil  &  gas  production) 

-39 

13 

2 1 % 

2474-1 1-78 

d  0.25 

neg 

— 

— 

26.1 

Peerless  Tube  (packaging) 

-34 

97b 

14 

14    -  6% 

1.32 

6.9 

0.50 

5.5 

36.i 

Crown  Crafts  (household  products) 

-34 

2% 

4 

4'/8-  2% 

d  0.06 

neg 

— 

— 

28. 

Crown  Central  Petrol  A  (oil  &.  gas  retail) 

-34 

27'/n 

4 1  % 

Alt]/         1  ~t  *i/ 

49'/4-l  7  Ts 

10.23 

2.7 

1.60 

5.9 

1,054.1 

Compo  Industries  (man-made  leather) 

-33 

4% 

65/b 

872-  35/s 

0.20 

21.9 

0.20 

4.6 

117.1 

GRI  (personal  products) 

-32 

27s 

378 

37s-  1% 

d  2.73 

neg 

— 

— 

70.1 

Trafalgar  Industries  (vending  machines) 

-31 

3'/2 

57s 

73/8-  272 

dl.25 

neg 

0.12 

3.4 

15.i 

LB  Nelson  (real  estate) 

-31 

63/s 

9% 

9%-  45/8 

0.56 

11.4 

— 

— 

89. 

Lloyd's  Electronics  (electronics) 

-31 

l3/s 

2 

23/8-    1  74 

d  3.80 

neg 

— 

90.1 

Numac  Oil  &  Gas1  (oil  &  gas) 

-30 

287s 

4 1  ]U 

46  -2172 

0.51 

56.6 

0.17 

0.6 

15.1 

Conchemco  (multicompany) 

-30 

1 0  Mi 

15-78 

1674-  93/s 

d  7.03 

neg 

— 

— 

60." 

Fairmount  Chemical  (chemicals) 

-29 

3% 

47. 

5    -  37s 

d0.03 

neg 

— 

— 

9.1 

Branch  Industries  (trucking) 

-29 

3 

474 

678-  272 

0.33 

9.1 

— 

— 

162  ■ 

Russell,  Burdsall,  Ward  (hardware) 

-27 

2'/4 

37s 

3  7s  -  1 78 

d  0.43 

neg 

— 

— 

154.: 

Plant  Industries  (packaging) 

-27 

75/8 

1072 

13    -  6  78 

d  0.91 

neg 

— 

— 

81.1 

Gelman  Sciences  (precision  instruments) 

-27 

15'/4 

21 7s 

2374-1 1  7s 

0.76 

20.1 

— 

— 

34.1 

NASDAQ 

RC  Sanders  Tech  Sys2  (computer  printers) 

-64 

2'/4 

674 

6%-  72 

d  2.43 

neg 

— 

— 

2.1 

American  Home  Shield  (household  serv) 

-63 

1% 

33/4 

678-  1% 

d  0.44 

neg 

— 

— 

8.« 

Envirodync  Industries1  (integrated  steel) 

-59 

1  '/a 

23/4 

35/s-  % 

d  4.69 

neg 

— 

— 

273.J 

XT      -  "                It*       ■  1                   IT."!'                            /  T~\  T"^  "1 

National  Railway  Utilization  (RR  equip) 

-56 

l3/4 

4 

4J/4-  % 

d  2.91 

neg 

— 

— 

68.1 

Wilson  Freight-  (trucking) 

-54 

l3/8 

3 

5      -  3/4 

d  2.74 

neg 

— 

— 

197.: 

Roselon  Industries  (textiles) 

-50 

2 

4 

4    -  172 

d  2.05 

neg 

— 

— 

47.0 

CompuScan  (computer  equipment) 

-50 

4% 

9 

9   -  374 

d  2.36 

neg 

— 

— 

is.: 

Briggs  Transportation  (trucking) 

-50 

% 

1  72 

1%-  3/4 

d  1.02 

neg 

— 

— 

64.5 

Commonwealth  Oil  Ret  (petroleum  retail) 

-49 

57l 

1 0  7s 

19-78-  4 

d  0.83 

neg 

— 

— 

1,213.0 

Turf  Paradise  (recreation) 

-48 

6V2 

1272 

1272-  572 

d  0.68 

neg 

— 

— 

5.S 

Keydata  (computer  services) 

-48 

27s 

47s 

5    -  1  % 

d0.30 

neg 

— 

— 

16i 

Kettering  Industries  (advertising  displays) 

-47 

VU 

474 

474-  27. 

0.10 

22.5 

— 

— 

15.5 

White  Motor2  (automotive) 

-46 

3!/8 

578 

972-  25/s 

d  6. 1 7 

neg 

— 

— 

1,2. 1 1  C 

US  Energy  (Mining) 

-45 

1 6  7. 

29% 

367.-1372 

0.07 

NM 

— 

— 

4.i 

International  Kings  Table  (restaurants) 

-45 

27s 

378 

33/4-  1% 

d  0.57 

neg 

— 

— 

30,f 

Capitol  International  Airways  (airline) 

^5 

l3/8 

272 

372-  l3/s 

d3.27 

neg 

— 

— 

93.1 

MAPI  (auto  equipment) 

-44 

2Va 

472 

472-  274 

d  2.13 

neg 

— 

— 

27.5 

General  Automation  (computer  equipment) 

-43 

8% 

1 5  74 

1878-  6% 

d  3.78 

neg 

— 

— 

116/ 

Tobin  Packing  (food  processing) 

-42 

2 

372 

472-  l3/4 

d  1.00 

neg 

— 

— 

95.( 

fF  Lawhon  Furniture  (furniture) 

-42 

Vi 

78 

1      -  72 

0.26 

1.9 

— 

— 

62.1 

Billings  Energy  (energy  research) 

-41 

8V2 

1472 

1472-  7 

d0.26 

neg 

— 

— 

8.7 

Allyn  &  Bacon  (publishing) 

-41 

7 

12 

13-7 

d0.37 

neg 

— 

— 

32i 

UniShelter  (real  estate) 

-40 

4% 

772 

772-  37. 

1.11 

4.1 

— 

— 

14.1 

Leisure  Dynamics  (toys) 

-40 

3 

5 

57.-  2 

d0.38 

neg 

— 

59i 

Falcon  Products  (food  service  equipment) 

^0 

3 

5 

572-  3 

0.52 

5.7 

32.4 

'Earnings,  dividends  :ind  sales  converted  to  U.S.  dollars     Company  filed  for  reorganization  under  Chapter  11     \:nit  of  company  filed  for  reorganization  under  Chapu 

11.    d:  deficit,    neg:  negative.    NA:  Not  available.    NM:  Not  meaningful. 

Sources  .Standard  &  Poors,  hoRJU- 
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Gorman  Thomas,  last  season's  home 
run  king  in  the  American  League,  stroked 
one  into  the  seats  one  late  summer  eve- 
ning recently,  and  the  near-capacity 
crowd  at  Milwaukee  County  Stadium 
roared  and  rose  as  one.  That  simple, 
spontaneous  tribute  sprinkled  the  sports 
scene  with  corporate  logos. 

Like  fans  in  any  city,  Milwaukeeans  reg- 
ularly demonstrate  allegiance  to  their 
home  team.  But  jackets,  wmdbreakers, 
T-shirts  and  other  apparel  bearing  the 
names  of  Milwaukee  firms  are  de  rigeur  at 
the  stadium.  In  the  stands  are  to  be  seen 
the  emblems  of  Harnischfeger  Corp,  Mas- 
ter Lock,  Maynard  Steel,  Evinrude,  Per- 
lick,  Perfex  and  Plastronics,  Inc.,  among 
others. 

The  animated  scoreboard  at  the  sta- 
dium, where  the  Green  Bay  Packers  also 
play  half  their  home  games,  greets  a 
group  from  First  Savings  of  Wisconsin, 
whose  assets  in  excess  of  $1  billion  make 
it  the  biggest  S&L  in  the  state.  Employees 
of  Northwestern  Mutual  Life  Insurance 
Co.,  ninth  largest  of  its  kind  in  the  country, 
receive  a  similar  welcome. 

When  Sportscaster  Al  McGuire,  self- 
proclaimed  town  clown,  leads  upwards  of 
10,000  Milwaukeeans  over  a  five-mile  run 
for  charity  each  fall,  corporate  teams  swell 
the  field. 

Chairman  Stuart  W.  Tisdale,  of  Sta-Rite 
Industries,  captains  a  10-man  team  that 
includes  machine  shop  and  maintenance 
personnel.  Robert  G.  Reid  III,  CEO  at 
Clark  Oil  and  Refining  Corp.,  runs  with 
tanker  truck  drivers.  And  Gerald  L.  Fried- 
man, president  of  MGIC  Investment 
Corp.,  jogs  with  specialists  in  a  variety  of 
underwriting  fields. 

There  are  strong  ties  between  manage- 
ment and  labor  in  Milwaukee.  Executives 
are  accessible  and  regularly  engage  in 
candiddiscussions  of  problems  early  in 
the  game.  Any  number  of  corporate  chiefs 
can  walk  through  their  plants  exchanging 
greetings  on  a  first-name  basis. 

A  business  and  financial  news  reporter 
for  one  of  Milwaukees  two  dailies  once 
was  urged  to  compile  a  list  of  corporate 


contacts  for  a  central  source  book.  He 
was  asked  to  include  unlisted  telephone 
numbers  of  key  executives. 
There  were  none. 


A  UNIQUE  WORK  FORCE 

The  employee's  willingness  to  wear  his 
heart  on  his  sleeve  is  one  of  the  character- 
istics that  makes  Milwaukee's  work  force 
unique,  corporate  executives  here  gener- 
ally agree.  The  city  is  exceedingly  proud 
of  its  reputation  for  workers  whose  skills, 


industriousness  and  productivity  are 
second  to  none. 

Ben  Marcus,  board  chairman  of  the 
Marcus  Corp.,  which  owns  and  operates 
hotels,  motels,  restaurants  and  motion 
picture  theaters,  refers  to  his  employees 
as  "people  pleasers."  He  feels  that  they 
have  written  a  new  chapter  in  the  book  of 
hospitality,  which  is  a  local  strength.  His 
response  has  been  to  adopt  a  policy  of 
promotion  exclusively  from  within  com- 
pany ranks. 

John  C.  Koss,  chairman  and  founder  of 
Koss  Corp.,  has  granted  what  amounts  to 


Advertisement 


#  What  do  you  call 
a  life  insurance  company 

that  offers 

$4  Billion 

in  extra  coverage 
...without  increasing 
policy  premiums? 


(Smart.) 


No  other  life  insurance  company 
in  the  history  of  the  industry  has  of- 
fered anything  with  the  magnitude 
and  scope  of  Northwestern  Mutual 
Life's  "GET  MORE  OUT  OF  LIFE"  pro- 
gram. Through  persistent  research 
and  development,  Northwestern 
Mutual  Life  has  found  a  way  to  in- 
crease the  face  value  on  its  perma- 
nent policies  an  average  of 
14%  ...  without  an  increase  in  the 


policy  premium.*  So,  while  future 
dividends  will  be  slightly  lower  than 
they  would  have  been,  future  cash 
values  will  be  higher. 

Don't  get  the  idea  we're  making  a 
bad  business  decision  here.  In  fact, 
good  business  operation  is  how  we 
can  pull  this  off.  It  enables  us  to  pro- 
duce tax  savings  which  can  be  chan- 
neled back  to  the  true  owners  of  the 
company,  the  policyowners. 


Not  only  are  we  a  leader  in  new 
policy  innovations,  we  make  sure 
these  innovations  and  savings  are' 
passed  along  to  existing  policy- 
owners as  well.  It's  all  part  of  over  a 
century  of  commitment  to  providing 
the  best  life  insurance  value  in  the 
industry.  To  us,  that's  what  life  is  all 
about. 

"Policies  issued  after  December  31,  1977  already  con- 
tain these  improved  features. 


NORTHWESTERN  MUTUAL  LIFE 

The  Quiet  Company 


Northwestern  Mutual  Life  is  represented  only  by  Northwestern  agents  and  not  by  brokers  or  agents  from  other  companies. 
©The  Northwestern  Mutual  Life  Insurance  Company.  Milwaukee,  Wisconsin  1980 


job  tenure  to  workers  >n  the  Milwaukee 
plant  manufacturing  stereophones  and 
related  equipment. 

Chairman  John  Schmrtt,  of  the  Wiscon- 
sin AFL-CIO,  plays  a  major  role  in  com- 
munity endeavors.  He  and  other  labor 
leaders  regularly  participate  m  a  program 
designed  to  familiarize  minority  groups 
with  community  affairs  and  develop  their 
members  for  leadership  roles. 

Waste  Management,  Inc  ,  one  of  the 
world  s  largest  waste  service  companies, 
provides  solid  and  chemical  waste  collec- 
tion, processing  and  disposal  for  many 
Milwaukee  business  and  industries. 
Typifying  the  harmony  of  business,  labor, 
and  government,  Waste  Management, 


Inc  recently  dedicated  a  substantia1  por- 
tion of  a  completed  sanitary  land  fill  as  an 
athletic  complex  for  the  more  than  200 
V  .'.a-'ee-5'ea  :z^~  scc:er  "ea~s 

Robert  V.  Knkorian,  chairman  of  Rex- 
nord  Inc.,  summed  up  the  philosophy  of 
corporate  support  of  the  arts  in  Mil- 
waukee, when  he  recently  presented  a 
$500,000  check  to  the  city's  Symphony 
Orchestra. 

"It  s  a  proper  function  of  business  to 
work  with,  and  contribute  generously  to. 
such  organizations  as  the  Milwaukee 
Symphony,  he  said  "But  under  today's 
inflationary  rates  there  is  a  serious  gap 
between  what  is  needed  and  what  is  con- 
tributed. Non-profit  organizations  serving 


the  public  good  have  only  two  potential 
sources  of  support — the  private  sector 
and  the  government. 

"Our  traditional  spirit  of  volunteerism  ts 
best  nurtured  by  private  action." 

AMERICA'S 
BEST-MANAGED  CITY 

Unlike  the  residents  of  many  other 
cities.  Milwaukeeans  shape  their  quality  of 
life  rather  than  merely  accepting  t 
Milwaukee  bills  itself  as  "America's  best- 
managed  city   and  works  hard  to  sub- 

=  ="e  :"e;a~  c  "~e  ra:e  s  ex- 
traordinarily low  for  a  city  of  its  size,  and 
the  level  of  accident  prevention  activity  is 
remarkably  high. 

As  the  circular  restaurant  atop  the  new 
$24  million  Hyatt  Regency  goes  through 
its  hourly  revolution,  diners  can  look  out 
over  the  city  dubbed  "Good  Land"  by  the 
Indian  tribes  which  first  settled  along  the 
river  now  dividing  Milwaukee  into  "East 
and  "West.'' 

To  the  north,  the  river  and  the  lush  lake- 
front  stretch  far  into  the  distance.  To  the 
east,  the  blue  waters  of  Lake  Michigar 


disappear  into  the  horizon  To  the  south  is 
the  open-armed  Port  of  Milwaukee,  one  of 
the  most  modern  and  pilferage-free  faetj  - 
ties  on  America's  inland  sea.  To  the  west 
are  the  homes  and  manicured  lawns  of 
tens  of  thousands  of  city  dwellers. 

The  overall  impression  is  of  a  cityscape 
of  fountains  and  open  spaces  splashed 


Milwaukee  won  t 
run  out  of  gas! 


Thanks  to  Wisconsin's  pnncipal  pipeline  supplier. 
Milwaukee  has  plenty  of  natural  gas  to  meet  our  current 
needs  and  enough  to  help  fuel  our  future  growth. 

And  to  maintain  our  abundant  gas  supply  position 
Michigan  Wisconsin  Pipe  Line  Company 
plans  to  invest  $2.5  billion  in  gas 
exploration  and  development  pro- 
grams dunng  the  next  decade. 

Today,  Milwaukee  is  attached 
to  virtually  every  major  natural 
gas  supply  region  in  the  U.S.  and 
Canada 

Tomorrow,  those  supply  sources 
will  be  supplemented  with  natural  gas 
from  Alaska,  synthetic  gas  from  North 
Dakota  lignite  and  liquefied  natural  gas 
(LNG)  from  abroad 

Natural  gas  means  a  lot 
to  Milwaukee,  and  Milwaukee 
means  everything  to  us. 


^  WISCONSIN  GAS  COMPANY 

VV  A  subsidiary  of  WICOR,  Inc. 


Advertisement 


We  train  our 
people  and  yours 
to  help  you  cope 


with  change. 


tensive  postgrad  courses  for  our  sales 
iigineers.  Customers  say  our  industrial 

>ntrol,  systems,  drives,  electronics  and 
lagnetics  sales  engineers  are  the  most 
i'lowledgeable.  We  give  new  graduate  en- 
ineers  up  to  1  %  years  of  postgrad  educa- 

>n,  plus  periodic  updating.  This  in-depth 

aining  helps  them  communicate  effec- 
I'ely  with  your  engineers.  TBMK 


Seminars  for  Allen-Bradley  distributors. 

You  want  knowledgeable  distributors  to 
help  you  on  a  local  level.  Our  in-plant  and 
field  training  programs  keep  our  distributor 
personnel  up-to-date  in  dynamically 
changing  technology.  Such  intensive 
schooling  makes  the  distributor  more 
knowledgeable  to  better  serve  your  pro- 
duction needs.  TBM110 


Specialized  programs  for  your  personnel. 

You  want  us  to  help  train  your  people.  Our 
Systems  Division  school  runs  year  around. 
Our  Industrial  Control  Division  conducts 
advanced  seminars  for  operating  manage- 
ment in  industries  such  as  Petrochemicals, 
Mining,  Forest  Products.  Ourfield-training 
programs  keep  users  current  on  our  prod- 
ucts and  their  application,  tbmih 


Send  tor  TBM's.  Technical  Briefs  for  Management,  numbered  above. 


Quality  in  the  best  tradition. 


ALLE  N-B  RADLEY 


Milwaukee,  Wisconsin  53204 


with  clear  water  and  luxuriant  green  areas. 

It  has  been  a  rich  summer  in  Milwaukee. 
The  weather  was  kind.  The  greenery  has 
retained  its  color  into  the  early  autumn, 
and  the  rich  reds  and  yellows  in  the  north- 
ernmost trees  are  beginning  to  spread 
southward 

In  the  drought  and  the  heat  that  choked 
other  cities  in  the  summer  of  1980,  Mil- 
waukeeans  living  along  the  lakefront  rare- 
ly found  it  necessary  to  resort  to  their  air 
conditioners.  As  for  summer  brownouts, 
these  are  something  the  residents  of  the 
city  only  hear  about. 

Milwaukeeans  consumed  62,287,000 
gallons  of  beer  last  year.  The  local  Miller 
Brewing  Co.,  a  Philip  Morris  subsidiary, 
ranked  as  the  nation  s  second  largest  pro- 
ducer in  1979,  rolling  out  35,794,000  bar- 
rels. But  while  residents  clearly  relish  their 
home-grown  product,  brewing  is  far  from 
the  city's  only  expertise  Manufacturing 
plants  of  all  kinds  throb  with  a  beat  that 
recession  may  slow  but  doesn't  stop. 

FIRST-RANK  COMPANIES 

Ten  Milwaukee-based  companies  rank 
among  the  biggest  manufacturing  firms  in 
the  United  States.  Their  names:  Johnson 
Controls;  Rexnord;  Schlitz;  Pabst;  A  O. 
Smith;  Harnischfeger;  Koehring  Co.;  Uni- 
versal Foods;  Sta-Rite;  and  Medalist. 
Among  them,  they  produce  building  sys- 
tems, automobile  batteries,  industrial 
hardware,  steel  frames  for  cars  and 
trucks,  mining  equipment,  construction 
machinery,  industrial  hoists,  foodstuffs, 
pumps,  athletic  equipment  and,  of 
course,  the  brew  for  which  Milwaukee  is 
renowned. 

In  the  suburbs  are  more  major  manufac- 
turing companies:  Allis  Chalmers;  Clark 
Oil;  Briggs  &  Stratton;  Bucyrus-Erie;  RTE 
Corp;  Applied  Power,  Inc;  and  the  Allen- 
Bradley  Co.,  whose  community-within-a- 
community  concept  includes  a  troupe  of 
singers  and  dancers  which  tours  through- 
out the  country. 

In  the  1970's,  Milwaukee  also  emerged 
as  a  financial  center.  It  is  the  home  of  three 
of  the  nation's  biggest  bank  holding  com- 
panies and  of  leading  real  estate  trusts, 
strong  insurance  companies,  conserva- 
tive savings  and  loan  associations  and 
aggressive  mutual  funds.  It  is  also  the 
headquarters  city  of  MGIC,  the  financial 
guaranty  company  that  underwrites  risks 


ranging  from  conventional  home  loans  to 
municipal  bonds  and  directors'  and  offic- 
ers' liability. 

Additional  luster  to  Milwaukee's  finan- 
cial image  comes  from  the  fact  that  it  is  in 
the  forefront  of  the  company-related  credit 
union  movement  based  in  Wisconsin's 
state  capital,  Madison. 

MAINTAINING 
HEADQUARTERS  STATUS 

In  recent  years,  the  widespread  merger 
and  acquisition  activity  throughout  Amer- 
ican industry  has  had  its  inevitable  effect 
on  Milwaukee.  A  score  or  more  of  com- 


panies have  been  folded  into  others  and 
moved  to  other  locations. 

The  city,  however,  is  determined  to  re- 
tain its  position  as  a  corporate  headquar- 
ters community.  To  offset  the  loss  of  con- 
trol over  sales  dollars,  City  Hall  has  set 
about  to  create  an  economic  atmosphere 
conducive  to  growth:  to  replace  the  lost 
company  headquarters  with  threshold 


MILWAUKEE'S 
PREFERRED 
ELEGANCE 

In  addition  to  being  a  city  of 
warmth  and  charm,  Milwaukee 

is  one  of  the  few  cities  in  the 
world  to  have  the  distinction  of 

hosting  two  members  of  the 

prestigious  Preferred  Hotel 
Association,  The  Pfister  Hotel  & 

Tower  and  The  Marc  Plaza. 
These  fine  Marcus  hotels  offer 

you  the  highest  standards  of 
elegance  and  hospitality  known 
to  the  world.  We  cordially  invite 
your  inquiry  for  our  services. 

Award-winning  restaurants. 

Luxurious  guest  rooms,  suites 
and  meeting  facilities. 

Inviting  cocktail  lounges  with 
top  entertainment. 

Personal  and  uncommon  service. 


424  V.,  Wisconsin  Ave. 
Milwaukee.  Wisconsin  5;V202 

(414)  a7:v-Hviaa 

for  information,  or 
call  loll  Free  »(J6-3a»-7S()() 
'  for  reservations. 


MB 
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Waste  Management... 
a  report  of 

worldwide  progress 


Waste  Management,  Inc.  is  a  very  young  company 
as  industry  goes,  but  we  think  we  have  accom- 
plished quite  a  bit.  As  we  begin  the  decade  of  the 


'80  s,  we  would  like  to  share  with  you  some  of  the 
highlights  of  our  progress  during  the  decade  of 
the  70s. 


}71  Pompano  Beach,  Florida 

aste  Management  designs,  constructs  and 
)mmences  operation  of  the  nation's  first 
ivate  full-scale  solid  waste  reduction  center. 

374  New  Orleans,  Louisiana  -  Recovery  I 

aste  Management  selected  to  build,  own 
id  operate  the  nation's  first  full-scale 
aterials  recovery- solid  waste  processing 
cility. 


1974  DuPage  County,  Illinois 

Waste  Management  selected  to  design,  engi- 
neer and  operate  nation's  award  winning 
recreational  "landfill  to  ski-hill"  project. 

1975  Pompano  Beach,  Florida  RefCOM 

Waste  Management  selected  by  The  Federal 
Department  of  Energy  to  design,  build  and 
operate  the  nation's  first  proof-of-concept 
waste  gasification  plant. 


1977  Riyadh,  Saudi  Arabia 

Waste  Management  selected  in  international 
competition  to  undertake  what  was  then  the 
world's  largest  municipal  cleaning  and  sani- 
tation contract. 


977  Prince  George's  County,  Maryland 

aste  Management  selected  by  Maryland- 
itional  Capital  Park  and  Planning  Commis- 
bn  to  design,  engineer  and  operate  nation's 
ost  advanced  recreational  landfill  project. 


1979  Buenos  Aires,  Argentina 

Waste  Management  selected  in  international 
competition  to  undertake  what  is,  today,  the 
world's  largest  municipal  cleaning  and 
sanitation  contract 

1980  Chicago  Area 

Waste  Management  Chicago  area  landfill  to 
be  site  of  full-scale  project  to  retrieve, 
purify  and  commercially  market  landfill  gas 
to  major  utility. 


1978  Copenhagen,  Denmark 

Waste  Management  selected  as  exclusive 
contractor  to  market,  construct  and  operate 
System  Vglund  in  North  America.  System 
V0lund  is  the  Danish  mass-combustion, 
energy  conversion  system  responsible  for 
Denmark's  preeminence  in  the  emerging 
waste-to-energy  field. 


Waste  Management  currently  services  more  than 
2  5  million  households  and  business  establish- 
ments, and  approximately  150  municipalities  in  the 
U.S.  and  abroad  with  over  8,000  employees,  nearly 
4,000  collection  and  support  vehicles,  more  than 
200,000  specialized  storage  containers  and  75 
waste  processing  and  disposal  facilities. 


WMI  Waste  Management  International,  Ltd. 

11  Stanhope  Gate  •  London  W1,  England 
01-491-3600  •  Telex  299158  WMI  UK 


We  were  pioneers  in  the  utilization  of  modern 
analytical  laboratory  facilities  for  the  processing  of 
chemical  wastes,  and  today  we  operate  the  nation's 
largest  and  most  comprehensive  network  of  fully  per- 
mitted chemical  processing  and  disposal  facilities. 

Waste  Management,  a  concept  for  today... 
and  tomorrow. 


Waste  Management,  Inc 

900  Jorie  Boulevard  •  Oak  Brook,  Illinois  60521 
312/654-8800  •  Telex  253094  •  TWX  910  651  0029 


Underwriters  of 
debt  securities  for 
corporations,  hospitals, 
insurance  companies, 
banks,  churches, 
and  retirement 
communities 
across  the  nation. 


B.C.  Ziegler  and  Company 

West  Bend,  Wisconsin  53095 


firms  representing  the  next  corporate  gen- 
eration. 

Five-term  Mayor  Henry  W.  Maier  and 
William  R.  Drew,  head  of  the  Department 
of  City  Development,  say  that  the  effort 
has  been  a  successful  one.  They  point  to 
such  companies  as  Autotrol  Corp,  manu- 
facturers of  waste  water  treatment 
systems;  American  Medical  Buildings, 
Inc.,  which  develops  both  medical  and 
health  care  facilities  nationally;  Marquette 
Electronics,  which  manufactures  sophisti- 
cated diagnostic  equipment;  Badger 
Meter;  Weyenberg  Shoe;  Koss;  Unicare 
Services;  Oilgear;  E.R.  Wagner  and  The 
Vilter  Manufacturing  Company. 

Like  Manpower,  Inc.,  founded  in  Mil- 
waukee much  earlier  and  now  the  world's 
largest  temporary  help  and  business  ser- 
vices firm,  they  reflect  the  promise  of 
attaining  leadership  in  their  respective 
fields 

CONSTRUCTION  GROWS, 
JOBS  HOLD 

The  big-boom  cranes,  which  are  prom- 
inent in  the  city's  product  mix,  are  again 
silhouetted  against  the  Milwaukee  sky. 

In  July,  commercial  and  construction 
activity  was  valued  at  almost  $33.5  million, 
up  14  per  cent  despite  an  economic 


ump  which  slowed  the  pace  during  the 
first  half  of  1980. 

Northwestern  Mutual  Life  has  just  com- 
pleted a  new  headquarters  building,  ex- 
tensively landscaped  to  match  adjacent 
lakefront  land.  MGIC  has  undertaken  the 
construction  of  a  new  office  building,  and 
a  second  tower  is  rising  on  the  site  of  the 
city's  Blue  Cross-Blue  Shield  Complex. 
Two,  and  possibly  three,  new  hotels  are  in 
the  planning  stage. 

During  the  first  five  months  of  this  year, 
2,702  new  business  incorporations  were 
recorded  in  Wisconsin,  a  major  percen- 
tage of  them  in  Milwaukee.  This  is  a  signifi- 
cant improvement  over  1979 

At  midpoint  of  the  current  year,  Mil- 
waukee showed  an  unemployment  rate  of 
6.4  per  cent,  maintaining  a  tradition  of  jo- 
blessness below  the  national  rate  of  7.7 
per  cent 

The  total  number  of  jobs  stood  at 
698,000,  less  than  one  per  cent  below  the 
midyear  mark  in  1979.  Average  weekly 
earnings  rose  8.7  per  cent  over  the  pre- 
ceding 12  months  to  $349.03,  and  the 
average  weekly  payroll  of  the  combined 
greater  Milwaukee-based  companies 
stood  at  $47,420,000.  With  the  virtual  elim- 
ination of  overtime,  the  average  work 
week  at  plants  sustaining  second,  and 
even  third,  shifts  stood  at  exactly  40  hours. 


Advertisement 


In  1979,  AMF  Harley Davidson 
offered  no  factory  rebates, 
no  games,  no  free  gasoline, 
no  discounts. 


For  77  years,  Harley-Davidson®  has  been  a  business 
partner  and  strong  supporter  of  Milwaukee,  helping 
thousands  of  citizens  earn  a  good  living. 

Because  this  is  a  time  when  people  are  searching 
for  more  energy  efficient  transportation— like  our 
motorcycles— Harley-Davidson  is  responding  with 
more  commitment  and  sales  effort  than  ever  before. 

That's  why  we'd  like  to  share  with  you  our  out- 
standing performance  in  the  last  fiscal  year. 

More  sales.  In  1979,  dollar  sales  of  our  AMF 
Harley-Davidson  Motorcycle  Products  Group  were  $247 
million,  up  a  substantial  8%. 

More  profit.  As  part  of  AMF,  a  $1.4  billion 
company,  we  contributed  17%  of  the  revenue,  and  9% 
of  the  operating  profit  in  1979. 

More  share  of  market.  We  are  the  leader 
in  the  900cc+  category,  with  a  solid  39%  share*  Our 
registrations  in  this  segment  were  two  times  greater 
than  the  two  largest  Japanese  competitors.  And  for  the 
12th  year  in  a  row,  we  registered  more  motorcycles 
than  the  year  before. 

More  new  products.  Harley-Davidson  has 
more  models  to  choose  from  in  the  900cc+  category 
than  any  competitor.  In  1979,  we  responded  to  con- 
sumer demand  and  introduced  three  additional  new 
motorcycles  to  our  segment. 

More  than  motorcycles.  AMF  Harley-Davidson 
includes  our  Parts  and  Accessories  Division.  Our  loyal 
customers  spend  80%  of  their  replacement  parts  dollars 
through  Harley-Davidson  dealers.  Also,  our  Golf  Car 
Division  is  one  of  the  leading  manufacturers  of  gas 
golf  cars. 

More  professional  dealers.  The  863 


Harley-Davidson  dealers  nationwide,  including  those  in 
your  community,  are  solid  businessmen.  They  employ 
5,200  people  and  grossed  over  $574  million  last  year 
in  retail  sales.  Our  dealers  not  only  sell  and  service 
our  products,  they  really  care  about  them. 

More  loyalty.  Harley-Davidson  commands 
incredible  consumer  loyalty.  More  than  any  other  motor- 
cycle company.  Our  riders  have  made  a  commitment 
to  motorcycling.  They  tend  to  be  older,  more  mature, 
and  spend  a  greater  proportion  of  their  income  on 
motorcycling.  In  an  industry  where  repeat  purchases 
are  not  particularly  common,  75%  of  our  customers 
will  buy  another  Harley. 

More  heritage.  We're  the  oldest  motorcycle 
company  in  the  world  and  the  only  American  motor- 
cycle company.  Today  we  employ  3,900  people,  but 
the  Harley-Davidson  Motor  Company  is  a  personal 
business  with  a  strong,  active  family  behind  it. Today, 
as  in  the  past,  the  Davidsons  are  deeply  involved  in 
the  development  and  sales  of  our  product. 

More  than  a  machine.  In  1979,  we  supported 
our  product  line  and  our  dealers  with  a  multi-million 
dollar  national  ad  campaign  under  the  theme  "More 
Than  a  Machine!'  When  you  consider  our  product  sales, 
our  substantial  dealer  network,  strong  consumer  loyalty 
and  our  heritage,  you  can  see  these  are  more  than 
just  words.  It's  a  statement  that  reflects  the  strength 
of  a  strong,  Milwaukee  based  American  company. 


We  support  the  Motorcycle  Safety 
Foundation  and  the  American  Motor- 
cyclist Association.  Harley-Davidson  is 
a  national  Corporate  sponsor  of  the 
Muscular  Dystrophy  Association. 


Harley-Davidson 


©1980,  AMF  Harley-Davidson 


'  Based  on  January,  1980,  R.  L.  Polk  figures. 


SITE  DEVELOPMENT 

In  addition  to  activity  in  the  private  sec- 
tor, the  city  banks  land  tor  future  industrial 
use. 

The  five-year-old  Northwest  Industrial 
Park  was  sold  out  of  space  last  year.  The 
result:  $13  million  in  new  production  and 
almost  300  new  jobs 

Development  of  the  new  Bradley  In- 
dustrial Park  began  almost  immediately 
thereafter  and  attracted  a  number  of  sub- 
urban companies  back  to  the  city.  Another 
280  jobs  resulted. 

Since  1963,  this  program  has  led  to 
more  than  $95  million  in  private  invest- 
ment by  companies  employing  more  than 
3,000  people,  says  City  Comptroller 
James  McCann. 

To  date,  the  city  has  invested  nearly 
$6  million  in  the  acquisition  and  develop- 
ment of  sites.  It  had  acquired  852  acres 
through  1979  and  sold  364  of  them  to 
companies  which  this  year  pay  almost 
$3  million  in  taxes. 

The  most  energetic  program  calls  for 


the  development  of  the  Menomonee  Val- 
ley, an  industrialized  dip  that  separates 
the  northern  half  of  the  city  from  the  south- 
ern. Forty  acres  of  previously  blighted 
land  have  already  been  cleared,  and  a 
new  transportation  system  throughout  the 
area  is  nearing  completion.  Through  the 
end  of  1979,  businesses  have  invested 
$16  million  in  new  plants  and  equipment. 
The  entire  effort  is  expected  to  create  600 
new  job  opportunities. 

Industrial  revenue  bonding  aided  in  the 
expansion  of  16  Milwaukee  companies 
last  year.  Pollution  control  bonds  played  a 
dual  financial  and  environmental  role  in 
assistance  to  two  more  firms.  The  Mil- 
waukee Economic  Development  Corp 
also  offered  financial  support  to  small 
manufacturers  and  minority  businesses. 

Neighborhood  conservation  and  rede- 
velopment programs  have  provided  finan- 
cial anchors  for  merchants  contemplating 
moves  elsewhere. 

The  hub  of  the  effort,  however,  has  been 
a  $90  million  redevelopment  of  the  down- 
town district,  with  a  retail  mall  at  the  focal 


point.  The  program  is  being  conducted 
jointly  by  the  public  and  private  sectors, 
with  federal  funds  earmarked  for  the  com- 
pletion of  the  project.  A  downtown  shuttle 
bus  route,  which  carries  passengers  from 
the  far  end  of  the  retail  district  to  the  Mar- 
quette University  campus  on  the  west — 
and  back — for  a  fare  of  ten  cents,  has 
been  expanded. 

The  public  and  private  sectors  have 
long  been  partners  in  Milwaukee's  prog- 
ress. Many  projects  in  the  past  have  been 
completed  under  the  auspices  of  The 
Greater  Milwaukee  Committee,  an  active 
and  innovative  group  of  business  leaders, 
while  educational  institutions  have  worked 
closely  with  industry  to  ensure  an  adequ- 
ate supply  of  manufacturing  skills. 


A  PAY-AS-YOU-GO 
PHILOSOPHY 

Earlier  this  year,  business  and  labor 
leaders  sponsored  a  series  of  sessions 
with  government  representatives,  mclud- 


Advertisement 


Fred  Brengel  tells  how  Johnson  Controls  fights  energy  waste. 


We  hear  Johnson  Con- 
trols is  committed  to 
help  develop  an  electric 
vehicle  industry.  True? 

You  bet.  In  fact,  we're 
going  to  start  mass  produc- 
ing batteries  for  electric 
cars  this  year.  They're 
called  Globe  EV-1000's  and 
we'll  be  the  first  to  make 
high -energy  density 
electric  vehicle  batteries 
available  commercially. 
We  manufacture  more  auto 
batteries  than  anyone  else. 


What's  new  in  your 
building  automation 

systems? 

The  computerized  building 
automation  systems  we've 
been  installing  for  more 
than  a  decade  are  pri- 
marily for  larger  buildings. 
This  year  we  introduced 
the  JC/85.  Now  com- 
puterized energy  manage- 
ment is  a  financial  reality 
for  buildings  as  small  as 
50.000  square  feet.  The 
system  can  be  purchased, 
leased  or  time-shared. 


What  have  you  done  for 
us  homeowners  lately? 

Most  major  furnace  manu- 
facturers are  installing  our 
Mizer  system  on  their  units 
for  energy  conservation. 
This  system  eliminates  the 
standing  pilot  light  and 
avoids  heat  loss  up  the 
chimney.  One  of  our  trained 
dealers  can  also  install  a 
Mizer  system  on  your  exist- 
ing furnace.  It  reduces  fuel 
bills  dramatically  and 
qualifies  for  a  fifteen  per- 
cent Federal  tax  credit. 


What's  on  the  horizon? 

We're  continually  invest- 
ing in  research  and 
development  on  any  pro- 
duct or  service  that  will 
help  reduce  energy  con- 
sumption at  lower  costs. 
Our  present  systems  are 
already  making  significant 
contributions.  Just  clip  this 
coupon  and  send  it  to  me. 
We'll  tell  you  how  we  can 
help  you  reduce  your 
energy  costs,  too. 


J 

CONTR 


HNSON 
LS 


Milwaukee,  Wisconsin  53201 


Mr.  Fred  Brengel,  President 
Johnson  Controls,  Inc.,  Ref.  G 1 1 
P.O.  Box  591 
Milwaukee.  WI  53201 

Please  send  me  data  on:  □  Electric  vehicle  batteries 
□  Buildings  □Homes  □  Your  Annual  Report. 


Name. 


Title. 


Company- 
Address  


City/State/Zip_ 


(Johnson  Controls,  Inc.  1980 


ing  Wisconsin  Governor  Lee  S  Dreyfus,  to 
discuss  mutual  problems. 

Francis  Ferguson,  chairman  of  the 
board  of  Northwestern  Mutual  Life  Insur- 
ance, commented  as  follows: 

"Five  years  ago.  I  sat  in  a  meeting 
somewhat  like  this,  and  I  got  depressed, 
because  business  clearly  was  the  whip- 
ping boy  But  l  have  more  optimism  today 
that  the  private  sector,  well  led,  is  going  to 
bring  us  out  of  it." 

As  a  case  in  point,  the  downtown  rede- 
velopment effort  will  be  tied  into  a  new 
Milwaukee  Exposition  and  Convention 
Center  (MECCA),  an  attractive  and  utilitar- 
ian facility.  A  blend  of  restoration  and  ad- 
vanced development,  the  package  is 
wrapped  securely  and  ready  to  go.  There 
are  no  frills  or  excess  trappings. 

Milwaukeeans  have  a  certain  disdain 
for  frills.  It  is  rooted  in  the  pay-as-you-go 


philosophy  that  evolved  in  the  waves  of 
immigrants  from  central  Europe  m  the  1 9th 
century  It  can  be  expressed  in  terms  of 


the  fur  trader's  reluctance  to  sell  the  pelt 
before  the  trap  has  been  sprung 

Milwaukee  is  a  fiscally  conservative 
city,  realizing  $215,220,225  m  revenues 
last  year.  The  figure  is  5.82  per  cent  higher 
than  1978.  It  was.  said  Comptroller 
McCann.  m  something  akin  to  corporate 
terms,  "a  good  year 

"The  overall  financial  condition  of  the 
city  as  of  December  31.  1979.  is  ex- 
cellent,' he  stated  in  his  financial  report 
earlier  this  year.  "The  city  continues  to 
provide  services  to  its  citizens  within  its 
resources." 

While  there  are  the  normal  problems 
associated  with  a  runaway  inflation  rate. 
1980  figures  to  be  an  even  better  year  if 
costs  can  be  held  m  line  with  additional 
revenues 

And  if  Gorman  Thomas  keeps  on  strok- 
ing them  into  the  stands 


As  we  have  grown 
taller,  our  scope 
has  grown  broader. 


PROPERTY  AND 
CASUALTY  INSURANCE 
Continental  Western 
Insurance  Company 

Des  Moines,  Iowa 

Lawyers  Surety 
Corporation 

Dallas,  Texas 

NN  Risk 

Management  Services 

Milwaukee,  Wisconsin 

North  Pacific 
Insurance  Company 

Portland.  Oregon  t 

Northwestern  National 
Insurance  Company 

Milwaukee,  Wisconsin 

Pacific  National 
Insurance  Company 

Los  Angeles,  California 

State  Surety  Company 

Des  Moines,  Iowa 


Talbot,  Bird  &  Co.,  Inc. 

New  York.  New  York 

Universal 

Reinsurance  Corporation 

Milwaukee,  Wisconsin 

LIFE  INSURANCE 

Columbia  National  Life 
Insurance  Company 

Columbus,  Ohio 

NN  Life 

Insurance  Services,  Inc. 

Providence,  Rhode  Island 

NN  Providence 

Life  Insurance  Company 

Providence,  Rhode  Island 

BUSINESS  FORMS 
NN  Dataforms,  Inc. 

Cleveland,  Ohio 
Los  Angeles,  California 
Milwaukee,  Wisconsin 
Minneapolis,  Minnesota 


NN  Corporation 

Milwaukee,  Wisconsin 


Advertisement 


Milwaukee 


00 


Milwaukee  city  government  works 
and  cooperates  with  commerce  and 
industry.  Our  Department  of  City 
Development  assists  large  and  small 
industry  with  full  service  programs  in 


II 

iment 


eluding  revenue  bonding,  attractive  fin 
ancing  through  the  city's  development  cor- 
porations, and  providing  fully-improved 
sites  in  its  nationally-recognized  land  bank 
Droaram.  Industry  knows  it's  welcome  in  M 


Commissioner  William  Ryan  Drew.  Write  to  him 
at  P.  O.  Box  324,  Milwaukee,  Wl  53201. 


America's  Best  Managed  City 


Personal 
Affairs 


Edited  By  William  C  Flanagan 

Bogus  charges 

A New  York  executive  recently 
choked  when  he  saw  his  monthly 
American  Express  bill — it  con- 
tained over  $5,000  worth  of  charges  he 
had  never  made,  including  round-trip 
Concorde  tickets  to  Paris,  cameras  and 
jewelry  bought  through  a  Spiegel  catalog 
and  other  items.  Yet  his  card  had  not  been 
stolen.  A  phone  call  to  American  Express 
immediately  followed,  and  he  was  as- 
sured that  once  it  was  determined  that 
the  signatures  were  not  his,  the  bogus 
charges  would  be  voided.  While  the 
charges  were  being  investigated,  howev- 
er, his  card  was  canceled  and  he  had  to 
wait  for  a  new  one  to  be  issued.  How  did 
the  culprit  get  away  with  the  scam?  Sim- 
ple. All  anyone  needs  to  buy  items  on  your 
card  is  its  number  and  your  address.  Mail 
and  phone  orders  are  routinely  accepted 
without  signature  verification.  (It  works 
not  only  with  Amex  cards,  of  course,  but 
also  with  other  charge  cards,  including 
Visa  and  MasterCard.) 

Your  responsibility  for  unauthorized 
use  of  any  credit  card  is  limited  to  $50  by 
law,  although  in  cases  like  this,  those 
charges  are  not  levied. 

How  do  you  safeguard  against  such 
misuse?  "Hold  on  to  all  your  receipts, 
even  though  you  get  other  copies  with 
your  statement,"  says  an  Amexco  repre- 
sentative. "All  a  thief  needs  is  one  re- 
ceipt, your  address,  and  he's  off."  Still, 
Amexco  has  no  plans  to  alter  the  way  it 
allows  the  card  to  be  used — and  misused. 

When  in  LJL . . . 

In  California,  you  are  what  you  drive. 
And  you  might  prefer  not  to  define 
yourself  as  a  rented  Ford  or  a  Chevy. 
To  the  rescue  of  wheelless,  status-hungry 
visitors  comes  Margo  Mirkin,  who  runs 
an  auto-rental  operation  in  Beverly  Hills. 
For  up  to  $350  a  day,  plus  50  cents  per 
mile,  you  can  rent  a  flashy  replica  of 
some  car  models,  including  the  Auburn, 
Excalibur,  Clenet,  Diamanti  and  a  vin- 
tage MG.  Or,  if  you  just  want  a  contem- 
porary car  that  has  at  least  some  drive- 
way chic,  there  are  Rolls-Royce  ($200), 
Porsche  ($50)  and  Mercedes  450SL  ($75) 
models  available.  (Mileage  is  extra,  up  to 
50  cents  per  mile.) 

The  only  requirement  you  need  to  rent 
any  of  these  cars  is  a  major  credit  card 
and  a  valid  driver's  license.  The  office 
will  dispatch  someone  from  the  lot  to  the 
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Replica  of  the  Excalibur 

In  Beverly  Hills,  you  can  get  one  from  Budget  Rent-a-Car. 


airport  to  pick  you  up  on  request,  and 
specific  cars  can  be  reserved  in  advance, 
except  during  certain  busy  periods  when 
you  might  have  to  settle,  say,  for  a 
Clenet  instead  of  a  Diamanti. 

Clients,  according  to  Mirkin,  range 
from  movie  stars  to  Iowa  farmers.  Phone 
number  for  the  Beverly  Hills  Budget 
Rent-a-Car  office:  933-2017.  Incidental- 
ly, the  owner's  father,  M.J.  Mirkin, 
founded  Budget  in  1958. 

Golden  opportunities? 

You  missed  buying  gold  double  ea- 
gles at  $70  each  in  the  early  Seven- 
ties, but  are  you  ready  for  coins 
with  one-tenth  the  gold  content  now,  at 
the  same  price? 

Krugerrands  are  available  today  in  al- 
most as  many  sizes  as  soap  flakes — regu- 
lar, half-,  quarter-  and  one-tenth-ounce 
Krugerrands  are  being  offered  by  coin 
dealers,  to  satisfy  the  demand  from 
small-time  investors  who  cannot  pony 
up  the  $700  or  so  for  the  full-size  coin. 
Another  relatively  inexpensive  gold 
piece  is  the  Australian  Koala  coin. 

As  is  typical,  the  little  guy  is  getting 
rough  treatment  with  the  mini-rands; 
premiums  are  double  or  more  what  they 


are  for  the  full-ounce  Krugerrands,  r 
ing  from  8%  to  12%  above  their  g 
content  value,  vs.  &  4%  premium  on  r 
lar  Krugerrands.  (Premiums  will 
somewhat,  depending  upon  the  dc 
and  the  amount  purchased.)  But  it  c 
cost  you  about  $70  more  in  premium 
buy  ten  one-tenth-ounce  Krugerr; 
than  a  single  full-ounce  coin. 

An  even  worse  deal  on  coins  is  bj 
made  available  by  the  Aussies.  The 
Koala  contains  .295  ounces  of  gold 
sells  for  the  same  price  ($295  for 
regular  coin,  $376  for  a  proof)  regarc 
of  how  many  you  buy.  An  official  Au: 
lian  coin,  it  can  be  cashed  in  for  5 
Australian — much  less  than  its  gold- 
tent  value.  The  Aussies  must  be  ban! 
on  the  coin  developing  a  follow 
among  numismatists,  because  it  is  a  ] 
deal  now  for  investors — its  price  w> 
out  to  $1,000  per  ounce,  about  ' 
above  the  current  market  price  of  g 
As  yet,  Koalas  are  available  only  thrc 
the  Royal  Australian  Mint,  P.O. 
2200,  West  Caldwell,  N.J.  07006.  A] 
60  days  for  delivery. 

Note:  Despite  the  hefty  premiums 
are  being  placed  on  the  mini-rands,  » 
goldbugs  predict  they  will  be  snappei 
like  cocktail  peanuts  once  they  are  w 
ly  available  and  advertised.  "You've 
to  have  a  lot  more  $10  bills  than  $ 
bills,"  says  one.  "This  is  the  size  « 
that  really  could  be  used  like  currenc 
worse  comes  to  worst." 


Shelters?  Step  right  up  |?(* 

It  would  be  great  if  you  could  sin 
turn  all  your  money  matters  ove 
one  person  and  forget  about  th 
But  not  only  is  that  expensive,  it  can 
be  very  risky.  "We,  too,  are  lusting  in 
hearts  after  your  clients'  assets," 
one  mutual  fund  manager  to  a  large  gr 
of  personal  financial  managers  in  Bos 
last  month.  And  he  wasn't  kidding. 

As  more  and  more  people  beco 
aware  that  they  are  managing  their  c 
finances  poorly  and  are  totally  igno: 
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nany  sexy-sounding  investments,  the 
ks  of  self-proclaimed  financial  coun- 
ts and  planners  swell.  It's  anybody's 
ss  how  much  money  is  actually  en- 
ited  to  such  "planners" — many  of 
m  used  to  be  just  plain  old  insurance 
tits,  stockbrokers,  accountants  or 
yers — but  the  figure  is  easily  in  the 
ions.  And  the  1,800-or-so  planners 
)  attended  the  International  Associ- 
n  of  Financial  Planners'  "Expanding 
izons"  meeting  were  offered  plenty 
uggestions  as  to  what  to  do  with  their 
nts' — i.e.,  your — cash, 
ver  130  exhibitors  were  peddling, 
-market  style,  everything  from  pieces 
orseflesh  (Johnny  Reb  Stables)  to  for- 
1  television  rights,  miniwarehouses, 
cattle-feeding  programs,  all  thrown 
er  some  tax  tent.  Of  course,  there 
no  shortage  of  purveyors  of  gold  and 
er  precious  metals,  antiques,  ancient 
is,  stamps  and  especially  diamonds, 
companies  were  selling  diamond  in- 
tment  programs,  the  oldest  of  which 
is  back  only  to  1971.) 
was  hard  to  walk  more  than  a  few 
without  being  hawked  an  oil,  gas  or 
estate  tax  shelter.  Indeed,  many  at- 
dees  went  around  the  exhibition  hall 
f  it  were  a  supermarket,  filling  up 
pping  bags  with  investment  pro- 
ns  that  would  soon  be  served  to  their 
nts.  And  in  case  they  didn't  under- 
ld  the  programs  well  enough  to  sell 
m,  many  exhibitors  held  small  semi- 
on  how  to  present  their  various 
ducts. 

gainst  such  a  formidable  array  of  ex- 
a,  conventional  forms  of  invest- 
lts  like  mutual  funds  and  stocks  pale 
y.  So  badly,  in  fact,  that  only  a  few 
kual  funds  bothered  to  show  up,  and 


even  fewer  major  New  York  brokerage 
houses  took  a  booth. 

The  question  quickly  arises:  Why 
would  any  planner  mess  around  with 
such  risky,  unconventional  or  unproven 
investments?  The  answer:  commissions, 
of  course.  One  diamond  seller  brashly 
proclaimed,  "If  you're  making  150% 
commission  we'll  offer  300%,"  meaning 
doubled  earnings  for  the  sellers  of  their 
stones.  Flat  commission  rates  being  of- 
fered routinely  topped  10%,  and  some 
exhibitors  were  said  to  be  offering  as 
much  as  25%  on  art  programs. 

What  does  this  all  mean  to  you?  Be 
careful — very  careful — about  the  finan- 
cial planner  you  deal  with  and  the  pro- 
grams he  or,  increasingly,  she  presents. 
(Of  the  more  than  260  attendees  from 
California  alone,  for  example,  over  40 
were  women.)  With  financial  planning, 


unsurprisingly,  you  can  expect  to  get 
only  what  you  pay  for.  If  an  adviser  has 
to  live  from  commissions  for  selling  in- 
surance, stocks,  some  of  the  more  imagi- 
native tax  shelters  or  "hard  asset"  deals, 
you  might  wind  up  losing  more  than  you 
would  have  spent  on  another,  higher- 
priced  financial  counselor.  But  in  any 
case,  be  prepared  to  open  your  wallet 
wide  if  you  seek  professional  advice. 

At  the  top  of  the  field,  of  course,  come 
the  old-line  money  management  firms 
that  have  been  around  since  the  advent 
of  inheritance  taxes.  They're  very  con- 
servative, very  thorough  and  very  expen- 
sive, and  handle  only  very  large  accounts. 
They  do,  boutique  style,  what  bank  trust 
departments  do  off  the  rack.  Some  typi- 
cal fees:  Fiduciary  Counsel,  Inc.  in  New 
York  charges  three-quarters  of  1%  of  the 
first  $2  million  of  assets  under  manage- 


\e  of  the  wares  being  peddled  at  financial  planners'  meeting  in  Boston 

tone  for  diamonds?  Exotic  tax  shelters?  Horseflesh?  See  your  financial  planner  and  never  mind  his  commissions. 
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merit  per  year.  The  rate  drops  as  the 
assets  increase.  In  addition,  a  sister  com- 
pany, Estate  Management  Co.,  will  take 
care  of  your  day-to-day  financial  con- 
cerns, ranging  from  bill  paying  and  check 
cashing  to  hiring  and  firing  household 
staff.  Rates  vary  according  to  the  service 
needed,  but  $5,000  would  not  be  an  un- 
usual annual  fee. 

In  the  middle  range  are  the  new  breed 
of  counselors,  who  might  call  themselves 
certified  financial  planners  but  might 
also  be  registered  representatives,  ac- 
countants, lawyers  or  insurance  agents. 
Ask  for  references,  and  check  them  out. 

What  the  planner  charges  depends 
upon  the  time  you  require  and  whither 
the  commissions  arise.  Many  planners 
now  use  a  centralized  service  to  process 
the  data  you  supply  them.  They  then 
present  you  with  a  "personally  tailored" 
plan — and  a  fat  bill  for  the  service. 

Some  firms,  such  as  Ayco  Corp.,  based 
in  Albany,  N.Y.,  specialize  in  upper-eche- 
lon executives  and  usually  sell  their  ser- 
vices directly  to  a  corporation,  as  a  free 
perk  for  top  managers.  At  $5,000-and-up 
for  the  initial  planning  process,  it  is  a 
costly  perk. 

Some  brokerage  firms  are  expanding 
their  personal  financial  planning  oper- 
ations into  full-blown  divisions.  Merrill 
Lynch  and  E.F.  Hutton  have  been  par- 
ticularly aggressive.  Rates  can  vary  from 
under  $1,000  to  $10,000  or  more,  de- 
pending upon  your  assets  and  needs. 

Similarly,  some  of  the  major  account- 
ing firms  will  offer  financial  planning 
services,  and  you  normally  pay  by  the 
hour.  A  full  plan  for  a  family  man  earning 
up  to  $80,000  could  cost  $2,500  or  more. 

Before  going  to  any  financial  counsel- 
or, however,  it  is  a  good  idea  to  see  just 
how  much  you  can  do  on  your  own.  For  a 
mere  $75  to  $95  you  can  get  a  fairly 
comprehensive,  computer-generated 
analysis  of  your  financial  position  from 
the  Consumer  Financial  Institute,  430 
Lexington  St.,  Newton,  Mass.  02166.  Fill 
out  an  extensive  questionnaire  and  four 
weeks  or  so  later  you'll  receive  a  "Per- 
sonal Profile  &  Projections  Report"  spell- 
ing out  in  fairly  specific  terms  what  your 
retirement  income  will  be,  how  much 
you  have  to  set  aside  for  educating  the 
offspring,  what  your  insurance  needs  are, 
etc.  It's  a  good  idea  to  digest  the  contents 
before  sitting  down  with  a  "pro"  who's 
hot  on  an  oil-shelter  deal  that  will  not 
only  solve  your  current  tax  problem  but 
will  also  one  day  pay  for  Junior's  college 
education. 
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The  Orangery,  Frampton  on  Severn 

It's  all  yours  in  high  season  for  $965  per  week.  Sleeps  seven. 


Just  like  home 

There's  no  disputing  the  charm  of 
those  splendid  old  European  ho- 
tels— nor  the  cost.  A  double  room 
at  the  Hyde  Park  in  London,  for  example, 
now  runs  about  $172  per  night;  at  the 
Plaza  Athe'ne'e  in  Paris,  it's  $190. 

If  you  are  staying  longer  than  a  few 
days,  however,  or  if  you  want  to  get  out 
to  the  countryside  for  a  week  or  more 
with  friends  or  the  family  in  Britain, 
France  or  other  countries  in  Europe,  it 
can  make  a  lot  of  sense  to  rent  an 
apartment,  a  home  or  even  a  villa.  But 
how  do  you  find  out  what  is  available, 
and  when? 
One  excellent  source  of  homes  abroad 


is  Inquiline,  Inc.,  2122  Boston  Post  R« 
Larchmont,  N.Y.  10538.  A  cat; 
($5.95)  is  available  listing  many  home 
Britain,  and  some  in  France,  Italy,  Po 
gal  and  Spain,  ranging  from  suites 
estates.  (In  the  future,  brochures  coj 
ing  specific  countries  will  be  publish 
Homes  are  available  generally  by 
week.  Rents  typically  range  from  ur 
$200  for  a  two-bedroom  18th-cent 
house  in  Sussex  to  $2,500  for  a  |j 
century  chateau  near  Beaune,  France 


D 


London  flats,  on  Kensington  Court 
Suites  from  $355  per  week. 


Up  id  the  air  fares 

on't  look  now,  but  there's  a  g 
chance  that  the  last  time  you  f 
somewhere,  you  paid  a  lot  ir 
than  you  need  have.  And  don't  bla 
your  travel  agent.  Air  fares  have  becc 
so  complicated  that  it's  extremely  d 
cult  to  keep  current,  and  distance  doe 
even  matter  in  many  cases.  Example 
can  be  cheaper  to  walk  into  an  airpor 
New  York  and  fly  round  trip  to  Lorn 
or  Los  Angeles  than  it  is  to  go  to  Te: 
(To  L.A.  and  back  via  TWA  and  other: 
$390  coach;  to  London  and  back  is  $ 
via- Laker  as  of  Nov.  1;  to  Dallas  and  b 
is  $526  on  American  and  Braniff. 
fares  are  nonrestricted.) 

When  you  consider  the  Super-Sa 
and  myriad  other  discount  fares  that 
available,  it  is  easy  to  spend  a  lot  ui 
than  you  need  to  simply  out  of  ig 
ranee.  Moral:  As  soon  as  you  know  ; 
have  to  fly  somewhere,  pick  up 
phone  and  ask  for  the  cheapest  rate 
and  ask  what  the  restrictions  are.  OH 
you  can  bend  your  schedule  a  bit  and 
your  fare  drastically.  (New  York  to  Dai 
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WE  MIGHT  NOT  BE  KNOWN 
>N  THE  STREET.  BUT  WE'RE  FAMOUS 

IN  THE  FIELD. 


We're  known  in  oil  fields  from  Texas  to  Abu 
;)habi,  because  NL  Industries  is  one  of  the  coun- 
try's leading  suppliers  to  the  petroleum  industry. 

Yet  many  otherwise  well-informed  profes- 
sionals on  Wall  Street  still  view  NL  as  a  specialty 
::hemicals  and  fabricated  metals  company. 

It's  true  this  part  of  our  business  is  very  impor- 
rant.  But  as  any  oilfield  roughneck  can  tell  you, 
NL  is  also  a  vital  part  of  the  petroleum  industry. 

This  is  why  we  think  you  should  know  about 
NL  Petroleum  Services,  a  group  of  some  of  the 
best  known  petroleum  service  operations  in  the 
world.  Together  they  serve  the  petroleum  indus- 
}  ry  from  exploration  to  drilling  to  production. 


NL  products  and  equipment,  like  drilling 
fluids  and  blowout  preventers,  are  used  all  over 
the  world. 

Our  advanced  technology  enables  oil  drill- 
ers to  get  critical  drilling  information  from  deep 
in  the  earth.  NL's  well  workover  and  downhole 
services  are  vital  too.  They  help  wells  to  produce 
longer  and  to  produce  more. 

In  just  four  years,  sales  and  earnings  from 
these  operations  have  doubled.  In  fact,  NL  Petro- 
leum Services  now  account  for  nearly  two-thirds 
of  NL  Industries' operating  profits. 

If  this  keeps  up,  NL  will  be  as  famous  on  the 
street  as  it  is  in  the  field. 


N  Industries 


1230  Avenue  of  the  Americas,  New  York,  New  York  10020 


"It  is  not  in  my  nature  to  give  interviews!' 

The  only  private  interview  that  Leonid  Brezhnev  ever  gave  to 
American  journalists,  he  gave  to  TIME  Magazine.  "Given 
the  importance  of  the  relations  between  our  two  countries," 
he  said,  "and  the  solid  reputation  of  your  magazine,  I 
decided  to  take  advantage  of  your  request  to  answer  TIME'S 
questions. " 

An  apt  demonstration  of  one  of  TIME'S  most  extraor- 
dinary attributes:  the  ability,  through  such  exclusive  inter- 
views as  those  with  Soviet  Party  Chief  Brezhnev  and  China's 
Vice  Premier  Deng,  to  present  aspects  of  the  news  not  avail- 
able anywhere  else. 

And  it  demonstrates,  also,  TIME's  authority  and  leader- 
ship—as newspapers  around  the  world  quoted  excerpts  of  the 
conversation;  as  statesmen  and  readers  scanned  the  columns 
of  TIME  for  new  insights  into  the  Soviet  leader.  Above  all,  it 
demonstrates  TIME's  unmatched  editorial  quality. 

Another  reason  why  TIME  has  earned  more  loyal  readers, 
by  far,  around  the  world  than  any  other  single  news  source. 

The  most  colorful  coverage  of  the  week. 

©Time  Inc.  1974  All  Righls  Reserved 
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return  can  be  as  low  as  $289,  for 
pple,  provided  the  ticket  is  pur- 
led 14  days  in  advance  and  traveling 
bne  Monday  through  Thursday.) 
)te:  There  are  no  discounts  offered 
first-class  fares,  except  for  a  night- 
It  differential. 

Covered  stocks 

ow  safe  is  that  stock  portfolio 
you  leave  with  your  broker?  In  the 
unlikely  event  the  firm  goes  belly 
you  are  covered,  but  there  are  some 
tations  you  ought  to  be  aware  of. 
ir  one  thing,  the  Securities  Investor 
ection  Act  (SIPA),  which  was  passed 
Congress  in  1970  following  the  col- 
:  of  firms  like  McDonnell  &.  Co., 
ts  coverage  to  $100,000  per  account, 
jng  as  your  broker  is  registered  with 
EC  (which  would  include  all  brokers 
le  U.S.,  including  discount  brokers), 
will  get  back  up  to  that  amount  for 
securities  held  by  the  broker  should 
firm  fail.  The  insurance  does  not 
r  any  losses  you  suffer  through  bad 


investments,  naturally,  or  if  the  stock 
plummets  while  you  await  delivery. 

If  there  is  failure,  a  federal  court  will 
appoint  a  trustee  to  liquidate  the  firm,  or 
may  choose  to  carry  out  the  liquidation 
itself.  In  either  case,  your  account  will 
probably  be  turned  over  to  another 
firm — if  you  are  lucky.  In  that  case,  you 
will  be  notified  of  the  switch  and  will  be 
able  to  carry  on  business  with  the  ap- 
pointed firm  or  another  of  your  choosing. 
If,  however,  the  firm's  books  and  records 
are  fouled  up — as  was  the  case  with  Mc- 
Donnell &  Co. — it  can  take  quite  some 
time  to  get  things  unraveled  and  your 
account  transferred. 

If  there  is  not  enough  stock  on  hand  to 
satisfy  what  is  in  their  customers'  port- 
folios, you  will  get,  on  a  pro  rata  basis, 
whatever  shares  are  available.  You  will 
then  get  a  cash  adjustment  for  the  re- 
maining units. 

Note:  If  you  have  a  cash  balance,  the 
maximum  protection  you  have  under 
SIPA  is  only  $40,000. 

While  most  types  of  securities — in- 
cluding notes,  stocks,  bonds  and  certifi- 
cates of  deposit — are  covered  by  the 
SIPA  program,  unregistered  investment 
contracts  and  any  interest  in  a  commod- 
ity contract  are  not.  In  that  case,  you  go 
to  the  back  of  the  line  with  other  credi- 
tors and  will  have  to  settle  on  a  pro  rata 
basis  in  case  of  collapse. 

If  you  want  more  than  $100,000  worth 


of  protection,  major  brokers  already  offer 
some.  At  some  firms,  $400,000  of  addi- 
tional protection  is  automatically  pro- 
vided at  no  cost  to  the  investor  and  more 
can  be  purchased.  Obviously,  you  should 
make  it  a  point  to  ask  your  broker  how 
much  coverage  is  provided  free.  And  re- 
member, no  matter  how  well  you  are 
protected,  the  coverage  does  not  apply  to 
investment  losses  suffered,  before  or  dur- 
ing the  time  the  liquidation  is  going  on. 

Note:  Legislation  is  awaiting  the  Presi- 
dent's signature  which  would  automati- 
cally up  the  SIPA  protection  to  $500,000 
from  the  current  $100,000  ceiling. 

Where  to  get  scrod 

Bostonians  take  their  seafood  very 
seriously,  so  there  has  to  be  some- 
thing very  special  about  a  restau- 
rant to  turn  them  on.  Even  though  Legal 
Sea  Foods  is  located  in  a  hotel  (the  Bos- 
ton Park  Plaza)  it  is  usually  jammed  with 
more  locals  than  visitors  (no  reserva- 
tions). An  extensive  fish  menu  at  reason- 
able prices  ($3.95  for  scrod  at  lunch, 
$9.95  for  swordfish  at  dinner),  a  wine  list 
with  retail-store  prices  ($5.95  to  $14.95 
for  respectable  imported  and  domestic 
whites)  and  same-day-fresh  offerings  are 
the  attractions.  An  unusual  touch:  Your 
bill  is  presented  with  your  order,  to  elim- 
inate waiting  for  the  tab. 


-DOES  THE  DINES  LETTER- 
STILL  PREDICT  AN 
"HISTORIC  ADVANCE"  FOR 
GOLDS  AND  SILVERS? 


A  recent  issue  of  THE  DINES  LETTER  covers  these  ten  vital  questions: 

•  Which  gold,  silver  and  platinum  stocks  should  you  buy  now? 

•  Is  copper  a  buy?  What  about  gold,  silver  and  platinum  futures? 

•  Is  the  U.S.  dollar  or  the  Swiss  franc  more  attractive? 

•  Which  way  will  the  stock  and  bond  markets  go  next? 

•  Is  THE  DINES  LETTER  still  looking  for  a  short-term  decline? 

•  Are  interest  rates  heading  up  again,  and  should  utility  shares  be  sold? 

•  Are  the  banks  safe,  and  are  there  any  easy,  inexpensive  precautions  that 
should  be  taken?  Should  you  move  money  overseas? 

•  Does  Mr.  Dines  still  predict  a  depression  unless  we  go  back  to  a  gold  standard? 

•  Who  is  to  blame  for  inflation? 

•  Why  has  Mr.  Dines  been  calling  himself  "The  Original  Energy  Superbear '? 

For  specific  answers  to  the  above,  subscribe  now  and  you'll  get  these  additional 
features: 

1.  A  COPY  OF  THE  DINES  MODEL  PORTFOLIO  divided  into  high-quality  and 
speculative.  This  is  an  actual  portfolio  so  THE  DINES  LETTER  puts  its  own 
money  where  its  mouth  is.  You  can  invest  $4,000,  $40,000  or  $400,000  and  get  a 
gold-oriented  portfolio  personally  supervised  by  Mr.  Dines.  As  you  might  know. 
Mr.  Dines  is  "The  Original  Goldbug,"  based  on  his  being  the  first  Wall  Street 
Security  Analyst  to  recommend  gold  at  $35  and  silver  at  93  cents  sine*  1961.  This 
portfolio  is  diversified  between  quality  and  speculative  gold  and  silver  stocks  with 
geographic  representation  around  the  world  (in  case  of  exchange  controls). 

2.  A  NEW  PORTFOLIO,  THE  DINES  "PENNY"  PORTFOLIO,  another  actual 
portfolio,  specializes  in  very  low-priced  gold  &  silver  mines  for  your  ultra-speculative 
"Las  Vegas  Money."' 

3.  OUR  15  PAGE  BOOKLET  "HOW  TO  USE  THE  DINES  LETTER,  especially 
written  for  beginners,  including  discussions  on  "The  Dines'  First  Market  Axiom."' 
"The  Dines  Anti-Change  Concept,"  mass  psychology  in  the  stock  market  and 
especially  mass  masochism  and  gamblers'  secret  desire  to  lose.  Technical  Analysis, 
"How  to  Use  Point  &  Figure  Charting."  the  use  of  stops  to  prevent  large  losses, 
plus  much  more. 

4  THE  DINES  LETTER'S  BIG  1980  FORECAST  ISSUE.  This  issue  has  always 


been  a  favorite  with  subscribers  who  look  for  new  predictions. 

5.  A  BIOGRAPHICAL  SKETCH  OF  MR.  DINES,  again  including  many  predic 
tions  for  the  1980s. 

6.  A  JAN.  1979  BARRON'S  ARTICLE  containing  Mr.  Dines'  predictions  during 
the  annual  "roundtable,"  with  an  explanation  of  monetary  instability  and  how  one 
might  handle  these  events  profitably. 

7.  A  BARRON'S  ARTICLE  on  Mr.  Dines'  famous  2  Oct  78  interview  concerning 
precious  metals  —  some  of  these  predictions  have  already  come  true. 

ADDITIONAL  BONUS! 

THE  LAST  TWO  ISSUES  OF  THE  DINES  LETTER,  to  get  you  into  "the  swing 
of  things"  will  be  sent  in  addition  to  your  subscription. 


J00M2 


P.O.  Box  22,  Belvedere,  California  94920 

Yes!  Send  me  your  Introductory  Package  and  start  my  subscription 
to  THE  DINES  LETTER.  (Payment  in  U.S.  dollars  MUST  be  enclosed): 
Enclosed  is  □  $150  for  1  year.  □  $85  "fair  trial"  for  6  months.  □  $10 
for  2  issue  quick  "look-see"  trial. 


Name 


Address . 


Citv . 


.  State . 


.Zip. 


i  Not  assignable  without  your  consent  N  Y  residents  please  add  applicable  sales 
ta/  No  refunds  Beginning  January  1981.  The  Dines  Letter  will  be  published  mon- 
thly at  the  same  rates  as  in  effect  today,  but  we'll  include  at  no  additional  charge  the 
Interim  Warning  Bulletin  (IWB)  service  present  cost  of  which  is  $75  value.) 


 .  , 


Personal 
Affairs 


The  unmarried  penalty 

L 'affaire  Bendix — starring  Chair- 
man William  Agee  and  Vice  Presi- 
dent Mary  E.  Cunningham — has 
more  than  a  few  formerly  married,  up- 
and-coming  executives  muttering  dark 
oaths.  They  have  trouble  enough  trying 
to  convince  nervous  board  members  of 
their  worthiness  when  it  comes  to  top- 
level  appointments.  Indeed,  some  head- 
hunters  are  already  willing  to  admit  that 
the  Agee-Cunningham  matter  will  make 
advancement  for  single  and  divorced  ex- 
ecutives just  that  much  tougher  than  it  is 
now.  The  irony  is  that  the  stigma  of 
divorce  had  finally  been  fading  in  execu- 
tive boardrooms,  where  old  attitudes 
have  survived  like  wing-tip  shoes. 

"The  Bendix  board  can't  be  happy 
with  all  that  publicity,"  says  Max  Ulrich, 
president  of  Ward  Howell  International, 
one  of  the  country's  largest  search  firms. 
"A  freshly  divorced  guy  being  considered 
for  a  top  post  might  give  any  board  a 
little  pause  now,"  he  adds. 

Frank  Beaudine,  president  of  Eastman 
&  Beaudine,  Inc.,  another  large  head- 
hunting firm,  thinks  the  Bendix  matter 
could  have  lasting  impact.  "A  candi- 
date's marital  status  might  now  be  of 
considerable  concern  to  media-sensitive 
companies.  You  can  bet  several  members 
of  every  board  will  weigh  that  factor." 

Lester  Korn,  president  of  Korn/Ferry 
International,  would  not  comment  on 
the  flap  at  Bendix  (Bendix  is  a  client)  but 
allowed  there  is  still  some  corporate  sen- 
sitivity about  the  formerly  married.  "Di- 
vorce has  not  been  a  negative  to  candi- 
date selection  in  the  past  five  years," 
says  Korn.  "Still,  at  the  very  senior  level, 
there  will  be  a  discussion  about  it  early 
on  between  the  board  or  the  CEO  and 
the  candidate,  if  he's  divorced.  Of  course, 
legally,  the  candidates  do  not  have  to  get 
into  that  kind  of  a  discussion  if  they 
don't  want  to,  but  they'd  be  very  foolish 
not  to." 

A  few  notches  down  the  corporate  lad- 
der, divorce  has  been  a  fact  of  life  for 
some  time,  and  rarely  poses  a  problem. 
In  middle  management — jobs  in  the 
$18,000-to-$75,000  range— it  can  even 
be  an  advantage,  according  to  National 
Personnel  Associates,  a  network  of  237 
personnel  agencies  throughout  the  U.S. 
and  Canada.  In  a  recent  survey  of  182  of 
its  members,  NPA  found  that  61%  be- 
lieved that  the  divorced  job  applicant  is 
at  no  disadvantage,  and  sometimes  has 
an  edge.  "In  the  past,  being  divorced  may 
have  been  a  drawback.  Now  it  indicates 


greater  ease  in  relocation,  and  that  is  one 
of  the  biggest  pluses  an  applicant  can 
have,"  said  Jerold  E.  Timpson  of  Bow- 
man Associates  in  Grand  Rapids,  Mich. 

"Divorced  persons  are  hot  employ- 
ment candidates  because  they  are  inde- 
pendent of  family.  Employers  feel  they 
devote  more  to  the  job  and  career  than 
married  or  single  people,"  says  Phil  Or- 
lesky  of  Fort  Garry  Personnel  Services, 
Ltd.,  Winnipeg.  But  only  after  the  dust 
settles.  "People  going  through  a  divorce 
are  considered  somewhat  unstable  or  un- 
predictable," he  adds. 

"A  divorce  of  less  than  two  years  is  a 
complete  red  flag,"  says  Evelyn  Thomas 
of  Salesmen  Only,  Inc.,  Rosemont,  111.  "If 
getting  divorced  is  mentioned,  no  one 
will  talk  to  the  applicant." 

That  goes  double  for  women.  "A  fe- 


the  popular  belief  in  this  country  ol 
people  get  to  the  top.  You  don't  all 
have  to  fight  your  way  up.  Some< 
you're  chosen  because  you're  good  j 
caring  about  other  people." 

Divorce  is  still  somewhat  rare  a 
below  the  top,  too.  KomTerry,  in  cd 
ation  with  UCLA's  Graduate  Schcj 
Management,  recently  completed  a 
vey  of  executives  just  beneath  the 
executives  of  major  companies, 
sent  questionnaires  to  the  next-t| 
five  people  at  over  500  major  compa 
Over  1,700  replied.  Astonishingly, 
were  presently  married.  That's  ex 
the  same  percentage  revealed  ir| 
Town  &  Country  study.  Only  3.5% 
currently  separated  or  divorced.  Ai 
those  married,  89%  were  still  marrii 
their  first  spouses.  (Only  1%  had 


male  candidate  who  is  in  the  process  of 
getting  a  divorce  is  at  a  disadvantage 
because  the  employer  might  feel  that  she 
will  go  back  to  her  husband  and  stop 
working,"  says  Charles  B.  Delbridge  of 
Associated  Personnel,  Decatur,  111. 

Despite  the  softening  attitudes  about 
divorce  in  general,  however,  it  is  worth- 
while noting  that  the  vast  majority  of 
corporate  heavyweights  are  still  married 
to  their  original  sweethearts. 

Indeed,  for  today's  chief  executives — 
mainly  in  their  late  50s  and  60s — a  silver 
wedding  anniversary  is  practically  ex- 
pected. In  1978  Town  &  Countiy  maga- 
zine surveyed  the  chairmen  and  presi- 
dents of  100  of  the  biggest  corporations 
in  America.  Ninety-five  percent  were 
still  married  to  their  first  wives,  and 
most  had  been  married  a  quarter-century 
or  longer.  Such  a  percentage  is  unusual, 
even  among  men  in  their  50s  and  60s. 
The  magazine  asked  Dr.  George  E.  Vail- 
lant,  a  prominent  Harvard  psychiatrist, 
to  comment  on  the  phenomenon.  "Let 
me  say  that  some  of  these  men  are  presi- 
dents not  because  they're  terribly  ambi- 
tious but  because  they're  terribly  compe- 
tent," said  Vaillant.  "That's  contrary  to 


married — which  says  something  a 
other  kinds  of  taboos  in  the  execi 
suite.  Also,  the  average  number  of 
dren  per  executive  was  three,  with 
3%  being  childless.) 

Of  course  the  average  age  of  thes 
ecutives  is  somewhat  younger  than 
of  chief  executives,  but  they  avera 
senior  53 — a  generation  that  came 
the  work  force  in  the  late  Forties 
early  Fifties,  when  corporate  attit 
toward  personal  lifestyles  were  stil 
tremely  conservative. 

Today,  most  headhunters  ackn 
edge  that  even  the  most  buttoned-d 
of  companies  cannot  be  so  choosy  v 
it  .comes  to  finding  executive  talent . 
automatically  bar  the  divorced. 

"There  are  too  many  divorced  toj 
ecutives  and  aspirants  now,"  say! 
William  Battalia,  president  of  Bat 
Associates.  "It  seems  like  every  0 
candidate  has  been  divorced." 

"I  can't  remember  a  single  clien 
cently  specifying  a  nondivorced  pei 
and  I  doubt  we  will,"  says  Carl  W.  M 
president  of  Boyden  Associates.  "No 
can  afford  to  ignore  that  many  peopl 


172 


FORBES,  OCTOBER  27, 


ATT 


THERE'S  A 


WEEK, 


HILTON  RAINBOW  WEEKEND 


Sometimes  you've  just  got  to 
take  a  vacation. 
But  most  times, 
there's  no  time, 
no  money  or 
A ,        some  other 
V  excuse. 
*0,^  Hilton's 
'kifj  changed 
~     all  that.  Because  just 
about  every  Hilton  in  America— 
including  the  one  in  your  hometown 
|  —is  featuring 
i  the  Rainbow 
Weekendf 


Two  week  vacations  crammed 
into  one  memorable,  fun-filled 
weekend.  At  prices  that  make  it 
even  easier  to  take.  So  call  your 

local  Hilton 
Reservation  Ser- 
vice or  Travel 
Arranger. 

Whatever  a 
vacation  is  to  you, 
your  Hilton  prob- 
ably can  handle  it. 


*Room  availability  limited. 
Good  only  at  participating 
Hiltons. 


There's  no  place  like  HILTON 


THE 

MANUFACTURERS 

HANOVER 
TOTAL  BANKING 
COMMITMENT: 


ITS  WORKING  IN 
CORPORATE 
HEADQUARTERS... 


. .  .from  the  office  of  the  treasurer  to  the  loading 
platform. .  .for  medium-size  companies  and  local 
businesses  as  well.  It  represents  the  complex 
commitment  Manufacturers  Hanover  has  made  to 
create  banking  relationships  of  the  highest 
standards— in  lending  and  operations. 

In  cash  management,  for  example, 
Manufacturers  Hanover  has  developed  a  flexible 
phased  approach  that  accommodates  the 
customer's  total  requirements— from  simple 
lockbox  plans  to  ultra-sophisticated  computer- 
to-computer  links.  TRAMSEND,SMour  fully 
automated  global  communications  network, 
not  only  provides  transaction  and  cash 
position  information,  but  also  allows  corporate 
treasurers  to  initiate  a  wide  range  of  financial 
transactions  worldwide. 

In  other  operations  areas,  our  stock  transfer 
and  registration  system  provides  unparalleled 
accuracy  in  serving  more  than  three-and-one-half 
million  shareholder  accounts. 

Credit.  Operations.  And  the  integration  of 
both  to  create  a  total  financial  relationship  of 
the  highest  standards— anywhere  in  the  world. 
Consider  the  source. 

MANUFACTURERS  HANOVER 
The  financial  source.Worldwide. 

Member  FDIC 


At  Crane 

we  believe  in  basics. 


That's  why  we're  versatile  in  valves. 

Very  little  moves  around  here  without  Crane.  At 
Marathon  Oils  Louisiana  refining  facility  our  valves 
help  to  control  the  flow  of  business  from  top  to 
bottom.  They  handle  the  toughest  jobs,  too — with 
temperatures  running  to  1100  degrees  F 

Since  1857,  Crane  has  been  a  dominant  force  in 
making  valves.  Today's  output  includes  everything 
from  mass-produced  quarter-inchers  to  giants  of  5 
tons  and  larger. 

But  being  the  manufacturer  of  the  world's 
broadest  line  of  valves  is  just  one  of  our  tasks.  Crane 
is  into  a  lot  of  other  basics  as  well.  We're  strong  in 
steel.  Big  in  cement — and  building  products  and 
aircraft  and  aerospace  systems  as  well  as  fluid  and 
pollution  control  equipment. 

Basic  products  for  basic  industries.  That's  what 
Crane  is  all  about. 

Crane  Co.,  300  Park  Avenue,  New  York,  NY  10022 


CRANE 


Faces 

Behind  The  Figures 


Edited  by  Jefferson  Grigsby 

Eller's  next  case 


yisher  Karl  Eller 
ck  ink  or  red? 


>ok  Karl  Eller  only  ten  years  to  build  a 
board  company  he  bought  for  $5  mil- 
I  into  the  spectacularly  successful  me- 

i  empire,  Combined  Communica- 
S  s,  which  he  sold  to  Gannett  for  $367 
Lion  in  1979.  He  had  allotted  only  five 
Is  to  make  Charter  Media,  his  joint 
iture  with  Raymond  Mason's  Charter 
jlCo.,  into  an  even  bigger  power.  But 
Ihn  Eller,  52,  picks  up  his  chips  Nov.  1 
I  leaves  Charter  and  its  problems  (see 
[bes,  Aug.  18),  the  biggest  of  those 
R>s  will  be  Philadelphia's  133-year-old 
it?/z>?,the  nation's  14th-largest  daily, 
ij  that  may  be  Karl  Eller's  biggest  chai- 
se of  all. 

jodgy  and  ingrown  from  85  years  of 
lily  ownership,  the  Bulletin  has  been 
ilig  ground  over  the  last  seven  to  eight 
Is  to  its  aggressive  rival,  Knight-Rid- 

ii  Inquirer,  which  now  has  60.5%  of 
Philadelphia  ad-linage  market  to  the 

hin's  39.5%  [vs.  41.4%  last  year  and 
S%  in  1978).  Since  both  newspapers 
1  just  over  425,000  daily  circulation, 
I  means  the  Bulletin  supports  roughly 
:same  size  operation  on  70%  of  the 
Ir  advertising  revenues.  Small  wonder 
las  reportedly  $7.5  million  in  the  red 
:|  year  and  has  been  losing  nearly  $1 


million  a  month  so  lar  m  1980. 

How  do  you  stem  that  kind  of  red  ink? 
Eller  has  slashed  150  employees  from  the 
payroll,  launched  a  new  promotion  cam- 
paign and  "restructured  the  whole  oper- 
ation." The  Bulletin ,  he  says,  has  become 
"a  paper  with  a  bright  new  look  and 
editorials  that  say  something." 

Clearly,  he  cannot  look  to  keep  the 
Bulletin  afloat  with  the  other  properties 
he  will  have  once  Charter  Media  com- 
pletes its  dissolution — San  Francisco's 
K101-FM;  New  York  Subway  Advertis- 


ing Co.;  Red  River  Resources  Inc., 
which  owns  John  Wayne's  Arizona 
ranches,-  and  the  279-store  Swensen's 
Ice  Cream  chain.  Some  are  nicely  prof- 
itable, but  their  total  cash  flow  prob- 
ably couldn't  offset  the  Bulletin's  losses 
very  long. 

Even  a  leveraging  wizard  like  Eller  may 
be  hard-pressed  for  financing  for  the  Bul- 
letin. "I'm  going  to  try  to  work  out  some 
methods  of  financing,  or  get  another 
partner,  or  work  it  out  somehow  by  my- 
self," he  says.— Karen  Cook 


Thank  God  for  the  Germans 


You  can't  accuse  Budd  Co.  Chairman 
Gilbert  F.  Richards,  64,  of  not  speaking 
out.  Early  this  year  he  launched  a  buy- 
American  campaign  to  try  to  persuade 
Philadelphia,  where  a  big  Budd  plant  is 
located,  not  to  buy  foreign-made  subway 
cars  (it  did  so  anyway).  He  didn't  men- 
tion that  since  April  1978  $1.5  billion 
(sales)  Budd  has  been  a  wholly  owned 
subsidiary  of  Thyssen  AG,  the  $14  bil- 
lion West  German  steel  colossus. 

How  then  can  Budd  wave  the  flag  so 
much?  Easy,  Richards  snaps:  "Thyssen's 
a  foreign  company,  true,  but  there  are  no 
Germans  working  in  our  plant." 

There  are  plenty  in  the  boardroom, 
however.  And  they're  the  ones  to  whom 
Richards  reports  on  such  matters  as  the 


six  acquisitions  he  made  last  year.  Since 
he  is  the  only  member  of  Thyssen's 
board  who  doesn't  speak  German,  the 
company  must  provide  him  with  transla- 
tors at  meetings.  The  Germans  don't 
seem  to  mind,  however.  He  will  stay  on 
as  chairman  past  his  planned  Dec.  1  re- 
tirement date. 

Translation  and  all,  Richards  says, 
those  discussions  are  much  more  pleas- 
ant now  than  when  Budd  was  getting 
pneumonia  each  time  the  U.S.  car  indus- 
try caught  a  cold- — at  one  point  Ford  was 
55%  of  sales.  "Anyone  with  any  sense 
could  see  the  automobile  business  was 
going  through  one  helluva  change,"  says 
Richards.  "Thank  God  the  Germans 
bought  us  when  they  did."— Allan  Sloan 


Chairman  Gilbert  F  Richards  of  the  Budd  Co. 
The  Germans  like  him,  too. 


The  other  shoe 

Ever  since  Chicago  financiers  Jay  and 
Bob  Pritzker  offered  $688  million  last 
month  for  Trans  Union,  the  number  two 
U.S.  railcar  leasing  company,  James 
Glasser,  chairman  of  the  number  one 


company,  $1  billion  (estimated  1980 
sales)  GATX,  has  been  lying  low.  "Jim's 
still  planning  things,"  pleads  a  company 
spokesman.  "He's  not  ready  to  tell  his 
story  yet." 

Maybe.  Or  maybe  Glasser  is  wonder- 
ing whether  someone  might  apply  to 


5ES,  OCTOBER  27,  1980 


177 


That  curlicue  you  see 
close  up  at  the  left  is  our 
new  Super-Power  FM 
Broadcast  Antenna. 

Four-hundred  percent 
more  powerful  than  old- 
time  antennas,  this  copper-based  innova- 
tion gives  broadcasters  a  lot  more  range, 
precision  and  clarity  for  their  antenna  dol- 
lars. Good  news  in  these  days  of  inflation. 

Helping  broadcasters  get  on  the  air  are 
many  Phelps  Dodge  products.  Including 


building  wire  and  power  cable  for  electric 
power.  Telephone  cable  for  communica- 
tions. Magnet  wire  for  coils,  relays  and 
motors.  And  copper  castings  and  shapes  fo 
electronic  components. 

All  in  all,  each  year,  we  transform  about 
a  billion  pounds  of  copper  into  innovative 
and  useful  products  for  the  broadcasting 
industry  and  others.  That's  because  people 
who  depend  on  copper  depend  on  us. 
Phelps  Dodge — the  time-tested  name  in 
copper. 


Station  KFIM  tower,  with  a  Phelps  Dodge  Super-Power  FM  Broadcast  Antenna  (shown  close  up  below  left),  overlooking  El  Paso,  Texas. 


300  Park  Auenue.  New  York.  New  York  10022 


The  copper  people  from 
Phelps  Dodge 


Chairmen  Osbom  (left)  and  Watkins  of  new  CSX  Corp. 
Porcupine  love.  


Faces 

BehindThe  Figures 


GATX  the  reasoning  that  prompted  the 
Pntzkers  to  offer  $55  a  share  for  TU — 
about  twice  book  value  and  nearly  $20 
more  than  the  stock  was  trading  for. 

In  1979  Trans  Union  had  $270  million 
in  deferred  federal  taxes  and  investment 
tax  credits — $22.7  million  more  than  it 
could  soak  up  in  income.  It  will  also 
finish  the  year  with  nearly  $70  million  in 
depreciation,  a  figure  that  will  jump  dra- 
matically if  Congress  requires  railcar  les- 
sors to  write  down  their  fleets  in  5  years 
instead  of  12. 

Now  look  at  GATX'  numbers:  $390 
million  in  deferred  items,  $36.4  million 
in  leftover  ITCs,  $69.6  million  in  depre- 
ciation and  an  estimated  $38  million  in 


James  Glasser  of  GATX 


A  sheltered  life. 

excess  cash  flow.  Thus,  if  the  Pritzkers' 
bid  for  Trans  Union  is  any  indication  of 
what  the  outside  world  thinks  leasing 
companies  are  worth,  GATX,  recently 
trading  at  39 %,  or  around  book,  could  be 
worth  as  much  as  $80  a  share  to  a  would- 
be  acquisitor.  No  wonder  Jim  Glasser  is 
lying  low. — Thomas Jaffe 


Slowly— but  not  too  slowly 

The  long-anticipated  marriage  of  the 
$1.9  billion  Chessie  System  and  $2.2  bil- 
lion Seaboard  Coast  Line  will  be  the  first 
of  the  great  railroad  megamergers  of  the 
1980s.  But  it  will  be  consummated  Nov. 
1,  says  Chessie  Chairman  Hays  T.  Wat- 
kins,  "like  two  porcupines  making  love. 
Very  slowly.  Very  carefully." 

Anxious  to  avoid  the  internal  warring 
that  helped  blight  the  Perm  Central  a 
decade  ago,  Watkins  and  Seaboard's 
Prime  F.  Osborn  are  allowing  each  line  to 
retain  its  identity.  The  two  CEOs  will 


jointly  head  up  the  new  parent,  CSX 
Corp.,  in  Richmond,  Va.,  leaving  oper- 
ations to  management  at  existing  head- 
quarters— Chessie's  in  Cleveland  and 
Seaboard's  in  Jacksonville,  Fla.  Oper- 
ations will  be  meshed,  in  ways  Watkins 
and  Osborn  expect  will  increase  annual 
total  operating  income  by  at  least  $90 
million,  or  16%  per  year,  by  1983. 

But  "very  slowly"  can't  be  too  slowly. 
Behind  them  Watkins  and  Osborn  soon 


may  hear  the  rumble  of  other  giants 
Burlington  Northern  and  St.  Loui: 
Francisco  Railway  merger,  ahead- 
proved  by  the  Interstate  Comn 
Commission  but  held  up  in  the  ccj 
then,  probably,  the  Union  Pacific 
Missouri  Pacific  and  the  Norfol) 
Western  and  the  Southern.  The  N 
Southern  would  be  a  direct  competii 
the  East.  So  the  new  CSX  mus 
ready.— Alyssa  A  Lappen 


Salesmen  all 


Detroit  has  tried  just  about  every  mar- 
keting gimmick  in  the  book  in  the  annu- 
al ritual  known  as  the  new  model-year 
introduction,  but  this  year  Ford  Motor 
Co.  Chairman  Philip  Caldwell  came  up 
with  something  new:  He  ordered  his  ex- 
ecutive team  out  into  dealer  showrooms 
to  tout  cars  personally. 

Nonengineers  among  the  56  top  execu- 
tives got  a  crash  course  on  what  goes  on 
under  the  hood;  engineers  received  a  few 
pointers  on  selling.  And  nobody  was 
exempt — in  fact,  retired  Chairman  Henry 
Ford  H  sold  the  first  of  Ford's  new  Europe- 
an Escorts  in  Belgium,  and  Caldwell  him- 
self pushed  the  Escort  and  Ford's  other 
new  subcompact,  the  Mercury  Lynx,  with 
import-loving  Califomians.  Caldwell's 
score  so  far:  five  sales,  the  first,  a  Lynx 
station  wagon,  to  Justin  Dart,  the  73 -year- 
old  chairman  of  the  executive  committee 
of  Dart  &  Kraft,  Inc. 

But  more  than  public  relations  was 
involved.  The  only  thing  Caldwell  has  to 
throw  against  General  Motors'  popular 
X-body  cars  and  Chrysler's  new  K-cars — 
both  larger  than  Escort  and  Lynx — is  the 
Fairmont,  which  is  already  three  years 
old  and  does  not  have  front-wheel  drive. 
So  Ford  is  betting  heavily  that  its  front- 
wheel-drive  subcompacts  will  pull  it  out 


of  the  red  and  stop  its  market-share 
That,  in  turn,  means  its  biggest  coir 
tion  will  be  from  the  Japanese,  a 
major  battleground  will  be  Califc 
where  Caldwell  says  Ford  must  sue 
if  it  is  to  succeed  nationwide.  Say 
"We  got  chased  out  of  town,  bui 
intend  to  come  back."— Kathleen  K  Wi 


Philip  Caldwell  of  Ford 
The  score  is  5. 


180 


FORBES,  OCTOBER  27 


WHAT'S  CONTINENTAL  TELEPHONE 
DOING  WAY  OUT  HERE? 


Continental  Telephone 
Corporation  has  a  mission 
in  space.  Just  as  it  does  in 
Manassas,  Virginia.  And  in 
Ereeport,  Illinois.  And  in 
2,000  other  down-to-earth 
communities. 

American  Satellite 
Company,  our  joint  venture 
partnership  with  Fairchild 
Industries,  makes  high  speed 
voice,  data  and  image  trans- 
mission an  integral  part  of 
our  business.  It  is  an  impor- 
tant part  of  our  becoming  a 
dynamic  force  in  providing 
integrated  telecommunica- 
tions services. 

Another  important  link  is 
Executone,  Inc.,  a  subsidiary 
of  Continental.  Executone 
provides  terminal  equip- 
ment, including  intercom, 
paging  and  PABX  systems 
for  businesses,  hospitals  and 
other  institutions.  And  cable 
TV  is  provided  in  selected 
markets  through  Omni 
Communications . 

Network  Analysis 
Corporation,  another  sub- 
sidiary of  Continental,  ties  it 
all  together.  It  gives  us  the 
advanced  l<now-how  to 
integrate  voice  and  data  net- 
work to  meet  customers' 
needs  in  the  rapidly  chang- 
ing world  of  telecommuni- 
cations. Which  brings  us  full 
circle.  From  Earth  to  the 
heavens  and  back. 

We  have  never  lost  sight 
of  our  primary  goals  as  a 
phone  company  But  we 
hear  the  future  calling. 

E 

Continental  Telephone 
Corporation 


"That  dreadful  job" 

When  David  O.  Maxwell  was  named 
president  of  the  Federal  National  Mort- 
gage Association  (Fannie  Mae)  last 
month,  he  says  a  friend  thought  he  was 
getting  into  the  candy  business.  It's  a 
weak  joke,  but  the  point  is  well  taken. 
Before  he's  through,  Maxwell  may  indeed 
wish  he  had  gone  with  Fanny  Farmer. 

Quiet  and  thoughtful,  the  50-year-old 
Maxwell  was  running  Los  Angeles'  pres- 
tigious Ticor  Mortgage  Insurance  Co. 
when  he  was  tapped  over  dozens  of  other 
candidates  to  become  the  new  president, 
and  eventually  chairman,  of  this  federal- 
ly chartered  pillar  of  the  secondary  mort- 
gage market,  whose  $55  billion  in  mort- 
gage assets  would  make  it  the  nation's 
fifth-largest  corporation — if  you  include 
federally  chartered  corporations. 

Federally  chartered  or  no,  itis  a  corpora- 
tion, which  means  Maxwell's  job  won't 
be  easy.  With  5  of  its  15  directors  appoint- 
ed by  the  President  and  all  its  mortgage- 
buying  activity  under  the  scrutiny  of 
HUD,  Fannie  Mae  also  has  a  publicly 
listed  stock,  and  shareholders  interested 
in  seeing  it  make  money.  Balancing  pri- 
vate interests  against  social  good  as  seen 
through  the  prisms  of  politicians  is  a  job 
for  the  Great  Blackstone,  not  a  mere 
businessman,  however  competent. 


David  O.  Maxwell 
Teaching  Fannie  Mae 


Does  Maxwell  know  what  he's  getting 
into?  "Sure,"  he  says.  "I  wouldn't  be 
going  if  I  didn't  think  that  both  profit 
and  social  goals  can  be  achieved  togeth- 
er." How?  By  making  Fannie  Mae  more 
flexible,  he  says,  by  implementing  new 
programs  and  cutting  through  red  tape 
that  has  prevented  most  S&Ls  from 
heavily  using  it  to  generate  liquidity. 
Second,  Maxwell  wants  to  take  Fannie 
Mae  out  of  the  interest-rate  game  by 
putting  mortgages  to  work  in  the  form  of 
mortgage-backed  securities,  not  merely 


holding  on  to  them. 

Maxwell  has  experience  in  go\ 
ment — as  general  counsel  of  HUD  d 
the  Nixon-Romney  years — and  de 
from  Yale  and  Harvard.  He  will  pro 
need  all  that  expertise  and  more.  L 
spring's   interest-rate   turmoil,  F 
Mae  posted  a  $16.5  million  loss — it 
in  history;  and  as  interest  rates 
again,  so  do  its  difficulties.  A  friend  $ 
"I  don't  know  why  Dave's  giving  upi 
nis  and  the  West  Coast  for  that  dre^ 
job. "— Michael  Kolbenschlag 


Cherchez  la  loot 


Investigators  Steven  Schuti  ( left)  and  Robert  R 
Old  guns,  new  tactics. 


'oval 


In  ten  years  as  private  investigators  in 
the  $50  billion  world  of  white-collar 
crime,  ex-FBI  agent  Robert  F.  Royal,  58, 
and  his  partner,  forensic  chemist  Steven 
R.  Schutt,  53,  have  recovered  more  than 
$100  million  in  stolen  corporate  assets — 
stolen,  usually,  by  employees — but  their 
purpose  is  not  to  send  people  to  jail. 

The  idea,  says  Royal,  is  to  get  the 
money  back,  and  it  is  the  specter  of  going 
to  jail,  and  the  chance  of  evading  it,  that 
persuades  the  guilty  party  to  make  resti- 
tution. Once  the  case  has  been  broken, 
says  he,  "we  tell  the  suspect  we're  not 
interested  in  his  guilt.  We're  out  to  re- 
solve some  things  together  and  make 
him  feel  much  better."  For  similar  rea- 
sons, Royal  and  Schutt  never  use  strong- 
arm  tactics  or  hypnosis  in  investiga- 
tions, and  although  they  are  licensed  to 
carry  guns,  the  only  guns  in  evidence  are 
from  the  collection  of  antique  firearms 
in  their  New  York  offices.  Instead,  they 
rely  on  exhaustive  personal  interviews, 
painstaking  research  and  the  ever-pres- 
ent lie  detector. 

Schutt  is  a  former  chief  investigator  of 


Dreyfus  Corp.  He  and  Royal  workeo 
gether  for  almost  ten  years  before  f(j 
ing  Royal-Schutt  International,  Inc. 
firm  employs  50  people  and  retains 
cialists  worldwide,  many  of  them 
computer  sciences,  one  of  the  fasj 
growing  areas  of  white-collar  crime 
addition  to  tracking  down  perpetrai 
Royal  and  Schutt  structure  an  "asset 
tection  program"  for  victimized  con 
nies  to  keep  the  same  thing  from  1 
pening  again.  "Many  of  these  probl 
could  be  avoided  with  proper  persoi 
screening  and  monitoring,"  says  Rc 
For  example,  he  says,  computer  op! 
tors  and  programmers,  by  the  natur 
their  expertise,  should  always  be  cori 
ered  high-risk.— Jonathan  Greenberg 


Think  Japan 

Remember  when  "Made  in  Japan"  w 
synonym  for  shoddy?  That  was  a  1 
time  ago.  Now  "Made  in  U.S.A."  gets 
bum  rap:  Jay  Leek,  president  of 
American  Society  for  Quality  Cont 
says  three-fourths  of  Americans  bel 
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Getting  this  roughneck's  583-foot 
drillsrvp  financially  under  way 
could  have  been  a  nciugh  job. 


For  the  /viarine 
it  was  smooth  sailin 


«  For  some  banks,  financing  a  45-man  drill sh i p  with 
!0,000-foot  drill  pipe  racking  system  could  be  too 
jch  to  handle.  Not  for  Marine  Midland.  We  syndi- 
*ted  the  $20  million  term  loan  our  client  needed 
start  drilling  off  the  coast  of  South  America. 

What's  more,  we  also  provided  a  multi-currency 
;e  of  credit  for  short-term  working  capital. 


We  put  our  international  expertise  to  work  for 
them.  The  knowledge  we've  gathered  through  our  net- 
work of  bankers  doing  business  in  the  world's  major 
money  centers  gave  them  exactly  what  they  needed. 
Tailored  to  their  specific  cash  flow  requirements. 

The  job  was  rough,  but  when  they  told  it  to  the 
Marine,  we  came  sailing  through.  Smoothly. 


MARINE  MIDLAND  BANK,  i\i.a. 


New  York  City,  Buffalo,  Miami,  Bogota,  Buenos  Aires,  Caracas,  Frankfurt,  Hong  Kong,  Jakarta,  London,  Madrid,  Manila, 
Mexico  City,  Nassau,  Panama,  Paris,  Rio  de  Janeiro,  Rome,  Sao  Paulo,  Seoul,  Singapore,  Sydney,  Tokyo,  Toronto. 


Searching  for  satellites . 


The  Universe. 

Still  the  most 
fascinating  and  least 
explored  mystery  we 
know.  A  company  called 
TRW  is  going  to  help 
put  a  few  more  pieces 
of  this  interg  a  lactic 
puzzle  in  place  with  a 
new  deep  space 
surveillance  system  for 
the  Air  Force. 


K 


eeping  An  Eye 
On  The  Traffic 
In  Space. 


This  new  systems  first  job 
is  to  keep  track  of  20  years 
of  hardware  in  deep  space 
and  traffic  still  to  come. 
Using  video  cameras  and  15 
computer-controlled 
telescopes  around  the 
world,  the  system  will  be 
able  to  find  and  track  an 
object  no  bigger  than  a 
soccer  ball  — 22,000  miles 
out. 

Every  night,  TV  cameras 
will  record  what  the 
telescopes  see.  Then 

'       J' ' 


computers,  which 
drive  and  control 
the  system,  will  J 
sort  out  the 
stars  from  the 
satellites.  The 
satellite  images 
go  into  a  readout 
system,  giving 
operators  at 
computer  display  terminals 
a  clear  picture  of  space 
traffic. 


A 


Starbucket 
For  Astronomers. 


To  astronomers,  the 
prospect  of  access  to 
recorded  information 
about  millions  of  stars 
is  almost  a 
miracle. 


Until  now,  they  had 
to  do  their  star 
searching  by  digging 
through  mind-boggling 
collections  of 
photographic  plates— 
all  taken  by  different 
people,  under  different 
conditions  and  with 
different  telescopes. 
Now  they  can  dip 
into  this  "starbucket" 
and  get  pictures 


of  the  skies 
taken  from  all 
over  earth  — using  identical 
telescopes  to  see  the  stars, 
identical  TV  cameras  to 
photograph  them,  and 
identical  computers  to  record 
their  intensity  and  position. 

All  of  which  will  help  us  to 
find  out  a  lot  more,  a  lot 
faster,  about  deep  space 
mysteries.  Tomorrow  is 
taking  shape  at 

A  COMPANY  CALLED 

TRW 


[  Faces 

iehindThe  Figures 


Leek  is  no  ivory-tower  theoretician. 
He  spent  most  of  his  career  in  quality 
control  for  firms  like  Northrop's  De- 
fense Systems  and  Martin  Marietta  be- 
fore joining  ASQC  full  time  in  March. 
Taking  his  advice  will  not  be  easy,  he 


concedes.  But  when  there  is  a  clear 
mandate  to  change,  he  says,  "Why  di- 
vert resources  to  fighting  change  in- 
stead of  figuring  out  how  to  build,  say, 
small  cars  better  than  anyone  else  in 
the  world?"—  Gerald  Odening 


Europe  Express 


f  President  Jay  Leek 
le scene. e  is  obsolete. 


Mutos,  steel  and  electronics  compo- 
Ij  made  by  U.S.  manufacturers  are  of 
landard  quality.  If  U.S.  industry  is 
i|  to  beat  that  rap,  says  Leek,  a  tough, 
lar-old  engineer,  it  will  have  to  emu- 
the  Japanese. 

s  not  quality  control  we  need,  it's 
ly  management,"  he  says.  "We've 
[the  hell  out  of  the  American  blue- 
to  worker  for  years,  but  now  poor 
ly  is  not  his  responsibility."  Corn- 
lent  to  making  products  "defect- 
Ind  hassle-free"  has  to  start  at  the 
I  it  did  in  Japan  20  years  ago.  What 
Japanese  realized,  says  Leek,  was 
;l  'the  days  of  planned  obsolescence 
j.emselves  obsolete." 
p  ASQC,  a  nonprofit  trade  associ- 
s  with  36,000  members,  was  found- 
i  1946.  A  year  and  a  half  ago  Leek 

he  society  started  a  school  for  ex- 
i/es,  Quality  College,  in  Winter 
I  Fla.  One  of  its  major  tenets:  tradi- 

[  "quality  control" — inspectors  who 
I  back  inferior  work — is  too  costly 
nefficient.  Leek  believes  in  preven- 

If  management  refuses  to  tolerate 
jiing  but  perfection  in  design  and 
i  iacture,  a  company  could  reduce 

antially  the  usual  15%  to  20%  of 
!  sales  cost  earmarked  for  quality 

ol  and  could  leverage  out  as  much  as 
'in  earnings,  he  says. 


A  price  war  in  traveler's  checks?  David 
McWilliam,  45,  the  new  CEO  of  Euro 
Travellers'  Cheque  International,  thinks 
it's  possible — even  though  American  Ex- 
press, with  50%  of  the  $30  billion  world 
market,  would  seem  to  have  the  muscle 
to  do  things  just  about  any  way  it  wants. 
Even  giant  Citicorp,  which  has  mounted 
an  allout  challenge  in  traveler's  checks, 
has  only  12%  of  the  market  so  far,  as  has 
BankAmerica,  while  Visa  has  10%.  Why 
would  the  European  group  expect  to  do 
well  against  this  opposition? 

As  McWilliam  sees  it,  the  key  is  in 
ETCI's  comprehensive  European  struc- 
ture. It  came  into  being  last  March, 
buying  the  Thomas  Cook  traveler's 
check  operations,  with  6%  of  the  mar- 
ket, from  Britain's  Midland  Bank,  which 
then  joined  ETCI.  Other  members  in- 
clude the  three  big  German  banks, 
Deutsche,  Dresdner  and  Commerzbank; 
France's  Societe'  Ge'nerale,  Belgium's  So- 
cie'te'  Ge'ne'rale  de  Banque,  and  big  bank- 
ing institutions  in  Austria,  Denmark, 
Luxembourg,  the  Netherlands,  Norway, 
Portugal,  Sweden  and  Switzerland.  In  Eu- 
rope, where  there  are  100  different  vari- 
eties of  traveler's  checks,  each  member 


of  the  consortium  will  be  pledged  to  hon- 
or checks  of  all  other  members  at  all 
branches.  So,  while  American  Express 
has  1,000  branches  worldwide,  McWil- 
liam says,  "We  will  have  tens  of  thou- 
sands. American  Express  offers  7  curren- 
cies; we  will  offer  11."  That,  he  says,  will 
be  attractive  to  agents,  who  sell  most  of 
American  Express'  checks,  because 
"wildly  fluctuating  currency  values  have 
made  it  safer  to  take  the  currency  of  the 
country  of  destination  when  traveling." 
As  for  the  most  widely  used  and  impor- 
tant currency  of  all — the  dollar — Mid- 
land's takeover  of  Crocker  National 
Bank,  14th  largest  in  the  U.S.,  gives 
ETCI  371  outlets  in  California,  and 
McWilliam  obviously  is  looking  at  the 
probability  of  other  takeovers  in  the  U.S. 

What  about  American  Express'  inter- 
national charge  card?  Says  McWilliam: 
"We're  looking  at  every  form  of  pay- 
ment system,  of  which  the  traveler's 
check  is  only  one."  Charge  cards  could 
be  another:  Many  of  ETCI's  members 
are  in  a  separate  Eurocard  credit  card 
consortium.  In  fact,  it  was  within  Euro- 
card  that  the  idea  for  ETCI  was  born  in 
1978. —  Maurice  Barnfather 


David  McWilliam  of  ETCI 

A  challenge  for  the  giants. 
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THE  1980  FORBES 
INDUSTRIAL  DEVELOPMENT 
ADVERTISING  SECTION 


The  advertisers  in  this  special  section  are  offering  valuable  industrial  site  and  area  development  I iterat&J 
free  and  without  obligation  to  those  FORBES  readers  who  are  involved  with  new  off  ice  or  plant  site  select 

for  their  companies. 

Determining  the  best  available  new  site  for  industrial  expansion  or  relocation  of  facilities  requires! 
thorough  analysis  and  careful  comparison  of  a  considerable  number  of  important  factors.  The  purpose 
this  FORBES  section  is  to  make  it  easier  for  you  to  obtain  such  information.  The  advertisers  appearing 
these  pages  are  eager  to  send  you  literature  to  assist  in  your  investigations.  Their  brochures  and  ottj 
information  will  provide  you  with  much  important  data. 

To  order  any  of  the  literature  offered,  refer  to  the  postage-paid  card  at  the  end  of  the  section.  Simply  cin 
the  numbers  listed  which  correspond  to  the  advertisers  who  interest  you  and  fill  in  your  name,  tit 
company,  and  address.  Your  request  will  be  processed  by  FORBES  and  forwarded  to  the  appropni 
advertisers.  They  will  mail  their  literature  to  you  directly.  Please  allow  a  reasonable  time  for  processing. 


What  keeps  Arizona  businesses 
in  such  great  shape? 

Arizona's  state  government  has  a  healthy  attitude  to- 
wards bringing  in  more  business.  And  they  back  it  up 
with  one  of  the  fastest  growing  work  forces  in  the 
nation  .  .  .  one  that's  young,  well-educated  and  available. 
There's  also  no  corporate  franchise  tax.  No  tax  on 
inventories.  And  no  unitary  tax.  There  are  plenty  of 
other  reasons  why  Arizona's  business  climate  is  so 
healthy.  And  you'll  find  them  all  in  our  informative  free 
report  entitled,  "Arizona:  An  Economic  Profile,  1981." 
Land,  taxes,  production, 
transportation,  finance,  edu- 
cation, research,  energy, 
and  the  sunniest  lifestyle 
around  are  all  thoroughly 
explored.  Let  us  tell  you 
more  .  .  .  just  call  or  write: 
Arizona  Office  of  Economic 
Planning  and  Development, 
Economic  Development 
Program,  I700  West  Wash- 
ington, Dept.  F1080,  Phoe- 
nix, Arizona  85007.  Phone 
(602)  255-5374. 


ARIZONA: 
AN  ECONOMIC 
PROFILE 


ARIZONA — Metro  Phoenix 

Consider  Metro  Phoenix,  not 
just  because  of  where  it  is,  bi 
where  it's  going! 

The  Metro  Phoenix  lifestyle  described  in  depth  an 
detail.  Examine  its  economy,  its  future,  its  climate 
its  resources.  Learn  why  living  and  working  in 
"Valley  of  the  Sun"  has  many  "fringe  benefits''  for  v< 
bottom  line,  as  well  as  your  people.  This  32  page  coj 
magazine  presents  a  convincing  case  for  relocating 
the  Metro  Phoenix  area.  .  .  Glendale,  Chandler,  Wick 
burg,  Phoenix,  Scottsdale,  Mesa,  Tempe,  Avondale, 
Goodyear  Litchfield.  Send  for  it  or  call  our  area  devel 
ment  office:  (6021  254-5521. 


Pnoenn 


Chambers  of  Commei 


Get  trie  facts 

Cckxxm  Manager.  Econornc  Development 
Pnoenst  Metro  Chamber  ol  Commerce 
:~  .'.  W:-  jt  ?-e»- 
Bxjerw.  Anzono  85003 
Telephone  (602)  254-5521 
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IZONA    Metro  Phoenix 

hoosing  a  new  corporate 
jome?  Consider  Phoenix. 

In  pluses  arc  impressive:  a  wide  range  of  sites,  reliable 
liter  and  power  supplies,  tax  exemptions  on  manufac- 
Irers'  inventories  and  a  state  Right-to-Work  law,  not 
j  mention  an  unsurpassed  climate  and  Sun  Belt  loca- 
ls that's  just  an  overnight  trip  from  30  million  West 
jiast  prospects.  These  are  just  a  few  of  the  reasons 
I it  companies  like  Greyhound,  American  Express,  Best 
j)  .stern  and  Digital  Equipment  Corporation  are  proud 
i  call  Phoenix  home,  if  they're  not  enough  to  convince 
lu,  send  for  our  free  bro- 

ure,  Economic  Assets  of 

itropolitan    Phoenix  by 

cling    our    number.  It's 

led  with  hard  facts  that 

i  help  make  a  hard  deci- 

>n  easy.  And,  of  course, 

jur  request  will  be  held  in 

i  strictest  confidence. 


Economic  Assets 
of  Metropolitan 
Phoenix 


ARKANSAS 

Arkansas:  The  Great  Location 

What  makes  Arkansas  The  Great  Location  for  over  145 
Fortune  500  companies?  The  reasons  are  many;  you  can 
find  out  by  requesting  The  Arkansas  Department  of 
Economic  Development  brochure  on  plant  location  in 
Arkansas.  The  brochure  features  information  on  Arkan- 
sas' extensive  transportation  network,  motivated  work- 
ers, vast  supplies  of  energy  and  cooperative  state  gov- 
ernment. Circle  our  number  on  the  return  mail  piece  in 
this  section.  You'll  get  our  brochure  detailing  some  of 
the  reasons  Arkansas  has  experienced  greater  per  capita 
manufacturing  employment  growth  since  I960  than  15 
other  sun  belt  states.  Discover  why  so  many  winners 
know  Arkansas  as  The  Great  Location.  Call  or  write 
the  Arkansas  Department  of 
Economic  Development-F, 
One  State  Capitol  Mall,  Lit- 
tle Rock,  Arkansas  72201. 


ARKANSAS 


LIF0RNIA/C0L0RAD0/IDAH0/I0WA/ 

N  S  AS/M I SSOUR  l/MONTANA/NEBRASKA/ 

VADA/OREGON/UTAH/WASHINGTON/WYOMING 

pland  Industrial  Sites 
mailable  Now  In  13  Central 
iid  Western  States. 

uland  has  an  industrial  site  to  meet  your  specifications. 
I;  can  put  your  company  near  required  raw  materials, 

tor  supply  and  growth  markets.  And  we'll  provide 
fecific  site  information  on  environment,  taxes,  labor, 

lergy  and  transportation.  Each  Upland  industrial  site  is 

jved  by  the  dependable  Union  Pacific  Railroad.  Write  in 
\  ifidence  to:  Howard  F. 
f  nsen,    Executive  Vice 

l:sident,  Upland  Indus- 
r  es  Corporation,  Dept. 
1-108,  110  North  14th 
eet,  Suite  1000,  Oma- 
:   NE  68102. 

(tkand  Industries  is  a  wholly-owned 
|  Bidiary  of  Union  Pacific  Corpora- 


CALIFORNIA— San  Diego 

San  Diego:  Check  The  Facts, 
Check  Us  Out. 

The  next  best  thing  to  being  here  is  our  new  informa- 
tion package:  San  Diego.  Zoned  For  Success.  Any  way 
you  look  at  us,  San  Diego  offers  many  crucial  advan- 
tages for  relocation  and  expansion,  including  labor  avail- 
ability and  quality,  land/building  availability,  govern- 
ment encouragement,  excellent  transportation  facilities, 
and  an  improving  tax  climate.  San  Diego  is  one  of  the 
few  major  cities  in  the  U.S.  which  is  still  growing  and 
offers  a  continued  high  quality  of  life.  Major  recent 
expansions  include  corporate  headquarters  for  The  Sig- 
nal Companies  and  Aerojet  General  and  manufacturing 
facilities  for  TRW,  Fujitsu,  Oak  Industries,  Sanyo  and 
more.  Write:  San  Diego  Economic  Development  Corpo- 
ration, 1200  Third  Avenue,  San  Diego,  CA  92101.  Call: 
(714)  234-8484.  Or  circle 
our  reader  service  num- 
ber. Your  request  will 
be  treated  in  confi- 
dence. 

SUCCESS 
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CANADA 

Send  For  Canada. 

The  best  place  for  your  next  plant  may  be  Canada,  the 
country  that  led  the  industrialized  nations  in  return  on 
corporate  capital  the  first  half  of  this  decade.  This 
province-by-province  look  at  your  next  door  neighbor 
illustrates  the  economic  diversity  and  attractions  of  a 
land  of  energy  and  boundless  opportunity.  Prepared  by 
Canadian  National  Railways,  the  only  transportation 
system  reaching  all  10  Canadian  provinces  and  the 
Northwest  Territories.  Fact-filled  brochure  explores  the 
advantages  of  locating  in  Canada,  as  well  as  its  social 
and  political  structures.  Offers  specific,  confidential 
plant  site  advice  and  direction  from  CN  Rail's  industrial 
development  arm. 


CONNECTICUT 


Connecticut  Makes  It  Happen 


Connecticut  is  more  than  just  the  good  life  and  hon 
to  38  of  the  nation's  largest  industrial  corporations.  V  p  : 
are  a  heavily  industrialized  and  a  manufacturing  sta 
with  top-notch  metalworking  and  electronics  peo 
and  high  technology  suppliers.  Just  as  important,  Col 
necticut  offers  services  and  financial  incentives  to 
a  business  investment  an  economical  one.  The  ba 
ingredients  are  good  buildings,  developed  sites,  rio 
markets,  great  transportation,  and  fabulous  lifestyll 
The  extras  are  state-funded  job  training,  property  aj 
corporate  tax  abatements,  low-cost  comprehensive  ii 
dustrial  financing,  job  creation  grants,  and  no  stai 
income  tax.  Details  on  how  your  business  can  take  pa 
in  the  new  Connecticut  investment  incentive  packaj 
can  be  obtained  by  contacting  Commissioner  Ed  Stoc 
ton,  Department  of  Economic  Development,  210  Was! 
ington  St.,  Hartford,  CT  06106.  Or  call  203/566-3748. 
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FLORIDA 

People  like  to 
work  where  they  like 
to  live. 

Floridians'  productivity  level  helps  prove  that  living  well 
is  an  important  work  incentive.  Our  wage  earners  enjoy 
both  a  high  quality  of  life  and  low  taxes  (12th  lowest 
per  capita  state  taxes  in  the  country,  no  personal  in- 
come tax).  Your  business  would  profit  from  advantages 
like  that,  as  well  as  our  business-oriented  government, 
$13  billion  worth  of  international  trade,  excellent  trans- 
portation facilities  and  sophisticated  financial  resources. 
Find  out  more  about  the  state  which  leads  the  South- 
east in  both  manufacturing  plants  and  retail  sales  and 
gained  199,100  new  jobs  in  1979.  Write  to:  Steve  Albee, 
Director;  Florida  Department  of  Commerce;  Division  of 
Economic  Development;  Suite  S-34,  Collins  Building; 
Tallahassee,  Florida  32301.  Phone  904-488-5507. 


FLORIDA 

People  like  to  work  where  they  like  to  live. 


NEBRASKA 


Nebraska  ...  It  Works! 

Nebraska  has  all  of  the  industrial  development  ingrec 
ents  to  ease  your  plant  location  headaches.  Ext: 
strength  labor.  Fast-acting  site  location  services.  Nati 
rally-fortified  business  environment.  It's  just  what  tl) 
Board  of  Directors  ordered  for  healthy  plant  perfo 
mance.  Let  us  show  how  Nebraska  can  work  for  yoi 
Circle  our  Reader  Service  Number  or  contact  us  direc 
Dolores  Wilson,  C.I.D.,  Department  of  Economic  Deve 
opment,  P.O.  Box  94762,  Lincoln,  Nebraska,  68509,  « 
call  (402)  471-3111. 
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:BRASKA— Omaha 

he  Case  for  Omaha 

aerating  costs  are  lower  here.  A  few  of  the  reasons:  an 
panding  market,  excellent  multi-dimensional  transpor- 
:ion  network,  available  land  and  very  favorable  utility 
Id  communications  costs.  In  addition,  Omaha  offers 
dustnal  revenue  bond  financing  and  a  100%  property 
(  exemption  on  business  inventories.  Omaha  is  also 
e  of  the  few  cities  named  a  "foreign  trade  zone."  Here 
eign  and  domestic  goods  may  be  stored  indefinitely;  no 
ty,  no  bond,  no  quota  restrictions  in  the  zone.  At  the 
ne  time,  Omaha  worker  productivity  is  high — growing 
nearly  three  times  the  national  rate.  Shouldn't  you  find 
t  more  about  us?  Send  for  the  booklet:  "The  Case  for 
naha."  Write  or  phone  Rod  Moseman  at  (402)  978- 
22.  Omaha  Economic  Development  Council,  Suite 
00,  Dept.  A-82,  1620  Dodge  St.,  Omaha,  Nebraska 
102. 
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NEBRASKA— Omaha/Southeastern  Nebraska 

How  much  would  your  company 
save  a  year  using  OPPD's 
low-cost  electricity? 

Tell  Omaha  Public  Power  District  your  kilowatt-hour 
usage  and  kilowatt  demand  per  month  last  year.  We'll 
figure  what  you  would  pay  for  power  in  Omaha/South- 
eastern Nebraska.  Or  if  you  are  planning  an  additional 
location,  simply  project  the  monthly  power  require- 
ments for  12  months  and  we'll  compute  what  your 
electric  bill  would  be  at  OPPD's  low  rates.  Besides 
electric  rates  among  the  lowest  in  the  U.S.  and  ample 
power  generated  with  coal  and  nuclear  fuel,  this  area 
offers  many  advantages:  A  central  location.  Excellent 
transportation — rail  center,  river  terminal  for  3  barge 
lines,  9  major  airlines,  interstate  crossroads.  Highly  pro- 
ductive labor — low  turnover  and  absenteeism.  Right-to- 
work  state.  An  experienced  professional  development 
team  ready  to  serve  you  in  strict  confidence.  Write  or 
phone  Tom  Gage,  Manager  of  Area  Development,  Oma- 
ha Public  Power  District,  1623  Harney  Street,  Omaha, 
NE  68102.  Phone  (402)  536-4347. 
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W  JERSEY 

)u  And  Your  Business 

re  Better  Off  in  New  Jersey 

E&G  has  put  together  a  free  kit  of  important  material 
t  tells  you  why:  100-page  OFFICE  SPACE  GUIDE  tells 

I  where  the  office  space  is  and  the  cost  per  square  foot 
64-page  FACT  BOOK  details  New  Jersey's  living  as 

II  as  business  advantages  .  .  .  SITE-FINDER'S  GUIDE 
plains  our  free  location  services  to  you.  In  addition, 
E&G  offers  you  its  INDUSTRIAL  PARKS  PORTFOLIO, 
itaining  large,  color  aerial  photographs  of  36  available 
es  together  with  pertinent  information.  For  Information 
,  simply  circle  our  number.  Industrial  Parks  Portfolio  is 
liable  by  special  request  on  your  business  letterhead, 
ite  to:  Bob  Franklin,  PSE&G,  Area 

velopment  Department  10C, 
k    Plaza,    Newark,  NJ 
01. 


NEW  YORK 

Put  our  energy  to  work  for  you 

Expanding  or  relocating  your  business?  Take  a  look  at 
New  York  City  or  Westchester  County.  Our  Area  De- 
velopment team  can  help  you  find  the  space  you  need. 
We  help  you  cut  through  red  tape  to  get  financing  and 
government  approvals  quickly.  We  offer  advice  on  ener- 
gy conservation  and  we  work  with  you  to  meet  any 
unusual  energy  requirements.  We're  a  team  of  energy 
experts  eager  to  help.  Let  us  give  you  a  hand.  Call 
Bob  Stevens  at  (212)  460-2744.  His  Area  Development 
team  is  ready  to  show  you  why  New  York  City  or 
Westchester  County  are  the  places  to  choose  for  your 
business. 


Con 

Edison conserve 


energy 
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NORTH  CAROLINA 

Pick  The  Town  That  Fits  Your 

Business. 

We  can  provide  detailed  community  profiles  on  hundreds 
of  towns  and  cities  in  North  Carolina  that  would  love  to 
have  your  company.  We  offer  10  cities  with  50,000  + 
population.  But  more  than  480  have  20,000  or  less. 
Indicate  the  community  size  that  would  fit  your  'new 
plant.  Our  professionals  will  help  you  pick  one  that  feels 
like  home. 

NORTH  CAROLINA 

North  Carolina  Department  of  Commerce, 
Industrial  Development  Division,  Suite  1706, 
430  N.  Salisbury  Street,  Raleigh,  NC  27611. 
Or  call  (919)  733-4151. 
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OKLAHOMA— Tulsa 

Tulsa — where  business, 
government  and  people  create 
America's  Most  Beautiful 
Partnership. 

Tulsa  offers  many  advantages:  a  central  location,  total 
transportation  network  including  an  ice-free  inland  sea- 
port, fully  developed  industrial  parks,  readily  available 
energy,  favorable  tax  structure,  and  plentiful  industrial 
water.  We  also  have  a  quality  labor  force  with  excellent 
state  technical  training  programs.  Your  employees  can 
enjoy  an  extraordinary  experience  in  livability  .  .  .  world 
famous  art  museums,  civic  ballet,  symphony  orchestra, 
Oklahoma's  only  opera  company,  and  professional  the- 
atre.   The    average  com- 
muting time  is  15-20  min-  «* 
utes,  with  major  lakes  30 
minutes  from  Tulsa.  Two 

national  surveys  rate  Tulsa  *' 
in  the  top  10  percent  in 
"quality  of  life."  Write  for  i^<~=M 
literature  on  Tulsa — 
America's  Most  Beautiful 
Partnership.  John  Degitz, 
Metropolitan  Tulsa  Cham- 
ber of  Commerce,  616  S. 
Boston  Avenue,  Tulsa, 
Oklahoma  74119.  (918) 
585-1201  16 


tnaJ 


PENNSYLVANIA— Philadelphia 


When  It's  Done  By 
Professionals,  It's  Done 
Right." 

The  Philadelphia  Industrial  Development  Corporation  is 
one  of  the  oldest  economic  development  agencies  in  the 
country — and  the  best.  For  over  20  years  we  have  been 
helping  companies  like  yours  with  everything  from  low- 
cost,  long-term  financing  packages  to  the  issuing  of  per- 
mits and  licenses.  We  have  the  broadest  possible  spectrum 
of  programs  to  fit  individual  project  needs,  and  a  remark- 
able range  of  on-staff  expertise  in  law,  real  estate,  market- 
ing, etc.  Perhaps  most  importantly,  our  close  working 
relationship  with  government  agencies  and  local  lending 
institutions  slices  through  red  tape  .  .  .  and  gets  things 
done.  For  more  information,  call  or  write:  Mr.  Walter 
D'Alessio,  Executive  Vice  President,  PIDC,  Suite  1705, 
Dept.  FB- 10-27,  One  East  Penn  Square,  Philadelphia,  PA 
19107  (215)  568-4448 


PENNSYLVANIA— Southeastern  Pennsylvania 

We've  got  good  connections. 

Southeastern  Pennsylvania  is  located  midway  between 
New  York  and  Washington  with  abundant  resources 
and  plenty  of  good  connections.  Our  area  offers  all  you 
need  to  make  a  growing  company  prosper.  Like  good 
transportation  and  communications,  favorable  income 
levels,  ample  labor  supply,  choice  plant  and  business 
sites.  Our  good  connections  could  be  the  right  connec- 
tions for  you.  Contact:  Mr.  James  O'Brien,  Philadelphia 
Electric  Company,  2301  Market  Street,  Philadelphia,  PA 
19101,  (215)  841-5657. 
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Quonset  Point/Davisville  .  .  . 
the  best-equipped  industrial 
[park  on  the  East  Coast. 

■You  may  choose  from  hundreds  of  acres  of  prime  indus- 
trial land  for  your  new  plant,  offices  or  headquarters. 
gYou'll  have  direct  access  to  Quonset  Point  State  Airport 
Bwith  an  8,000  foot  runway  that  can  handle  even  the 
{(largest  jet  cargo  aircraft.  Or,  ship  from  three  major  piers 
with  more  than  6,800  linear  feet  of  deep  water  dockage 
and  30  foot  channel  to  the  nearby  Atlantic  Ocean.  With 
23  miles  of  track  serving  the  entire  park  and  pier  areas, 
'it's  easy  to  route  your  freight  into  the  national  rail 
i'network.  And,  Interstate  Route  95  just   10  minutes 
away  provides  direct  access 
to  the  entire  interstate  net- 
work. For  more  information 
just  call  or  write:  Rhode  Is- 
land   Department    of  Eco- 
nomic     Development,  7 
Jackson     Walkway,  Provi- 
dence, Rhode  Island,  02903. 
Tel.  (401)  277-2601. 


Quonset  Point/Davisville,  Rhode  Island 
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bUU  I  M  LAKULIINA 


South  Carolina 


"300  years  of  commitment  to  profit.  .  .  .  and  people"  re- 
views South  Carolina's  historical  commitment  to  business, 
as  well  as  the  exceptional  incentives  offered  by  the  Palmet- 
to State  to  new  and  expanding  industries.  This  colorful 
brochure  evaluates  South  Carolina's  transportation  system, 
tax  and  employee  training  programs,  industrial  financing 
laws,  construction  costs,  human  resources  and  living  ad- 
vantages. For  immediate  or  additional  information,  contact 
Robert  Leak,  Director,  South  Carolina  State  Development 
Board,  Post  Office  Box  927,  Columbia,  South  Carolina 
29202.  (803)  758-3145,  TWX  (810)  666-2628. 
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TENNESSEE 

Reach  more  markets 
quicker  from  Tennessee. 

Three-fourths  of  the  nation's  major  markets  are  within 
500  miles  of  our  borders.  Deliver  your  products  quickly 
jand  efficiently  via  our  five  interstate  highways  and 
extensive  air,  rail  and  waterway  systems.  Other  Ten- 
nessee profit-making  and  cost-cutting  pluses:  Plenty  of 
industrial  energy;  //Increasing  TVA  nuclear  capability; 
'/Right-to- Work,  with  a  productive  labor  force;  //Conser- 
vative state  government;  //Industrial  training  service; 
'/Excellent  vocational  and  engineering  programs;  //New 
industrial  tax  incentives;  //A  probusiness  operating  cli- 
mate; //No  personal  income 
taxes;  //Industrial  revenue 
bond  financing;  //Fast-track 
environmental  permitting. 
For  more  information,  write 
or  call  John  Murphy,  Box 
111,  Tennessee  Department 
of  Economic  &  Community 
Development,  Andrew  Jack- 
Ison  Building,  Nashville 
'37219.  1-800-251-8594. 


TENNESSEE— Chattanooga 

Greater  Chattanooga:  It  Works 
For  Us^  It  Can  Work  For  You! 

Whether  you're  seeking  a  location  for  a  sales  office; 
distribution  center,  manufacturing  plant  or  other  type  of 
facility — perhaps  one  related  to  the  all-important  field  of 
energy — we  believe  the  Greater  Chattanooga,  Tennes- 
see, area  has  just  what  you're  looking  for.  We're  the 
Greater  Chattanooga  Area  Economic  Development 
Council — -business  people,  like  you — and  we  know  how 
well  Chattanooga  works  for  our  companies.  We're  so 
certain  it  can  work  for  your  company  that  we've  in- 
vested a  million  dollars  in  a  program  to  provide  you 
with  the  facts  about  Chattanooga  and  to  help  you  make 
your  investment  in  our  area  more  profitable.  Part  of 
that  program  is  a  new  package  of  informational  materi- 
als to  introduce  you  to  our  community.  It's  yours  for 
the  asking.  Just  circle  our  number  or  write  or  call  Jack 
Hutchison  or  Ben  Haskew,  Greater  Chattanooga  Area 
Economic  Development  Council,  Civic  Forum,  Dept. 
80F,  1001  Market  Street,  Chattanooga,  Tennessee 
37402.  Phone  (615)  756-2121. 
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It  works  for  us!  It  can  work  for  ysLU! 
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EXAS — Corpus  Christi 


Corporate  Choice: 
Corpus  Christi 


You  will  decide  it's  the  right  choice  for  your  company, 
too,  when  you  consider  Corpus  Christi's  highly  produc- 
tive workers  .  .  .  favorable  labor  laws  .  .  .  lower  operat- 
ing costs  .  .  .  excellent  transportation  facilities  ...  in- 
dustrial revenue  bonds  .  .  .  and  many  other  factors  that 
help  make  your  business  more  profitable.  Latest  incen- 
tive: our  well  planned  Industrial  Technology  Park.  And, 
of  course,  you'll  enjoy  the  great  lifestyle  in  our  year- 
round  vacation  city.  Write  or  call  Brodie  Allen,  Direc- 
tor, Corpus  Christi  Industrial  Commission,  P.O.  Box 
640,  Dept.  F-100,  Corpus  Christi,  Texas  78403/1512) 
883-5571 


Corpu/  Christi 
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WEST  GERMANY — Berlin 

Ich  bin  ein  Berliner. 

If  you've  been  looking  to  expand  in  the  European 
mon  Market,  take  a  lead  from  Henry  Ford:  becor 
business  Berliner.  The  same  incentives  that  insp 
Ford  Motor  Company  to  build  a  76  million  dollar 
tory  in  Berlin  apply  to  you.  No  matter  what  the  m 
your  company.  To  prove  it,  we  offer,  at  no  charge 
the  serious  investor,  a  10-year  P&.L  proiection  by 
thur  Andersen  &.  Co.  Reflected  in  this  study  are 
exceptional  investment  incentives  and  ongoing  bene 
which  add  as  much  as  10%  to  your  bottom  line.  CaJ 
write  for  more  information  today:  Mr.  Wolfe  J.  Fra 
Representative  for  North  America,  Berlin  Economic 
velopment  Corporation,  Suite  7800,  One  World  Ti 
Center,  New  York,  NY  10048.  212-432-8070. 


WISCONSIN 

Wisconsin:  #3  In  New  Jobs  In 
7 79— A  Good  State  To  Be  In. 

Manufacturing  jobs  filled  by  dedicated  workers.  Here 
487  companies  built  new  plants  or  additions  last  year — 
and  for  good  reasons. 

•  Business   taxes  going  down,   going  away,   or  gone. 

•  Lower  Workers'  Compensation  premiums  but  excel- 
lent benefits. 

•  Revenue  bonding  that  works. 

•  Affordable  land  and  construction  costs. 

•  Energy  and  fuel  availability  at  reasonable  rates. 

•  Good  highways  and  rails  to  major  markets. 

Send  for  a  Free  Escape  Kit  with  information  about 
doing  business  in  Wisconsin.  Wisconsin  Department  of 
Development,  Section  A  A,  123  West  Washington  Ave- 
nue, Madison,  Wisconsin  53702.  (608)  266-3222 


Know  Before  You  Go. 

Mayflower  wrote  the  book  on  office  moves.  The 
on  electronic  and  trade  show  moves.  And  the  boo! 
household  moves.  Send  for  your  copies.  They  can 
you  move  your  office,  its  equipment  and  your  pe< 
From  just  about  any  place  in  the  world.  To  just  at 
any  place  in  the  world.  Just  start  with  Mayflower, 
107B,  Dept.  F,  Indianapolis,  IN  46206. 

Mayflower 

Our  name  means  moving. 


Know  before  you 


ESCAPE  TO 
WISCONSIN 
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Photography  by  Walter  looss,  Jr  tor  Sports  Illustrated 


The  man  who  closed  the  Open. 


Some  moments  never  end. 

Jack  Nicklaus'  triumph  in  the 
1980  U.S.  Open  at  Baltusrol  was  one 
of  them. 

It  marked  his  fourth  Open  title 
land  eighteenth  major  championship. 

It  also  closed  the  door  on  the 
question,  who's  the  greatest  golfer 
(ever. 

And  put  Jack  right  where  he 
belongs:  among  the  greatest  per- 
formers in  all  of  sports  history. 

Sports  Illustrated  was  right  there 


with  him.  Not  merely  to  cover  him. 
But  to  capture  his  intensity  and 
magic. 

We  did  it  in  words  and  fast-close 
color  photography  created  by  a 
staff  as  dedicated  to  their  work  as 
Nicklaus  is  to  his. 

And  we  do  this,  each  week, 
superbly  enough  to  attract  16  mil- 
lion avid  readers.  Yonng,  intelligent 
readers.  Readers  with  money  to 
spend. 

This  national  audience  is  Sports 


Ulitstrated's  basic  advertising  buy. 
And  when  you  have  special  market- 
ing problems,  we  also  offer  a  range 
of  special  geographic  and  demo- 
graphic editions. 

Sports  Ulitstrated's  news:  It's 
some  of  the  biggest  news  in  the 
world  each  week. 

Be  a  part  of  it. 

Sports  Illustrated 

America's  Sports  Newsweekly. 


NONE  OF  HIS  INVENTIONS 
HAD  THE  DOLLAR  IMPACT  OF 
FINANCIAL  FUTURES. 


Invented  5  years  ago  by  the 
Chicago  Board  of  Trade. 

First  GNMAs.  Then  2  years  later  Treasury 
Bond  Futures*  So  far  over  11,000,000 
Financial  Futures  contracts  have  been 
"ao'oo  J'  oreoeoer  *ec  o'o/rr  Here  s  //hy 
For  the  first  time,  a  financial  institution 
could  protect  against  an  unfavorable 

'  'O'OV  '-V0  "  0/0  'r  0  '.arre  //ay  those 
'  '■■//     ,  1  /f;  00  j  0  OrO'eOt  against  5)r 

unfavorable  commodity  price  move 

A '  o  for  the  knowledgeable  speculator 

//  U   /0-r  1  jre  oap  tal   /a-/  r  0// Opportunities 
//ere  ooo-r  erJ  If  r  terest  rates  mo/ed  his 
way,  just  a  small  shift  could  mean  large 


profits.  And  if  he  was  wrong,  our  high 
volume  erf  trading  (liquidity)  helped  him  get 
out  quickly.  To  cut  losses. 

Those  two  reasons,  combined  with 
the  experience  and  reputation  of  the 
world  s  leading  and  largest  Financial 
Futures  exchange,  explain  the  success 
of  our  new  contracts  Perhaps  you  should 
learn  more. 

'Futures  Contracts  in  US  Govern- 
ment debt  are  not  obligations  of  the  US 
Treasury  Department. 

Ask  your  broker.  Or  call  800-621-4641. 

For  our  information  package 


§i  Chicago  Board  of  Trade 


The  Economy 


40NEY&  INVESTMENTS 


The  recession 
resumes 


Food  prices  will 
flatten  out 


Businessmen 
will  have  to 
absorb  cost 
increases 


Oil  demand 
will  remain 
sluggish 


Don't  let  the  inflation-mongers  panic  you.  Look  beyond  the  current 
headlines  about  war  in  the  Middle  East,  drought-driven  food  prices  and  big 
pay  boosts.  By  year-end,  inflation  will  be  heading  down  from  its  present 
annual  rate  of  10%.  So  don't  fall  into  the  trap  of  thinking  cost  is  no  object 
and  that  inflation  will  bail  you  out  of  imprudent  business  decisions  or  bad 
investments. 

Right  now  the  Fed  and  Paul  Volcker  are  carrying  the  inflation  fight 
without  much  help  but  that  will  change,  and  from  an  unexpected  source. 
Chase  Econometrics  says  that  the  present  cycle  of  rising  farm  prices,  caused 
by  last  summer's  dry  weather,  has  about  run  its  course.  Chase  looks  for 
wheat  and  soybeans  to  hold  flat  or  even  decline  over  the  next  two  years. 
(Beef  prices  will  keep  rising  because  beef  has  a  five-year  cycle,  which  has  a 
long  way  to  go.)  The  softening  of  farm  prices  won't  be  immediately  reflected 
in  food  prices,  but  should  be  by  the  first  of  the  year.  Farmers  are  so 
fascinated  by  currently  high  prices,  they  are  bound  to  overproduce  in  1981. 
As  things  look  now,  prices  will  be  flat  in  1981  and  possibly  declining  a  bit 
here  and  there.  That  should  have  a  calming  effect  on  wage  demands. 

Elsewhere  on  the  inflation  front,  the  Fed  intends  to  keep  the  pressure  on. 
Fed  Board  member  Henry  Wallich  says  Fed  policy  is  aimed  at  keeping  slack 
in  the  economy.  Businessmen  will  be  burned.  They  won't  be  able  to  pass  on 
cost  increases.  Workers  will  work  fewer  hours,  others  will  be  laid  off.  But 
you  will  be  hearing  less  about  prospects  for  runaway  inflation. 

Inflation  as  the  main  worry  will  give  way  to  concern  over  shrinking 
profit  margins  and  sluggish  sales.  By  Christmas  people  will  see  that  the  late 
summer  pickup  was  only  a  brief  spurt  that  soon  exhausted  itself.  Any  hope 
that  consumer  spending  would  spark  a  fast  recovery  was  dashed  when  the 
August  figures  for  consumer  borrowing  showed  only  an  infinitesimal  rise.  In 
spite  of  an  overall  gain  of  200,000  jobs  in  September,  the  employment 
picture  was  mixed.  While  teenage  and  female  unemployment  declined  in 
September,  white  male  unemployment  went  up.  Meanwhile,  the  improve- 
ment in  home-building  has  already  been  nipped  in  the  bud  by  the  return  of 
mortgage  rates  to  14%  and  higher. 

As  it  becomes  clear  that  this  recession  is  not  going  to  be  painless,  the  Fed 
will  be  under  heavy  pressure  to  relent  but — Carter's  attacks  notwithstand- 
ing— the  politicians  will  think  twice  about  tampering  with  the  economy's 
first  line  of  defense  against  inflation.  Worries  about  the  effect  of  higher 
military  spending  are  overrated:  It  will  be  1982  before  such  spending 
translates  into  actual  outlays. 

What  about  interest  rates?  They  will  peak  well  before  Christmas  as  Fed 
policy  slows  the  economy  and  reduces  the  still-high  demand  for  credit. 

Energy  is  the  big  question  mark.  Anything  could  happen  in  the  Middle 
East.  Assuming  the  Iraq-Iran  war  doesn't  spread,  however,  there  is  no  reason 
to  look  for  a  big  increase  in  oil  prices  over  the  next  12  months.  Straw-in-the- 
wind:  Rotterdam  spot  prices  moved  only  moderately  higher  as  the  war 
dragged  on.  Oil,  the  biggest  factor  in  recent  inflation,  should  be  relatively 
neutral  for  a  while. 

Here  are  some  hard  numbers,  based  on  Forbes'  reading  of  the  economy: 
inflation  down  from  the  present  10%  to  8&%-to-9%  by  mid-1981.  This 
modest  decline  will  dampen  inflationary  expectations,  and  the  annual 
inflation  rate  by  the  end  of  1981  could  be  down  again  to  7% — close  to  the 
relatively  modest  pace  of  postrecessionary  1976  and  1977  when  it  was 
around  6%.  Conclusion:  The  means  of  ending  inflation  aren't  yet  at  hand, 
but  we  are  less  helpless  to  deal  with  it  than  many  people  think. 
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At  9%  and  up,  tax-exempt  yields  look 
mighty  tempting.  But  be  careful:  The  yields 
may  not  be  as  good  as  they  seem. 

THE  TROUBLE  WITH 
TAX  EXEMPTS 


By  Ben  Weberman 


I  suppose  everyone 
is  blase'  about  high 
interest  rates  after 
seeing  the  prime  hit 
20%  earlier  this 
year.  Nevertheless, 
it  shook  me  a  bit 
when  I  realized  that 
high-grade  tax- 
exempt  bonds  now 
yield  well  over  9%, 


and  if  you  are  willing  to  accept  lower 
quality  you  can  get  better  than  11%. 
That's  tax-free  income,  mind  you. 
You  get  to  keep  all  of  it  (although  you 
may  have  to  pay  state  taxes  if  they  are 
out-of-state  bonds). 

That  being  so,  are  municipal  bonds 
a  good  buy?  I  was  afraid  you  would  ask 
that.  The  answer  must  be:  It  depends. 
But  if  you  think  tax  exempts  are  a 
way  to  have  high  spendable  income 
without  invading  principal,  think 
again.  With  inflation  you  will  be  liv- 
ing on  your  principal.  If  the  bond 
yields  9%  in  a  period  of  10%  inflation, 
and  you  spend  it  all,  your  principal 
will  lose  some  of  its  value  every  year. 
Tax  exempts  aren't  suitable  for  put- 
ting in  a  lockbox  and  forgetting  about. 

What  then  are  they  useful  for?  Lis- 
ten to  Arthur  L.  Schwarz,  who  heads 
Ehrlich-Bober  Advisors,  a  municipal 
bond  portfolio  management  firm. 

"We  do  not  regard  long-term  bonds 
as  a  suitable  permanent  investment, 
but  rather  as  securities  that  should  be 
bought,  if  possible,  when  they  are  par- 
ticularly attractive  in  light  of  the  cur- 
rent economic  climate  and  the  alter- 
natives available  and  sold  when  mar- 
ket or  economic  shifts  dictate." 

It  would  seem  like  heresy  to  old- 
time  money  managers,  but  what 
Schwarz  advocates  is  trading  in  and 
out  of  tax  exempts  to  supplement  the 
interest  yield  with  capital  gains.  In 
this  market  that  is  the  only  way  you 


Ben  Weberi.  \x>  >.  is  economics  editor  of  Forbes 
magazine. 


can  get  spendable  income  and  still 
preserve  your  capital.  Only  if  you 
trade  right,  of  course;  otherwise  you 
would  lose  both  income  and  principal. 
How  is  Schwarz  trading  now?  Basical- 
ly he's  betting  rates  are  high  but  will 
go  higher.  Ehrlich-Bober's  managed 
accounts  are  70%  in  short-term  mu- 
nicipals, only  30%  in  long. 

I  asked  Schwarz  for  sample  portfo- 
lios. One  would  be  for  an  elderly  wid- 
ow with  plenty  of  taxable  income.  The 
other  for  a  40-year-old  businessman. 

The  widow  should  have  lots  of  tax- 
able income  or  it  would  be  foolish  for 
her  to  buy  tax-exempts  in  the  first 
place.  Schwarz  would  have  her  buy 
Pennsylvania  tax-anticipation  notes 
yielding  7.5%  to  one-year  maturity, 
construction  loan  notes  backed  by  FH  A 
or  the  Environmental  Protection  Agen- 
cy paying  7.5%  for  two  years.  That's  for 
liquidity.  To  enhance  return  he  would 
buy  Municipal  Assistance  Corp.  8s  of 
1986  to  yield  8.9%,  New  York  State 
Power  Authority  9.5%  of  2001  to  pay 
9.84%  and  Washington  Public  Power 
Supply  System  1 0  %  s  of  20 1 5  ( the  latter 
a  decidedly  hazardous  undertaking), 
priced  to  yield  1 1 .04% .  Throw  in  the 
high-quality  State  of  Oregon  9 Vis  of 
2006  priced  to  yield  9.6%,  and  a  $1 
million  portfolio  is  established  with  an 
annual  interest  income  of  8.83%  and 
reasonable  liquidity.  "Because  it  is 
managed,  a  portfolio,  even  for  a  widow, 
should  take  risk  to  get  a  higher  return,. ' ' 
he  explains. 

For  the  businessman,  Schwarz  se- 
lects lower  coupon  bonds  that  sell  at  a 
discount.  These  for  capital  gains  po- 
tential— along  with  the  risk  of  faster 
price  depreciation  if  interest  rates 
rise.  Instead  of  the  widow's  9.5%  New 
York  State  Powers  priced  at  97,  he 
selects  8s  of  2010  priced  at  83  to  yield 
9.77%.  A  decline  of  rates  would  send 
the  price  far  above  83.  A  block  of 
6%%  New  York  State  Mortgage 
Agency  bonds  priced  at  77V2  carries  a 
yield  of  9.13%  to  maturity  in  2007. 

If  you  want  professional  advice  of 
the  kind  Ehrlich-Bober  offers,  be  pre- 


pared to  pay  for  it.  The  firm  charge] 
annually  one-half  of  1  %  of  the  amour] 
under  supervision,  but  the  minimul 
fee  is  $2,500.  The  firm  follows  syndl 
cate  sales  and  if  it  appears  that  tr) 
offering  will  not  be  a  sellout  but  wi| 
terminate  with  free-market  tradin 
falling  to  a  discount,  then  Schwarz  wil 
wait  and  try  to  buy  at  a  lower  price. 

But  you  don't  have  to  be  a  customs 
to  follow  Arthur  Schwarz'  advic« 
Stay  short  term  with  most  of  yoij 
bond  investments  at  this  time.  Taj 
free  yields  of  9%  and  10%  may  b 
tempting,  but  so  long  as  the  yield 
remain  below  the  underlying  inflatia 
rate,  they  aren't  much  of  a  bargain. 

Tax  swap  time 

It's  getting  to  be  that  time  novi 
Since  anyone  sitting  with  bonds  i 
almost  certainly  sitting  with  losse: 
there's  the  chance  to  get  some  tai 
breaks  without  losing  income.  Th| 
can  be  done  through  swapping — sel] 
ing  a  bond  that  you  hold  at  a  loss  am 
replacing  it  with  another  bond.  This 
if  done  shrewdly,  achieves  two  objeq 
tives.  It  gets  your  tax  bill  down  a  bil 
And  it  gives  you  a  chance  to  switcl 
into  something  better.  How  mud 
you  can  save  depends  on  circurfl 
stances;  consult  your  tax  man. 

As  for  switching  into  somethin| 
better,  that's  a  matter  of  opinion.  W1 
discussed  the  matter  of  switches  witl 
Philip  Goldsmith,  municipal  bond  re 
search  partner  at  Prescott,  Ball  &  Tun 
ben.  He  recommends  sale  of  Califoi 
nia.  The  state,  he  says,  "is  sufferin, 
from  voter-mandated  financial  con 
straints  and  from  an  increasingly  largi 
unfunded  pension  liability  of  thi 
Teachers'  Retirement  System."  He  i, 
also  negative  on  Hawaii.  Too  depeni 
dent  on  tourism  and  suffering  from  ; 
high  debt  ratio.  He  is  nervous  abou 
Illinois'  dependence  on  heavy  manu 
facturing  during  a  recession. 

What  does  Goldsmith  like?  Idahc 
Housing  Agency.  Louisiana,  which  i; 
fattening  on  oil  and  gas  revenues 
Here's  a  surprise:  He  likes  Massachu 
setts.  Why?  Because,  he  says,  it  i; 
moving  away  from  cyclical  industrie: 
and  reducing  debt. 

Here's  a  thought  to  leave  you  with 
For  the  nonmillionaire  investor,  man 
aged  bond  mutual  funds  and  tax-free 
unit  investment  trusts  are  much  the 
best  way  to  buy  bonds.  You  get  profes 
sional  judgment  and  diversification.  L 
you  are  sitting  with  losses  in  such  £ 
fund,  the  same  advice  holds  as  above 
Cash  in  the  loss  fund  and  reinvest  the 
proceeds  in  a  fresh  bond  fund  or  unit 
trust.  ■ 
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This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE  September  29,  1980 

600,000  Shares 

Southwest  Airlines  Co. 

Common  Stock 

($1.00  par  value) 


Price  $29  per  share 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the  several  underwriters, 
including  the  undersigned,  only  in  States  in  which  such  underwriters  are  qualified 
to  act  as  dealers  in  securities  and  in  which  the  Prospectus  may  legally  be  distributed. 


The  First  Boston  Corporation 


Bache  Halsey  Stuart  Shields        Blyth  Eastman  Paine  Webber 

Incorporated  Incorporated 


Goldman,  Sachs  &  Co. 


E.  F.  Hutton  &  Company  Inc. 


Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 

Kidder,  Peabody  &  Co. 

Incorporated 


Merrill  Lynch  White  Weld  Capital  Markets  Group 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 


Oppenheimer  &  Co.,  Inc. 


L.  F.  Rothschild,  Unterberg,  Towbin 


Salomon  Brothers 


Shearson  Loeb  Rhoades  Inc. 


Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 


Warburg  Paribas  Becker 

A.  G.  Becker 


Dean  Witter  Reynolds  Inc. 


Rotan  Mosle  Inc. 


Stock  C  comment 


MONEY  &  INVESTMENTS 


One  explanation  for  the  markets  recent 
weakness  is  that  one  of  the  presidential 
candidates  is  bound  to  win  the  election. 

A  BUY  OPPORTUNITY 
IN  THE  MAKING? 


By  Heinz  H.  Biel 

,  -  -    '        The  stock  market, 
il      it  seems,  has  a  new 
'*&    seasonal  phenom- 
JBL   enon:  the  fall  sell-off. 
Vr«M*^i*^H    It  was  pretty  bad  last 
'  year  and  the  yeai  be- 

C^zLf'^L    f°r(-''  Wltri  the  Dow 
Bp         j^k  I  Jones  industrials 
y^j^M       I  dropping  11  2%  and 

LflE^  I  The  fallP  sell-off 
caused  the  term  "October  massacre" 
to  be  coined  and  scared  the  living  day- 
lights out  of  some  investors.  However, 
the  stock  market  recovered,  as  it  usu- 
ally does,  and  all  major  stock  indices, 
except  the  DJI,  reached  new  alltime 
peaks  last  month.  Will  we  see  another 
"massacre"  this  year? 

I  don't  know  why  this  September/ 
November  period  so  often  has  a  sober- 
ing effect  on  the  stock  market.  Of 
course,  there  is  always  a  plethora  of 
reasons  for  stocks  to  go  down,  and 
this  year,  too,  we  would  have  no 
shortage  of  explanations.  To  begin 
with,  there  is  the  Iraq-Iran  conflict.  In 
a  way  one  feels  like  wishing  the 
plague  on  both  their  houses  and  shrug- 
ging it  off,  but  the  long-range  conse- 
quences of  this  war  could  be  darned 
unpleasant — worldwide. 

Economists  tell  us  that  the  reces- 
sion is  just  about  over.  That's  fine. 
But  the  recession  barely  made  a  dent 
in  the  rate  of  inflation,  which  it  was 
supposed  to  cure,  or  at  least  to  amelio- 
rate. And  now  we  have  misgivings 
about  the  rebound  of  our  economy. 
Some  say  it  will  look  like  a  W  rather 
than  a  V  or  even  like  a  square  root 
symbol.  Meanwhile,  money  rates  are 
climbing  again.  The  banks'  prime 
lending  rate  is  back  up  to  14%,  from 
103/4%  only  a  short  while  ago,  and  the 
bond  market,  not  surprisingly,  is  in 
terrible  shape,  with  newly  offered  tri- 
ple-A  Bell  Telephone  bonds  yielding 


Heinz  H  Biel  is  a  vice  president  of  the  NYSE 
firm  of  fanney  Montgomery  Scott 


close  to  13V2%.  Who  needs  stocks 
when  one  can  get  a  return  like  that  on 
an  ultra-safe  bond?  This  is  a  fallacy,  of 
course,  because  you  need  much  more 
than  13V2%  to  overcome  the  effect  of 
taxation-cum-inflation. 

A  further  explanation  for  the  mar- 
ket's weakness  is  that  one  of  the 
presidential  candidates  is  bound  to 
win  the  election.  This,  I  am  sorry  to 
say,  is  a  truly  valid  bear  argument. 

In  an  era  when  money  loses  its  val- 
ue at  a  two-digit  annual  clip,  investors 
are  and  should  be  concerned.  It  is  un- 
derstandable that  they  flock  to  so- 
called  investment  seminars.  The  fee 
for  a  recent  one  was  $445  (tax  deduct- 
ible, to  be  sure),  and  participants  could 
"profit  from  the  wisdom  of  experts," 
ranging  from  Henry  Kissinger,  Bill  Si- 
mon and  Milton  Friedman  to  doom- 
sayers  like  Howard  Ruff  and  Harry 
Browne.  If  this  melange  doesn't  con- 
fuse the  worried  investor,  at  least  he 
also  gets  three  cocktail  receptions, 
autograph  sessions  and  other  goodies 
for  his  money. 

A  recent  full  page  ad  in  the  New 
York  Times  promotes  a  book,  Crisis 
Investing,  by  Douglas  R.  Casey, 
whom  his  publishers  compare  with 
the  late  Bernard  Baruch,  the  old  sage 
of  Wall  Street.  Mr.  Casey,  who  was 
also  a  speaker  at  the  aforementioned 
seminar,  doesn't  mince  words  and 
leaves  no  doubt  about  what  is  going 
to  happen  to  us.  The  stock  market  is 
going  to  experience  the  biggest  crash 
in  history,  with  the  Dow  Jones  aver- 
age falling  to  at  least  300  in  the  not- 
too-distant  future.  Real  estate  prices 
must  eventually  nosedive  to  a  small 
fraction  of  their  present  levels.  But  to 
cheer  you  up,  he  tells  why  the  true 
price  of  gold  should  be  at  least  $3,300 
an  ounce.  This  book,  believe  it  or 
not,  ranks  number  one  on  the  (non- 
fiction?)  bestseller  list. 

Investors  have  many  good  reasons 
indeed  to  be  seriously  concerned,  but 
there  is  no  basis  for  letting  yourself 
get  scared  to  a  point  where  the  storm 
cellar  seems  the  only  solution.  If  it 


gives  you  greater  peace  of  mind  tl 
own  some  gold,  by  all  means  do  s< 
Put  it  in  a  safe  deposit  box,  here  or  ill 
Switzerland  (or  is  that  too  close  to  tn 
Iron  Curtain?),  or  bury  it  in  your  owj 
backyard. 

Although  sometimes  it  looks  as 
our  world  as  we  know  it  is  coming  tt 
an  end,  we  should  not  let  such  feal 
dominate  our  lives.  The  scaremongei 
try  to  capitalize  on  these  fears.  Don 
let  them. 

As  I  write  this  column  it  is  too  earl 
to  gauge  the  likely  extent  of  the  sel 
off,  which  may  have  begun  las 
month.  The  prevalent  opinion  amon 
market  analysts  is  a  drop  of  10%  q 
the  DJI,  which  would  not  be  too  ban 
but  I  am  suspicious  of  such  unanirr 
ity.  It  could  well  be  worse.  It  coull 
also  prove  to  have  been  another  mine 
dip.  I  doubt  it,  but  I  just  don't  know. 

In  previous  columns  I  suggeste 
that  investors  set  up  a  liquid  reserv 
in  order  to  be  able  to  take  advantag 
of  a  buying  opportunity  such  as  ma 
possibly  be  in  the  making  now.  No 
body  knows  for  sure  how  far  the  d« 
cline,  if  it  comes,  will  go.  No  ange 
will  fly  through  your  broker's  board 
room  announcing  that  this  is  the  boi 
torn.  The  best  way,  perhaps,  to  recofl 
nize  the  bottom  is  when  everythiq 
looks  so  terrible  that  the  last  thinl 
you  want  to  do  is  to  buy  stocks 
That's  the  time  to  have  the  courage  1 
put  the  reserves  to  work. 

It  is  difficult  to  set  up  a  buyini 
program  in  advance  because  sorra 
stocks  may  get  cheaper  than  others, 
suggest,  therefore,  that  you  keep  ai 
eye  on  prices  of  stocks  that  you  woul 
like  to  own  when  they  are  available  a 
somewhat  more  reasonable  level 
than  have  prevailed  recently.  My  pc 
tential  shopping  list,  in  alphabetica 
order,  includes: 

Aetna  Life  &.  Casualty 

Allied  Chemical 

Aluminum  Co.  of  America 

Colgate-Palmolive 

Adolph  Coors 

De  Beers  Consolidated  Mines 
Dun  &.  Bradstreet 
Engelhard  Minerals  &  Chemicals 
Fluor  Corp. 
General  Instruments 
Hospital  Corp.  of  America 
Hughes  Tool 
Marathon  Oil 

National  Medical  Enterprises 

Raytheon 

Revlon,  Inc. 

R.J.  Reynolds  Industries 
Schlumberger,  Ltd. 
Shell  Oil 
Union  Pacific  ■ 
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NOBODY  GIVES  YOU 
OPINION 


if' 


Newsweek's  first  column  of  opinion 
appeared  in  the  issue  of  October  4,  1937, 
signed  by  Raymond  Moley,  a  member 
of  FDR's  famous  "Brain  Trust." 

Since  then,  Newsweek  has  provided  a 
forum  for  31  other  distinguished  columnists. 
And  Newsweek  readers  have  gained 
insight  from  the  views  of  Walter  Lippmann, 
Stewart  Alsop,  Bill  Moyers  and  Zbigniew 
Brzezinski— to  name  only  a  few. 

The  six  regulars  currently  appearing 
include  two  Nobel  laureates— Paul 
Samuelson  and  Milton  Friedman;  two 


Pulitzer  Prize  winners— Meg  Greenfield  and 
George  Will;  Jane  Bryant  Quinn,  who 
authors  the  first  newsweekly  money  manage- 
ment column;  and  award-winning  sports- 
writer  Pete  Axthelm. 

In  addition,  contributors  to  Newsweek's 
guest  column,  "My  Turn,"  range  from 
corporate,  government  and  literary  figures  to 
students  and  homemakers. 

Stimulating  commentary,  clearly  delin- 
eated from  regular  editorial  coverage,  remains 
one  of  the  compelling  distinctions  between 
Newsweek  and  the  other  newsweeklies. 


LIKE  NEWSWEEK 


Stock  Trends 


As  we  mark  time  until  E-Day  1980,  inves- 
tors could  make  good  use  of  this  period  to 
make  some  decisions  about  their  securities. 

BETWEEN  NOW  AND 
NOVEMBER  4 


By  Ann  C.  Brown 


AS  OF  THIS  WRITING, 

the  latest  polls  show 
the  electorate  pretty 
evenly  divided  be- 
tween Mr.  Carter 
and  Mr.  Reagan — 
with  Mr.  Anderson 
still  very  much  a 
white-maned  dark 
horse.  The  candi- 
dates  are  running 


hard,  and  what  amazes  me  is  that 
anyone  would  want  the  job.  In  today's 
highly  irreverent  society,  the  Presi- 
dent is  held  personally  responsible  for 
anything  and  everything  that  goes 
wrong,  gets  credit  for  nothing  that 
goes  right,  works  18-hour  days,  7  days 
a  week  and  gets  paid  less  in  a  year 
than  Marlon  Brando  does  in  a  day. 

The  chief  executive  of  the  U.S. 
(and  his  family)  has  no  privacy  and  is 
a  sitting  duck  for  any  crazy  who 
happens  along.  True,  he  has  a  big 
private  plane  at  his  disposal,  but 
most  of  the  time  it  is  used  to  whisk 
him  to  the  scene  of  the  latest  nation- 
al disaster.  He  has  a  big  chauffeur- 
driven  car  but  no  place  to  go.  And  he 
lives  in  a  big  white  house  surrounded 
by  a  big  picket  fence  to  keep  out  a 
constant  procession  of  noisy  picket- 
ers.  Whoever  wins  next  month  may 
well  turn  out  to  be  the  loser  in  many 
respects.  In  any  event,  he  has  my 
sympathy.  I  wouldn't  take  the  job  as 
a  gracious  gift. 

Meanwhile,  as  we  mark  time  until 
E-Day  1980,  investors  could  make 
good  use  of  this  period  of  political 
indecision  to  make  some  smart  deci- 
sions regarding  their  security  portfo- 
lios. I  use  the  word  "portfolios"  in  the 
loosest  sense,  because  what  most  peo- 
ple have  is  a  hodgepodge  collection  of 
stocks  and  bonds — the  end  result  of 
inheritance,  gifts  and  "hot  tips"  from 


Ann  C.  Brown  is  executive  vice  president  of  the 
New  York  investment  firm  of  Melhado,  Flynn  & 
Associates. 


sundry  sources.  For  the  most  part 
these  securities  bear  little,  if  any,  rela- 
tionship to  one  another  and  no  rela- 
tion whatsoever  to  what  the  individ- 
ual's investment  objectives  are,  or 
should  be. 

As  you  can  well  imagine,  I  receive 
a  great  deal  of  mail  asking  my  opin- 
ion on  this  or  that  stock.  Even  if  I 
know  the  stock  reasonably  well,  I 
cannot  comment  on  the  appropriate- 
ness of  the  item  in  question  because  I 
have  no  idea  of  the  personal  financial 
situation  or  needs  of  the  person  in- 
quiring. What  may  be  entirely  suit- 
able for  a  retired  schoolteacher  living 
on  a  fixed  income  may  be  totally 
unsuitable  for  a  middle-aged  heart 
surgeon  making  over  a  quarter  of  a 
million  dollars  a  year.  On  the  other 
hand,  the  retired  schoolteacher  may 
be  the  beneficiary  of  several  lucrative 
trusts  and  have  no  one  to  care  for  but 
himself  or  herself,  whereas  the  sur- 
geon may  be  putting  four  children 
through  private  school  and  may  be 
the  sole  source  of  support  of  two  sets 
of  elderly  and  unwell  parents. 

To  make  the  most  of  your  invest- 
ments it  is  essential  that  you  first 
understand  what  your  goals  are  and 
what  your  financial  temperament  is. 
This  isn't  as  easy  as  it  sounds  because 
as  you  move  through  life  your  goals 
change,  and  your  temperament 
changes  as  well.  Much  of  the  disen- 
chantment with  the  stock  market  by 
individual  investors  is  directly  attrib- 
utable to  a  failure  to  accurately  assess 
these  two  factors. 

Take  a  look  at  your  own  current 
holdings.  Price  each  security  accurate- 
ly— especially  the  bonds  whose  prices 
are  generally  nowhere  near  their  face 
value,  thanks  to  the  recent  heavy  dose 
of  inflation.  Figure  your  dividend  and/ 
or  interest  yield  on  these  prices.  Cal- 
culate your  capital  gains  and  losses, 
both  long  term  and  short  term.  Then 
ask  yourself  some  hard  questions. 

Would  you  be  wise  to  realize  any 
losses  you  have,  or  do  the  securities  in 
which  you  have  losses  have  as  good  or 
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better  chance  of  appreciating  as  othd 
securities?  (To  answer  this,  I  generall| 
ask  myself,  "If  someone  gave  me  casl 
today,  would  these  be  securities  that 
would  buy?")  If  you  decide  to  reali^ 
some  losses,  do  you  have  any  gains  t 
offset  them  for  tax  purposes?  It  is  at 
visable  to  consult  your  accountant  c 
tax  attorney  in  these  matters  becaus 
the  government  is  continually  chanj 
ing  the  rules  of  the  game. 

Are  you  heavily  concentrated  i| 
any  one  stock  or  in  any  one  industry 
For  the  more  venturesome,  this  is  hi 
quently  an  assumable  risk.  For  mon 
conservative  investors,  it  can  be 
highly  dangerous  situation.  Or  pe: 
haps  you  have  a  lot  of  little  holding 
that  you  know  nothing  about  ani 
would  be  better  off  without. 

Are  the  stocks  you  own  in  comps 
nies  whose  future  seems  bright?  C 
are  there  some  in  industries  that  tecli 
nology  has  left  behind?  Stocks  cannc 
and  should  not  be  "put  away."  Eac 
has  a  life  of  its  own.  Each  is  a 
product  of  the  efforts  of  working  pec 
pie  and  they  are  subject  to  change  a 
people  change  and  as  external  cond; 
tions  change.  Benign  neglect  or  th 
"ostrich"  approach  to  investing  ha 
cost  more  people  more  money  than  a 
occasional  bad  trade. 

How  have  your  securities  fare 
this  year?  With  the  DJI  in  the  90C 
early  on,  then  the  March-April  fall  t 
750  or  so  and  the  subsequent  reco\ 
ery  to  a  three-year  high,  you  ough 
to  be  in  a  position  to  measure  hoi 
your  stocks  and  bonds  performed  i 
good  times  and  bad.  Are  your  stock 
among  those  that  hit  the  new-hig 
list?  If  not,  it  may  pay  you  to  inves 
tigate  the  reason  for  their  laggin 
performance.  Perhaps  a  bit  of  house 
cleaning  may  be  in  order. 

Finally,  do  you  have  any  stock 
that  have  doubled,  tripled  or  zoome 
beyond  your  wildest  dreams?  Aj 
these  stocks  overpriced  considerin 
present  market  conditions?  In  othe 
words,  should  you  sell?  This  is  th) 
most  difficult  question  of  all  to  ail 
swer,  but  there  is  nothing  mor 
heartbreaking  than  to  watch  a  stoci 
that  has  had  a  spectacular  rise  com 
crashing  down  with  you  still  holdin 
on.  Too  many  people  have  "taxaphc 
bia,"  and  in  trying  to  avoid  giving  th 
government  something  frequentl 
end  up  with  nothing.  It  is  not  un 
American  to  take  stock  profits  (prel 
erably  long-term  ones).  In  fact,  con 
sidering  the  size  of  the  federal  budge 
deficit,  Uncle  Sam  and  either  Mi 
Carter,  Mr.  Reagan  or  Mr.  Andersoi 
will  love  you  for  it.  ■ 
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IT  TOOK 

BAD  TIMES 
TO  SHOW  YOU 

HOW  GOOD 
DINERS  CLUB 

REALLY  IS 

In  the  thirty  years  since  we  invented  the  charge  card,  we've  learned  that  economic 
situations  are  temporary.  Members  aren't. 

So  despite  what  everyone  else  was  doing,  we  refused  to  restrict  them  with  any 
pre-set  spending  limits.  Or  burden  them  with  interest  charges.  Our  members  are  all 
responsible  business  people  and  sophisticated  travelers  who  pay  their  bills  each  month. 

And  while  other  cards  couldn't  wait  to  add  charges,  we  continued  to  provide 
exclusive  benefits  at  no  charge: 

Two  cards  while  others  weren't  issuing  any.  Separate  billing  statements  for  each. 
Cardholders'  choice  of  billing  cycles.  No  charge  for  currency  conversion 

That's  what  happens  when  you're  a  charge  card  that's 
been  through  it  all. 

You  don't  have  to  put  your  members  through  anything, 

Can  you  afford  not  to  be  a  member  of  the  club?    MHBI     38 12  3H5b"»  o0i^ 


For  an  application,  call  toll-free  1-800-525-7000.  ,  ■  {^Rajft-^ 

In  Colorado,  call  303-770-7252.  3S  lg   Jl,     '»  «  »C  1*U 


>The  Diners' Club,  Inc..  1980 


*"  U  "C  SSI  atJm.  W 

DINERS  CLUB  INTERNATIONAL 
WE  MEAN  BUSINESS. 


The  Contrarian 


Get  off  your 
rocker.  Don't 
take  old  age 
sitting  down. 


A  Public  Service  ol 

This  Magazine  & 

The  Advertising  Council 

National  Council 
on  the  Aging.  Inc. 


Diamond 

International 


99th  CONSECUTIVE 
YEAR  OF  DIVIDENDS* 

The  Board  of  Directors  of  the  Diamond  Interna- 
tional Corporation  on  Sept.  25,  1980,  declared  a 
quarterly  dividend  of  55c  per  share  on  the  Com- 
mon Stock  and  30c  per  share  on  the  Series  A 
Preferred  Stock,  both  payable  Nov.  1,  1980,  to 
shareholders  of  record  Oct  10,  1980. 


'Common'Stock 


GEORGE  PASCALE 
Vice  President-Secretary 


Forest  Products  •  Packaging  &  Printing  •  Pulp  & 
Paper  •  Consumer  Products  •  Building  Materials 
&  Heme  Supplies  •  Machinery  Systems 
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If  you're  suicidal,  take  a  flyer  in  today's 
new-issue  and  technology  stocks. 

PLAY  IT  SLOW, 
PLAY  IT  LOW 


tea 


By  David  Dreman 


Watching  the  new- 
issue  and  technology 
stocks  rocket — even 
when  the  market  as 
a  whole  falters — 
stirs  alarming  and 
unhappy  memories 
of  the  1960s. 

Remarkable  that 
investors  are  playing 
the  same  technology 
concepts  that  were  popular  back 
then — computer  time-sharing,  mini- 
computers, medical  electronics,  lasers 
et  al.  Scores  of  companies,  some  with 
excellent  but  very  short  records,  others 
with  nothing  but  pure  gab,  trade  at 
multiples  of  20,  30  or  40  times  earn- 
ings. Enthusiasts  -who  have  watched 
the  phenomenal  growth  of  these  com- 
panies (the  largest  of  which  are  only 
between  $100  million  and  $150  mil- 
lion in  annual  sales)  argue  forcefully 
that  they'll  expand  1 0-  or  20-fold  in  the 
next  five  years. 

The  ending  to  this  script  is  always 
the  same.  Rather  than  the  20-fold 
moves  on  the  upside,  investors  have 
almost  invariably  been  decked  by  stag- 
gering losses.  This  has  been  true  with 
every  new-issues  market  since  the 
South  Sea  Bubble  in  England  in  1 720. 
In  that  first  mania  speculators  played 
alchemy  as  eagerly  as  technology  is 
played  today — probably  with  equal  un- 
derstanding of  the  underlying  princi- 
ples. Thus  people  enthusiastically 
bought  shares  of  companies  promising 
to  build  wheels  of  perpetual  motion, 
make  gold  from  lead,  silver  from  sea 
water  or  even  to  bring  up  "hellfire." 

Do  times  ever  change?  Today  one 
advisory  service,  appropriately  called 
New  Issues,  sent  out  a  promotional 
piece  with  this  banner  emblazoned  in 
red  on  the  front  of  its  envelope:  The 

David  Dreman  is  president  of  Dreman  Asso- 
ciates, Investment  Counsel,  New  York,  and 
author  of  Contrarian  Investment  Strategy  and 
Psychology  and  the  Stock  Market. 


closest  thing  to  a  "sure  thing' 
Wall  Street  has  to  offer. 

Some  sure  thing!  An  SEC  study  of 
500  randomly  selected  issues  that 
went  public  in  the  1961-62  boom  re- 
vealed that  12%  had  vanished,  43% 
went  bankrupt,  25%  were  operating  at 
losses  and  only  20%  showed  any  prof- 
itability whatsoever.  Of  the  500,  only 
12  appeared  to  be  highly  promising. 
The  odds  of  a  big  kill  in  new  issues  are 
not  much  different  from  playing  a  sin- 
gle number  in  roulette. 

At  first  flush  it  seems  bewildering 
that  we  would  have  a  third  such  new- 
issue  technology  wave  in  the  space  of 
under  two  decades. 

But  upon  examination  the  pattern  is 
really  not  surprising.  As  I  pointed  out 
in  my  recent  book,  detailed  studies 
repeatedly  show  that  the  future  out- 
look, even  for  companies  with  the 
fastest  growth  and  most  exciting  visi- 
bility, cannot  be  predicted  with  preci- 
sion. It  doesn't  matter  that  the  mini- 
computer industry  seems  to  be  grow- 
ing exponentially  (reflected  in  the  P/E 
of  a  Tandem)  or  that  there  seems  to  be 
an  almost  quantum  leap  in  the  sales  of 
word  processors  (pushing  NBI's  price 
into  the  stratosphere). 

People  forget  that  the  more  success- 
ful a  company  becomes,  the  more  diffi- 
cult the  task  of  maintaining  its  mo- 
mentum. Competition,  management 
problems,  market  saturation,  new 
products  and  unanticipated  events  can 
come  along  and  torpedo  the  projections 
of  companies  believed  to  have  brilliant 
futures.  The  result  is  often  a  bloodbath 
rather  than  a  sure  thing. 

In  51  surveys  I've  compiled  of  favor- 
ite stocks  of  groups  of  professionals 
dating  back  to  the  1920s,  the  ex- 
perts— usually  banking  on  high  P/E, 
high  visibility  stocks— have  u?iderper- 
formed  the  market  80%  of  the  time 
the  following  year. 

What  do  you  do  then?  If  you  are 
already  in  the  new-issue  high-tech- 
nology market  and  have  made  mon- 
ey, my  advice  is  to  scale  back.  Un- 
less you  feel  more  than  a  trifle  suici- 


FORBES,  OCTOBER  27,  198(1  ?[;, 


MONEY  &  INVESTMENTS 


I  if  you're  out,  stay  out!  You  will 
Dbably  miss  part  of  the  play,  but 
e  odds  are  high  that  you  will  give 
all  back  anyway,  along  with  a 
od  chunk  of  your  capital. 
Again,  because  forecasting  is  not 
arly  as  accurate  as  believed,  many 
mpanies  that  are  expected  to  have 
or  prospects  actually  do  well.  Good 
iws,  when  it  occurs,  comes  as  a  sur- 
ise  and  results  in  these  stocks  mov- 
g  up.  This  has  happened  with 
ough  predictability  so  that  low  P/E 
mpanies  have  outperformed  the 
arket  in  all  the  studies  undertaken 
a  period  overlapping  40  years, 
fin  short,  this  strikes  me  as  an  excel- 
lt  time  to  upgrade  your  portfolio  by 
wngrading  the  P/Es. 
[One  group  with  downgraded  multi- 
es  that  I  still  like  is  the  multiline 
d  the  property-and-casualty  msur- 
(s.  The  earnings  predictability  of  an 
:tna  or  Travelers  is  poor.  In  the  last 
cade,  Travelers'  earnings  have  ram- 
ed  all  over  the  lot.  In  1973  they  were 
.93  a  share  declining  to  $2.26  by 
i75  and  booming  to  $9.30  by  1979. 
ill,  over  the  decade,  they  grew  at  an 
rnost  18%  rate.  Moreover,  dividends 
creased  at  a  respectable  12%  rate 
er  the  same  period.  Dividends, 
|bich  were  hiked  20%  this  year,  are 
Kely  to  have  another  substantial  in- 
ease  in  1981.  The  stock  presents  a 
od  value  at  4.5  times  earnings  and  a 
b  yield. 

Ohio  Casualty,  an  exceptionally  well- 
anaged  property-and-casualty  insur- 
,  has  shown  better  than  20%  earn- 
gs  growth  both  in  the  past  five-year 
d  ten-year  periods.  The  stock  trades 
la  P/E  of  6  and  yields  4.8%.  Crum  & 
tster,  the  object  of  takeover  offers 
riier  in  the  year,  has  also  shown 
itter  than  20%  earnings  growth  in 
e  last  decade,  trades  at  6  times  earn- 
gs  and  yields  4.5% . 
The  group  trades  at  an  average  40% 
scount  to  the  market,  although  on  a 
n-year  basis  earnings  of  many  of  the 
iding  companies  have  been  excel- 
Jit — in  many  cases  not  far  off  those 

I  the  high  visibility  companies. 

I I  for  one  will  take  the  slow  track, 
paying  the  long-standing  odds  of  the 
j'.tter  performance  of  low  P/E  stocks. 
Sie  gains  may  not  be  as  quick,  but 
Iio  cares?  Short-term  gains  for  indi- 
Idual  investors — when  they  can  get 
lem — are  fully  taxed.  Long-term 
I  ins  are  taxed  at  a  much  lower  rate. 
|ith  both  the  tax  system  and  market 
Ijstory  on  the  side  of  selected  slow- 
;oving,  out-of-favor,  low  P/E  stocks, 
le  course  for  the  thinking  investor 
Jems  clear.  ■ 


2  things  you  should  know 

about  EVERY  stock  that 
concerns  you: 


TIME  INC. 


Each  of  1700  stocks  monitored  by 
Value  Line  is  the  subject  of  a  new 
full-page  Report  (size  8V2  x  11) 
every  13  weeks.  (A  complete  set  of 
the  latest  Reports  is  yours  as  a 
ibonus  below.) 


TIMELINESS 

/  Relative  Price  Perform- 
V  ance  Next  1  2  Mos. 

SAFETY 

(Scale:  1  Highest  to 

BETA  1.10 


Average 


) 

2 

5  Lowest) 


Above 
Average 


Each  of  these  full-page  Reports 
contains  more  than  1000  items  of 
information  about  the  subject  com- 
pany and  its  stock.  But  before  you 
bother  with  any  other  information, 
there  are  two  things  you  should 
know  about  EVERY  stock  that 
currently  concerns  you: 


1.  How  SAFE  is  this  stock?  Value  Line  ranks  each  of  1700  stocks  from  1  (Highest) 
down  to  5  (Lowest)  for  relative  long  term  investment  Safety.  The  Safety  rank  is  based 
on  the  stock's  price  stability  and  the  company's  financial  strength  (each  of  which  is 
also  ranked  separately).  If  you  require  superior  Safety,  stick  with  stocks  ranked  1  or  2 
in  this  respect. 

2.  How  TIMELY  is  this  stock?  Value  Line  ranks  each  of  1700  stocks  from  1  (Highest) 
down  to  5  (Lowest)  for  Timeliness — reflecting  Value  Line's  objective,  computerized 
assessment  of  its  relative  price  performance  prospects  in  the  next  12  months.  Almost 
every  stock  goes  through  phases  when  it  performs  a  lot  better,  or  worse,  than  the 
overall  market.  Whatever  else  you  may  want  from  your  investments,  if  you  want  per- 
formance, we  suggest  you  stay  with  stocks  currently  ranked  1  or  2— and  not  worse 
than  3  (Average)— for  Timeliness. 

SPECIAL  INVITATION 

Value  Line  is  offering  a  special  Introductory  10-week  trial  subscription  to  the 
Value  Line  Investment  Survey  for  only  $33 — about  half  the  regular  price— providing 
you  or  any  member  of  your  family  has  not  had  a  subscription  in  the  past  two  years.  As 
a  double  bonus  at  no  additional  charge,  you  will  receive  the  2000-page  Investors 
Reference  Service  (covering  more  than  1700  stocks)  which  will  be  updated  every 
week— and  the  96-page  booklet,  "Evaluating  Common  Stocks."  Filing  takes  less  than 
a  minute  a  week.  All  this  material  is  so  organized  in  your  binder  that  you  can  quickly 
turn  to  a  continually  updated  report  on  almost  any  leading  stock. 

Send  your  check  or  money  order  along  with  your  name,  address  and  zip  code 
together  with  this  ad  to: 


| The  Value  Line  Investment  Survey 

*  Arnold  Bernhard  &  Co.,  inc.  •  711  Third  Avenue,*  New  York,  N.Y.  10017^ 
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!□  Begin  my  10-week  trial  to  The  Value  Line  Sur- 
rey (limited  once  to  any  household  every  two 
(years)  and  send  me  the  two  bonuses  listed" 
above.  Check  for  $33  is  enclosed.  (Trial  sub- 
scriptions must  be  accompanied  by  payment.) 
ZSPECIAL  EXTRA  BONUS 

■  A  famous-make  pocket-size  IhrrrIh  ^ 
"credit   card/calcula-    WPL"  1  ^---g 

|TOR  SUPER  SLIM  LCD  CAL-     I  SS::S:[  Annpcoo 

"CULATOR  (with  full  memory)    1  ADDREbb 

I given  to  you  when  you  order 
the  Value  Line  Investment  Survey  for  one  year —  - 

■  and  send  payment  now. 

■  □  1  year  for  $330.  My  payment  is  enclosed— 

■  send  me  the  CALCULATOR  as  my  extra  special 

■  bonus.  (There  are  no  restrictions  with  this  an- 

Inual  subscription.) 
□  Enter  my  subscription  now.  Bi 
I  (Does  not  include  the  calculator 


APT.  NO. 


CITY 


STATE 


ZIP 


me  for  $330 


GUARANTEE:  If  dissatisfied  for  any  reason,  I 
may  return  material  within  30  days  for  full  re- 
fund of  the  fee  I  have  paid.  Subscription  tax- 
deductible  and  nonassignable.  Foreign  rates  on 
request.  (NY  residents  add  sales  tax.) 
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Commodities 
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Do  you  want  to  learn  how  to  trade  com- 
modities by  technical  means?  Here  are 
four  books  to  help  you  get  started. 

SEARCHING  FOR 
THE  HOLY  GRAIL 


By  Stanley  W.  Angrist 


Commodity  traders 
can  be  divided  in- 
to two  broad  cate- 
gories —  fundamen- 
talists and  techni- 
cians. Fundamental- 
ists are  primarily 
goal  oriented — they 
are  not  concerned  so 
much  with  the  na- 
ture of  the  current 
price  direction  as  they  are  with  antici- 
pated prices.  They  look  to  statistical 
reports  on  production,  anticipated  de- 
mand, political  happenings,  labor  set- 
tlements, threats  of  strikes  and 
strikes,  the  general  level  of  economic 
activity  and  the  like.  Ultimately,  they 
believe,  these  elements  and  these  ele- 
ments alone  will  determine  the  mar- 
ket-clearing price.  And,  ultimately, 
they  are  correct. 

Technicians,  on  the  other  hand,  see 
it  somewhat  differently.  They  look  at 
only  three  elements — prices,  volume 
of  trading  and  open  interest  (the  num- 
ber of  contracts  remaining  to  be  set- 
tled). Indeed,  most  technicians  con- 
fine their  activities  to  price  action 
alone,  because  they  believe  that  the 
current  price  incorporates  all  that  is 
known  about  any  commodity  at  any 
given  time. 

Pure  technicians  hold  fundamental- 
ists in  utter  contempt,  and  vice  versa. 
In  reality,  most  technicians  do  not 
ignore  fundamental  developments 
and  most  fundamentalists  can  recog- 
nize a  "head-and-shoulders"  pattern 
on  a  chart  when  they  see  it. 

To  compete  with  professional  spec- 
ulators, you  must  anticipate  the  next 
move  quickly  or  be  more  accurate  in 
predicting  prices  from  current  news — 
not  the  news  printed  in  today's  news- 
paper or  seen  on  the  evening  news 
program.  The  events  described  in 

Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensible 
Speculating  in  Commodities. 


those  sources  were,  in  almost  every 
case,  long  ago  in  the  market.  Profes- 
sional speculators  trading  on  the  news 
will  learn  about  strikes,  crop  reports, 
revolutions  and  the  like  within  sec- 
onds from  the  wire  services  machines 
near  the  trading  pits  or  in  their  of- 
fices. Thus  amateurs  will  have  a  diffi- 
cult time  trying  to  beat  the  pros  based 
on  current  fundamental  news.  As  a 
result,  most  amateurs  turn  to  techni- 
cal trading.  This  column  is  for  those 
people  who  wish  to  leam  more  about 
technical  trading.  In  the  past  couple  of 
years,  a  number  of  good  books  have 
come  out  on  technical  trading,  and  I 
would  like  to  call  several  of  them  to 
your  attention. 

For  someone  who  has  had  no  expe- 
rience in  technical  trading  and  would 
like  a  comprehensive  introduction  to 
almost  every  aspect  of  the  subject, 
one  could  not  do  better  than  P.}. 
Kaufman's  Commodity  Trading  Systems 
and  Methods  (John  Wiley  &.  Sons,  Inc.; 
605  Third  Ave.,  New  York,  N.Y. 
10016,  $34.95).  Kaufman  takes  you 
through  the  whole  gamut  of  tech- 
niques from  moving  averages,  which 
seek  to  capitalize  on  long-term  trends 
in  commodity  prices,  to  day  trading 
techniques.  For  those  of  you  who 
have  been  away  from  mathematical 
computation  for  a  few  years,  he  even 
reviews  in  an  introductory  chapter 
some  of  the  basic  concepts  required 
to  trade  technically.  In  brief,  Kauf- 
man's book  stands  as  a  clearly  writ- 
ten encyclopedia  of  technical  trading 
techniques. 

Since  there  are  now  several  hundred 
thousand  microcomputers  in  use  in 
the  U.S.,  you  knew  it  would  not  be 
long  before  somebody  wrote  a  book 
specifically  for  commodity  traders 
who  have  access  to  such  machines. 
E.P.  MacDonough,  an  aeronautical  en- 
gineer turned  commodity  trader,  has 
written  for  machine  owners  Trading 
Commodities  by  Microcomputer  (Trad- 
ing Technology,  406  Foothill  Dr., 
Nashville,  Tenn.  37217,  $72.50).  Mac- 
Donough's  book,  like  Kaufman's,  as- 
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sumes  that  the  readers  know  the  ba 
ideas  in  commodity  trading.  So 
begins  with  a  short  chapter  on  coi 
puter  programming  and  operatio 
that  is  totally  inadequate  unless  y 
understand  programming  before  yj 
read  it.  (He  uses  the  BASIC  languaj 
employed  by  the  Radio  Shack  TRS- 
computer  in  all  of  his  discussions.)  I 
then  presents  a  computer  program 
a  number  of  common  technical  tr4 
ing  methods,  including  exponent] 
moving  averages  and  oscillator  ted 
niques.  If  you  own  a  microcomputj 
and  you  don't  want  to  spend  the  tin 
to  write  your  own  programs,  tt 
book  would  a  worthwhile  investmerj 

In  my  opinion  the  premier  technic 
trader  publishing  his  work  today  is 
Welles  Wilder  Jr.  In  1978  Wilder  in| 
duced  six  entirely  new  commodi 
trading  systems  in  his  book  New  Co: 
cepts  in  Technical  Trading  Sysler 
(Trend  Research  Ltd.,  P.O.  Box  45 
Greensboro,  N.C.  27402,  $65).  Tec 
nicians  who  thought  they  had  se< 
everything  found  out  that  they  h: 
hardly  seen  anything  as  they  re; 
Wilder's  book.  In  addition  to  offerii 
six  new  trading  methods,  Wilder  al 
introduced  a  quantitative  method 
measuring  the  relative  price  strengl 
of  commodities.  This  index  can  1 
used  to  help  pinpoint  when  a  mark 
is  getting  ready  to  turn.  Another  ii 
dex  in  the  book  is  one  designed  t 
help  in  the  selection  of  which  con) 
modities  should  be  traded  based  on 
commodity's  recent  trending  actr 
lty,  its  volatility,  margin  requir* 
ment  and  commission  cost.  Tr  CCC 
book  is  replete  with  worked-out  e: 
amples  and  detailed  worksheets.  Ft 
those  of  you  who  have  seen  all  tr 
conventional  systems,  this  book 
the  place  to  start. 

Wilder,  however,  has  not  rested  o 
his  laurels  since  completing /V'w  Co>\ 
cepts-,  he  has  organized  a  seminar 
which  he  and  several  other  techn 
cians  present  four  advanced  technics 
trading  techniques.  One  of  the  tec! 
niques  outlined  in  the  seminar  is  actu 
ally  a  combination  of  two  of  the  trafl 
ing  systems  presented  in  New  Con 
cepts.  It  is  not  necessary  to  attend  on 
of  Wilder's  seminars  to  learn  thes 
techniques;  a  notebook  and  a  set  cf11!' 
four  tapes  may  be  ordered  from  Tren 
Research  for  $500. 

Readers  might  be  surprised  by  th 
prices  of  these  technical  books.  Mos 
technicians  figure  that  if  they  cai 
master  one  good  idea  that  results  in 
profitable  trade,  almost  any  pric 
would  be  cheap.  And  so,  the  search  fa 
the  holy  grail  never  ends.  ■ 
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20  Questions  for  the 

WORKING  WOMAN  of  the  '80s 


«Mi*t  you  want  to  know: 

1.  How  to  create  a  perfect  job  (ifyou  can't 
find  one)? 

2.  If  your  skills  are  up  to  the  job  you're 
after? 

3.  Why  other  women  succeed? 

4.  How  to  measure  yourself  against  women 
at  the  top? 

5.  How  your  salary  compares  with  that  of 
other  women? 

6.  The  surest  strategies  for  getting  a  raise? 

7.  How  to  plan  for  the  '80  s? 

8.  Whether  you  have  the  potential  for  the 
next  level? 

9.  How  to  gain  power — and  handle  it 
wisely? 

10.  How  to  overcome  your  fear  of  risk? 

>r  the  2 , 000, 000-plus  women  who  read 
ORKLNG  WOMAN  every  month,  these  ques- 
3ns  arc  of  primary  concern.  We  know  because 
"the  hundreds  of  reader  letters  we  receive, 
ur  readers  tell  us  a  lot  about  what  they  antid- 
ote in  the  1980s:  long  periods  of  inflation, 
bcession  and  unemployment;  a  constant  need 
»  make  more  money,  to  spend  it  or  invest  it 
isely;  rougher  competition  for  jobs  of  all 
inds. 

The  working  woman  of  the  '80s,  to  reach  her 
oals,  will  have  to  be  better  informed,  and 
nick  to  adapt  to  an  accelerated  rate  of  change. 

Take  a  moment  to  compare  your  life,  your 
leas,  your  demands,  to  those  of  your  mother  at 
*ic  same  age.  For  today's  busy  woman,  the 
tagazincs  of  the  past  decades  simply  will  not 
p.  \bu  need  the  thoughtful,  lively  treatment  of 
nportant  issues  found  only  in  WORKING 
[OMAN. 

And  now  you  can  have  a  full  year  of 
,T(  )RKCMGW(  MAX  for  only  #9.00,  a  special 
Hn  >ductory  offer  that  saves  you  50%  of  the 
ewsstand  price.  (And  even  that  low  price  nun 
e  tax  deductible  as  a  business  expense.  Ask 
jut  tax  advisor. )  For  the  cost  of  a  mcal-and- 
lovic,  youH  receive  \2  issues  crammed  with 
rlvice  and  information  on  all  tiiose  matters 


11.  How  to  decipher  an  annual  report? 

12.  How  to  recognize,  and  avoid,  job 
burnout? 

13.  How  to  create  that  all-important,  right 
image? 

14.  The  pros  and  cons  of  the  two-paycheck 
lifestyle? 

15.  The  most  solid  investment  plans  for 
women? 

16.  Where  to  find  financing  for  your  own 
business? 

17.  How  to  turn  small  invest  ments  into  big 
money? 

18.  How  to  choose  among  all  those  financial 
plans? 

19.  How  to  make  your  money  outrun 
inflation? 

20.  How  stress-reducing  drugs  can  affect 
your  health  and  your  job? 

that  concern  you — from  career  building  to 
health  and  beauty,  from  financial  planning  to 
fashion  mid  travel. 

Over  two  million  women  are  enjoying  the 
extra  edge  that  comes  with  their  copy  of 
WORKING  WOMAN  every  month.  In  the 
increasingly  competitive  world  of  the  1980's, 
can  you  afford  not  to  share  diat  advantage? 
Ifyou  want  more  out  of  your  life — order 
WORKING  WOMAN  today! 


WORKING  WOMAN 

Box  10130.  Dcs  Moines,  LA  50349 


Please  send  me  one  year 
(12  issues)  of  Working 
Woman  for  only  #9.00. 
(HALF  the  newsstand 
price. ) 

□  Payment  enclosed. 

□  Please  bill  me. 


Name 


Address  Apt. 


City  State  Zip 

I  understand  I  may  cancel  .it  any  time  and  receive  .i  full  refund  on  iill 
unmailed  copies. 

Please  allow  f>-8  weeks  for  shipment  of  vour  first  issue. 

Outside  the  U.S.  &  Canada:  $16  payable  in  advance  mnfa 


Financial  Strategy 


Someone  who  offers  to  cut  you  into  a 
successful  deal  without  risk  and  at  little  or 
no  charge  is  likely  getting  set  to  con  you. 

STILL  NO 
FREE  LUNCH 


By  John  Train 

The  other  day  I 
was  talking  to  a  loan 
JF  A  officer  of  a  promi- 
■HP    ncnt  bank  about  his 

•  ^  \**^m  personal  investment 
A  J^K  situation.  Because,  I 
suppose,  of  his  fa- 
SimimPtK  miliarity  with  fi- 
w&r^^k  nancial  matters  gen- 

■  J^  ^fl  I  era  11  v..  this  man  was 
WLml. — ^^^^  curiously  uninhibi- 
ted about  risking  his  savings  on  in- 
vestment exotica.  He  mentioned  that 
he  had  a  massive  tax-loss  carryfor- 
ward from  his  go-round  with  a  "gun- 
slinger"  back  in  the  Seventies.  Partly 
with  the  thought  of  making  use  of 
that  loss,  he  had  signed  up  with  a 
convertible  hedge  manager  who  used 
sophisticated  computerized  math- 
ematical techniques.  Unfortunately, 
the  convertible  hedge  deal  hadn't 
worked  either.  So  now  his  tax-loss 
carryforward  was  bigger  than  ever. 
The  convertible  hedger  had  been  after 
him  to  try  out  his  new  and  better 
system,  but  the  banker  was  no  longer 
interested.  So  what  should  he  do 
next?  Short-term  trading?  A  flyer  in 
options  or  commodities? 

"Look,"  I  said  to  him  (with  some 
exasperation,  I  must  admit),  "all  these 
things  are  fly-traps.  That's  not  invest- 
ing, any  more  than  it's  banking.  You 
ought  to  understand  that.  Anyway,  if 
you  ever  find  someone  who  really 
does  make  money  in  that  stuff — 
which  I  doubt — and  who  also  will  take 
on  outside  clients — which  I  doubt 
even  more — you  can  be  sure  he'll  be 
savvy  enough  to  charge  you  in  full  for 
his  skill,  which  will  take  away  your 
entire  profit  beyond  what  you've 
earned  by  your  acceptance  of  risk." 

"1  don't  get  that,"  said  the  loan  offi- 
cer. "What  do  you  mean?" 


John  Train  is  president  of  Train,  Smith,  Invest- 
ment Counsel,  New  York,  and  the  author  of 
The  Money  Masters  and  Dance  of  the 
Money  Bees. 
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I  was  surprised  that  the  banker 
hadn't  thought  of  this  point.  And  it's 
important  enough  so  that  I'd  like  to 
share  it  with  my  readers. 

"Suppose  you  ran  a  pawnshop — the 
simplest  kind  of  bank,"  I  said  to  the 
banker.  "And  suppose  that  you  had 
$40,000  of  working  capital  in  the 
business,  which  you  kept  turning  over 
all  the  time,  and  on  which  you  made 
$60,000  a  year,  on  which  you  lived. 
Then  suppose  I  came  along  with 
$10,000,  which  I  asked  you  to  manage 
right  alongside  of  your  $40,000.  That 
is,  you'd  now  have  $50,000.  My 
$10,000  participation  would  earn  me 
20%  of  the  profits,  or  $12,000  a  year. 

"And  suppose  I  offered  you  a  fee  of 
1%  a  year  on  my  capital  to  do  all 
this — about  what  a  mutual  fund  would 
charge.  That  would  be  $100.  So  on  my 
$10,000  I'd  supposedly  get  $11,900  a 
year,  more  or  less,  for  sure.  What 
would  you  say  to  that  proposition? 
Would  you  be  willing  to  give  me  119% 
a  year  on  my  capital? 

"Or  suppose  I  even  offered  you  10% 
of  my  profit,  or  $1,200  a  year,  leaving 
me  with  $10,800.  Would  you  be  inter- 
ested in  assuring  me  even  108%  on 
my  capital?" 

My  banker  acquaintance  rubbed  his 
chin  and  squinted  at  the  ceiling. 
"Well,  1  wouldn't  throw  you  out,  be- 
cause you  might  have  a  checking  ac- 
count here  that  I  didn't  know  about. 
But  of  course  I'd  say  that  either  offer 
was  ridiculous.  And  I'd  certainly 
think  to  myself  that  you  had  to  be 
awfully  naive  about  business — almost 
a  nut.  A  banker's  real  capital — and  I'm 
sure  that's  true  of  a  successful  pawn- 
broker— isn't  just  his  equity  base,  it's 
his  wisdom,  experience  and  skill,  just 
like  a  lawyer  or  a  doctor.  This  is  a 
service  business,  a  people  business.  So 
before  we  had  the  profit  split  I'd  be 
entitled  to  a  huge  salary.  I  wouldn't 
offer  any  110%  or  120%.  I'd  offer 
about  what  I'd  have  to  pay  a  bank  for 
money,  if  in  fact  I  needed  money." 

"Well,  investing's  the  same,"  I  told 
him.  A  competent  man  can  run  a 
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portfolio  that  will  pay  a  good  yield ; 
preserve  capital  in  real  terms  after 
flation,  and  perhaps  something  mi 
for  modest  fees  and  perhaps  comrr 
sions.  That's  passive  investing.  He< 
fund  operators,  most  of  whom  It 
money,  often  take  10%  of  the  profi 
that's  still  passive  investing.  But  lei 
ing  money  as  a  pawnshop  opera 
isn't  passive  investing,  isn't  1: 
buying  a  bond  or  a  stock;  it's  a  bi 
ness.  And  the  manager  of  a  busine 
if  successful,  is  entitled  to  a  he| 
business  return,  not  a  limited  profi 
sional  compensation. 

Similarly,  commodity  speculatio 
option  hedging  and  anything  like  tl 
is  also  a  business — like  running 
pawnshop — and  not  passive  invei 
ing.  Someone  who  offers  to  cut  y 
into  a  successful  business  withe 
risk  and  at  little  or  no  charge  is  v< 
likely  getting  set  to  con  you. 

I've  been  in  the  investment  bu 
ness  for  many  years.  This  I  can  g 
with  confidence:  The  number  of  c(\ 
sistently  successful  practitioners 
such  exotic  methods  is  infinitesimi 
To  give  you  an  idea,  none  of  the  t 
perts  in  my  book  The  Money  Masti 
knew  of  more  thanow  other  succe: 
ful  private  in-and-out  stock  tradi 
And  such  people  rarely  have  outsi 
customers.  In  the  book  I  wrote  up 
successful  commodity  trader,  Stanll 
Kroll.  Before  getting  rid  of  his  ret) 
customers  and  setting  up  on  his  ow 
Kroll  had  spent  14  years  working  as 
commodity  broker  for  a  number 
firms.  He'd  had  over  a  thousand  ci 
tomers  in  that  period.  Not  one 
them  made  money  consistently. 

All  of  these  gambling  games  th 
are  so  popular  now — commodity 
option  programs,  convertible  hedgi; 
deals  and  the  like — are  not  investii 
at  all,  and  exist  to  make  money  for  tl 
promoters,  not  the  speculators. 

Please  consider  that  if  you  evl 
could  hire  a  steadily  successful  gar 
bier  to  work  for  you,  his  reasonab 
fee  would  be  almost  all  your  profit.  H 
doesn't  need  you.  If  he  charges  leg 
it's  probably  because  he  doesn't  mal 
money.  Why  hire  a  loser? 

•If  you  want  to  hire  a  winner  ; 
commodities   trading,   don't  go 
some  fast-talker.  Buy  a  share  in  Enge 
hard  next  time  it  drops:  7  times  ean 
ings,  a  unique  business  situation  and 
long-term  growth  rate  of  over  20%. 
top  trader  gets  well  over  $1  million 
year.  That  I  understand.  And  you'\ 
got  one  of  the  world's  most  astu' 
managements  on  your  side,  with 
huge  investment  stake  of  its  own  rit 
ing  right  alongside  your  money.  ■ 
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(ENGELHARD) 

FINE  SILVER  BARS 


Available  in  \-oz.,  \0-oz.,  \00-oz.,and  \-Kilo  sizes  —  Only  through  independent  dealers 


Now  you  can  buy  quality 
silver  bars  manufactured  by 
Engelhard.  Every  Engelhard  silver 
bar  is  .999+  fine  silver  and  is 
embossed  with  its  individual 
serial  number  and  carries 
the  [Engelhard)  mark. 


You  can  buy  Engelhard's 
fine  silver  bullion  from 
independent  dealers,  but  you 
should  know  the  dealer  from 
whom  you  buy.  Call  Engelhard 
directly  at  (800)  526-7680  (in  New 
Jersey,  (800)  272-1041)  for 


additional  information.  Now  you 
too,  can  own  Engelhard  silver 
bullion. 


ENGELHARD    INDUSTRIES  DIVISION 

ENGELHARD  MINERALS  &  CHEMICALS  CORPORATION 
70    WOOD    AVENUE    SOUTH.    ISELIN.    N.J.  08830 

An  equal  opportunity  employer 
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After  much  bargaining,  the  foreign  cus- 
tomer bought  the  $85  item  for  $125. 

THE  BEST 
GYP  JOINTS 


By  Srully  Blotnick 


Foreign  tourists 
are  coming  to  the 
U.S.  in  record  num- 
bers. The  rising  cost 
of  living  abroad,  plus 
the  decline  in  the 
value  of  the  dollar, 
have  made  Ameri- 
can cities  attractive 
and  relatively  inex- 
pensive to  visit. 
So  much  for  the  good  news. 
The  bad  news  is  that  visitors  to  our 
shores  are  being  ripped  off,  also  in 
record  numbers. 

Every  man  and  woman  in  my  inves- 
tor sample  has  been  to  a  major  U.S. 
city  at  one  time  or  another.  Like  tour- 
ists from  other  lands,  Americans  who 
journey  to  see  the  biggest  U.S.  cities, 
for  better  or  worse,  want  to  see  the 
central  district. 

There,  they  typically  find,  among 
other  things,  addicts,  beggars  and  the- 
aters showing  X-rated  movies.  It's 
colorful,  and  hence  gives  both  domes- 
tic and  foreign  tourists  something  to 
gawk  at,  be  repelled  by  and  discuss  at 
length  later.  As  one  foreign  visitor  put 
it:  "I  was  appalled  at  how  sleazy  the 
place  was,  but  if  I  close  my  eyes,  I  can 
still  see — and  smell — it." 

Walking  around  isn't  the  only  thing 
tourists  do.  They  also  make  pur- 
chases. Not  so  much  at  sex-related 
businesses,  as  you  might  be  thinking, 
but  at  a  kind  of  establishment  that 
seems  almost  unobtrusive  by  com- 
parison: brightly  lit  stores  that  sell 
cameras,  calculators,  board  games, 
binoculars,  watches,  portable  stereos 
and  small  TVs.  What  we  discovered  is 
that  there  are  so  many  of  these  stores 
because  they  are  surprisingly  lucrative 
businesses. 
The  very  existence  of  these  stores  is 

Dr  Srully  Blotnick  is  a  practicing  psy  chologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


something  of  a  puzzle.  Why  would 
anyone  shop  in  such  a  place?  Only  a 
few  blocks  away  there  are  usually  larg- 
er, more  reputable  department  stores 
selling  the  same  products  (as  it  turns 
out,  for  less). 

Some  of  the  store  owners  them- 
selves had  the  answer:  "We're  like  the 
quality  fiction  and  feature  articles  in 
Playboy,"  they  said.  "No  one  can  ac- 
cuse you  of  buying  it  just  for  the  pic- 
tures. You  can  always  say  you  got  the 
magazine  for  the  stories,  or  reviews  or 
whatever." 

Meaning:  People  come  to  these  dis- 
tricts with  risque'  thoughts,  as  well  as 
a  traveler's  curiosity,  in  mind,  and 
then  need  a  safe  place  to  which  they 
can  avert  their  gaze. 

I  wanted  to  find  out  what  reasons 
tourists  give  for  buying  in  such  places. 
Between  May  and  September  1980, 
therefore,  we  stopped  658  patrons 
coming  out  of  such  stores  in  midtown 
Manhattan  with  a  new  purchase. 

Oddly,  the  single  most  commonly 
heard  comment  was,  "I  wanted  a  sou- 
venir of  your  city  [or  country]."  The 
customers  were  aware  that  they  were 
buying  standard  items,  available  ev- 
erywhere. They  didn't  want  to  pur- 
chase little  Statues  of  Liberty.  There 
has  been  an  increase  in  sophistica- 
tion, and  as  a  result  a  shift  in  consum- 
er preferences,  over  the  years:  These 
people  were  buying  something  useful, 
rather  than  merely  decorative. 

I  hadn't  thought  of  these  stores  as 
modern-day  souvenir  peddlers,  be- 
cause they  had  no  posters,  pennants, 
buttons  or  beanies.  (Other  stores,  do- 
ing significantly  less  well,  still  sell 
those.)  Yet  domestic  and  especially 
foreign  tourists  considered  them  ex- 
actly that.  As  one  visitor  from  Mu- 
nich put  it:  "I  can  point  to  my  watch 
and  say,  'I  bought  this  on  my  trip  to 
New  York  City.'  " 

Nevertheless,  there  had  to  be  more 
to  the  story.  Once  a  customer  walks 
through  the  door,  the  real  secret  of  the 
store's  success  is  revealed.  A  salesman 
allows  no  more  than  a  few  minutes  of 


browsing,  if  that,  before  asking,  "C 
I  help?" 

In  a  typical  transaction,  the  c 
tomer   asked   to   see   a  particu 
AM/FM  stereo  radio/cassette  player 
had  seen  in  the  window.  (Before  we 
further,  you  should  know  that  acco 
ing  to  the  distributor,  the  Sanyo  pn 
uct  of  his  choice  cost  the  store 
proximately  $62,  including  shippn 
in  the  quantities  usually  bought 
shops  this  size.  Greater  discounts  i 
available  for  larger  orders.  We  chec! 
a  few  of  the  better-known  disco 
retailers  in  the  area,  and  they  w 
selling  it  for  prices  ranging  from  $j 
to  $85.) 

"It  goes  for  $165,"  the  salesmj 
told  the  customer,  a  40-year-old  Aii 
trian.  "That's  too  high,"  the  AustriJ 
replied.  The  salesman  responded  \i 
mediately:  "I  have  the  lowest  pricj 
around.  Business  has  been  slow  todd 
I  could  let  you  have  it  for  $135,  cash! 

The  Austrian  decided  to  take 
more  assertive  stance.  "I'll  give  y| 
$115  for  it,"  he  said. 

The  salesman  replied,  "I  can't.  I  ji 
can't.  But  I'll  split  the  difference  wi 
you.  We'll  compromise:  $125." 

The  seemingly  large  reduction 
price  pleased  the  customer.  "I  didij 
let  him  take  me,"  he  said.  "I 
gained  hard." 

So  did  the  others.  But  the  salesmj 
were  asking  such  inflated  prices  tbl 
few  customers  did  well  even  aftj 
much  bargaining.  The  amount  thj 
left  behind  was  considerable:  Tl 
median  purchase  of  the  658  was  $7 
Some,  however,  spent  vastly  moil 
The  expenditures  of  one  couple  fro| 
Oslo  totaled  almost  $2,000.  One 
the  Sony  portable  stereos  they  boug] 
was  a  discontinued  model — a  fr 
quent  occurrence — for  which  the 
paid  $445  (against  an  alleged  "Hi 
price"  of  $600). 

Even  had  they  discovered  that  tl 
same  unit  was  selling  in  a  downtowi 
store  for  $189,  there  was  no  way  i 
cancel  or  modify  any  of  these  transa 
tions  once  they  took  place.  The  sho{ 
all  had  a  No  refunds,  no  exchange 
all  sales  final  sign  somewhere  c 
the  wall. 

A  word  of  advice  to  our  foreig 
friends  and  to  Americans  traveling  i 
strange  cities  as  well:  When  you  are  i 
New  York  or  any  other  major  Amer 
can  city,  don't  patronize  stores  yd 
wouldn't  patronize  at  home.  Sta 
with  the  large,  reputable  retailer 
You're  much  more  likely  to  find  th« 
the  functional  souvenir  you  bougri 
there  still  functions — once  you've  go 
ten  it  home.  ■ 


208 


FORBES,  OCTOBER  27,  1| 


HOW  GOOD  DO  YOU  WANT 
TO  LOOK  IN  PARIS  TONIGHT? 


The  kind  of  impression  a  me- 
dium makes  is  as  important  as 
the  number  of  impressions  it 
delivers. 

Which  is  only  one  reason  we 
suggest  you  consider  the  re- 
gional editions  of  Newsweek  In- 
ternational as  a  better  alternative 
to  local  media. 

The  unique  cachet  of  News- 
week International  is  as  dra- 
matic—and persuasive  — as  a 
woman  exquisitely  dressed,  or  a 
jewel  masterfully  set. 

Newsweek  is,  after  all,  a  truly 
international  medium.  Its  global 
view  of  events  and  world-wide 
credibility  tend  to  seek  out— and 
deliver— a  more  sophisticated 
reader. 


Newsweek  International  is 
written  in  English— the  common 
language  of  international  busi- 
nessmen, and  a  natural  selector 
of  highly-educated,  highly- 
placed  readers. 

The  combination  creates  the 
perfect  setting  for  an  important 
multi-national  advertisement.  It 
provides  the  prestige  of  a  re- 
spected mediu,m  and  the  effi- 
ciency of  a  highly  concentrated 
audience.  An  audience  filled  to 
the  brim  with  men  of  position, 
power  and  personal  income. 

In  short,  an  audience  that 
looks  very  good. 

In  Paris. 
In  Tokyo. 
And  so  on. 
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SALES  OFFICES.  New  York  *  Chicago  •  Los  Angeles  •  San  Francisco  •  London  •  Amsterdam  •  Frankfurt/Main  •  Geneva  *  Pans  •  Rome  «  Hong  Kong  •  Manila  •  Sydney  •  Tokyo 


( )bservations 


MONEY  &  INVESTMENTS 


The  next  credit  crunch  will  make  the  last 
four  seem  like  affectionate  hugs. 

THE  DEVELOPING 
INTERNATIONAL 
FINANCIAL  CRISIS 


By  Asbby  Bladen 


'if 


In  my  last  few  col- 
umns I  have  been 
warning  that  eco- 
nomic recovery  in 
the  U.S.  is  likely  to 
produce  a  domestic 
financial  crisis.  In 
his  recent  book,  The 
Coming  Credit  Col- 
lapse, Alexander 
Paris  describes  in 
exhaustive  detail  the  secular  buildup 
of  debt  and  decline  of  liquidity  in  this 
country  since  World  War  II,  as  well  as 
the  partial  and  temporary  cyclical  im- 
provement in  liquidity  during  reces- 
sions. Anyone  who  still  doubts  that 
we  are  heading  for  a  crisis  should  get 
Paris'  book  and  ponder  it  carefully. 

Bear  in  mind  that  one  person's  liq- 
uid liability  is  someone  else's  liquid 
asset,  so  that  a  simple  adding  up  of 
debits  and  credits  doesn't  throw  very 
much  light  on  the  situation.  The 
things  that  count  are,  first,  whether 
lenders  are  in  a  position  to  withdraw 
their  funds  before  the  borrower  is  in  a 
position  to  repay  them  and,  second, 
whether  they  are  likely  to  withdraw 
them.  Creditworthiness  is  deter- 
mined mainly  by  the  ratio  between 
debt  service  charges — interest  pay- 
ments and  scheduled  principal  repay- 
ments— and  the  incomes  from  which 
they  will  have  to  be  repaid.  Liquidity 
is  mainly  a  function  of  the  length  of 
time  until  debts  have  to  be  repaid  or 
refunded.  As  Paris  demonstrates,  both 
creditworthiness  and  liquidity  have 
been  in  a  downward  trend  for  a  third 
of  a  century. 

During  this  recession  the  normal 
reliquification  of  the  financial  system 
did  not  occur.  The  inflation  has  now 
gotten  so  bad  that  interest  rates  did 
not  fall  far  enough  or  long  enough  to 
permit  businesses  and  financial  insti- 

Asbby  Bladen  is  senior  vice  president-invest- 
mentsfor  the  Guardian  Life  Insurance  Co.  of 
America,  and  author  of  How  to  Cope  with  the 
Developing  Financial  Crisis. 


tutions  to  refund  their  short-term  bor- 
rowings with  long-term  ones  and  get 
ready  to  finance  an  economic  expan- 
sion. Hence  the  normal  cyclical  recov- 
ery of  housing  construction  will  be 
anemic  at  best. 

To  make  matters  worse,  interest 
rates  have  already  returned  to  levels 
that  threaten  renewed  disintermedia- 
tion,  long  before  any  significant  re- 
covery of  business  activity  has  oc- 
curred. If  the  economists  who  think  a 
strong  upturn  has  already  begun  are 
right,  then  by  next  summer  we  could 
be  in  anotber  credit  crunch  that 
would  make  the  last  four  look  like 
affectionate  hugs. 

This  column  is  being  prepared  on 
the  eve  of  the  annual  meeting  of  the 
International  Monetary  Fund.  I  can- 
not predict  exactly  what  will  be  decid- 
ed at  the  meeting;  but  the  problem 
with  which  it  must  cope  is  very  clear 
and  very  serious. 

Since  the  first  oil  crisis  at  the  end  of 
1973  the  non-oil-producing  underde- 
veloped countries  as  a  whole  have  bor- 
rowed about  $300  billion,  largely  from 
the  American  commercial  banking 
system.  They  now  face  an  annual  debt 
service  burden  of  about  $35  billion  on 
top  of  about  $60  billion  a  year  to  pay 
for  their  oil  imports.  These  two  items 
alone  take  nearly  half  of  their  export 
earnings.  Since  they  are  unlikely  to  be 
able  to  increase  their  exports  any- 
where near  as  fast  as  their  oil  bills  and 
debt  service  costs  are  rising,  it  is  obvi- 
ous that  they  must  either  go  right  on 
borrowing  heavily  or  see  their  im- 
ports, and,  therefore,  their  standards 
of  living,  shrink  drastically. 

I  do  not  entirely  understand  how 
the  bankers  have  been  able  to  justify 
those  enormous  loans,  for  whicb 
many  of  the  borrowers  have  no  visible 
means  of  repayment.  One  of  the  larg- 
est lenders  has  justified  them  on  the 
ground  that  sovereign  states  never  re- 
pay their  debts — they  just  roll  them 
over.  That  is  broadly  true  as  a  histori- 
cal generalization  but  it  misses  the 
principle  of  the  thing.  Creditors  are 


willing  to  have  their  debtors  roll  the 
loans  over  as  long  as  it  appears  thj 
they  could  repay  them  if  necessar 
but  if  their  ability  to  repay  ever  hi 
comes  doubtful,  the  creditors  suddei 
ly  want  to  be  repaid  very  badly.  Trj 
logic  of  this  attitude  is  faulty,  but  th 
psychology  is  compelling. 

The  American  banking  systei 
has,  on  balance,  raised  the  funds  I 
relend  to  the  oil  importers  by  accep 
ing  short-term  deposits  from  the  a 
exporters.  If  it  had  not  done  so,  trj 
enormous  transfer  of  wealth  from  o 
consumers  to  producers  would 
ready  have  caused  a  world  depre 
sion.  But  borrowing  short  and  lent 
ing  long  involves  a  liquidity  risk,  c 
top  of  the  credit  risk  that  poor  coui 
tries  may  not  be  able  to  repay  an 
the  moral  risk  that  sovereign  statt 
may  not  wish  to  repay. 

It  seems  clear  that  the  ability  of  til 
American  banking  system  to  recyc 
the  petrodollars  largely  unaided 
coming  to  an  end.  Now  the  Intern, 
tional  Monetary  Fund  has  to  decic 
whether  it  can  shoulder  the  burdei 
Its  managing  director,  Jacques  de  L 
rosiere,  has  recommended  treblui 
the  borrowing  limits  for  some  of  tn 
countries  that  are  in  the  most  trouh 
and  giving  them  more  time  to  repay 

There's  a  small  problem.  Where 
the  IMF  going  to  get  the  money?  Arj 
on  what  terms?  The  most  logic, 
source,  of  course,  is  the  oil-exportii 
countries  that  are  piling  up  surplusi 
at  a  $100  billion  annual  rate.  But  s 
far,  at  least,  the  oil  exporters  ha^ 
chosen  to  lend  their  funds  at  shoi 
term  while  the  importing  countri» 
desperately  need  long-term  accommi 
dation.  Tbat  will  create  a  liquidii 
problem  for  the  IMF,  just  as  it  alreac 
has  for  the  American  banks.  The  Ara 
oil  exporters  are  also  likely  to  tie  p< 
litical  strings  to  their  deposits  thi 
Western  members  of  the  IMF  may  nc 
find  acceptable. 

Another  possibility  is  the  creatic 
of  additional  special  drawing  right 
or  SDRs.  That  amounts  to  creatir 
purchasing  power  out  of  thin  air  i 
order  to  pay  the  world's  oil  bills,  an 
it  is  highly  inflationary.  The  oil  e2 
porters  have  already  seen  throug 
that  particular  shell  game,  and  the 
are  likely  to  respond  to  it  by  increai 
ing  their  oil  prices  correspondingl 
The  less-developed  countries  despe 
ately  need  the  oil,  but  lending  mone 
to  people  who  can't  repay  to  bu 
things  they  can't  afford  is  somethir 
that  can't  go  on  forever.  The  longer 
does  go  on  the  worse  the  ultima) 
crisis  will  be.  ■ 
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All  these  securities  have  been  sold.  This"  announcement  appears  as  a  matter  of  record  only. 

$259,500,000 

State  of  Indiana 
Indiana  Toll  Road  Commission 

East  -  West  Toll  Road  Revenue  Bonds,  1980  Series 


New  Issue 


In  the  opinion  of  Bond  Counsel,  under  existing  statutes,  regulations,  rulings  and  court  decisions,  (i)  interest  on 
the  Bonds  is  exempt  from  Federal  income  taxes  and  from  taxes  within  the  State  of  Indiana  except  the 
State  inheritance  tax,  and  (ii)  the  original  issue  discount  on  the  Bonds  maturing  January  1,  2013 
constitutes  additional  interest  exempt  from  Federal  income  taxes. 


The  Bonds  are  Term  Bonds  dated  September  1 ,  1 980,  due  January  1 ,  as  shown  below,  and  are 
subject  to  redemption  as  described  in  the  Official  Statement. 

Interest  Interest         Price  or 

owl  D"e  Rale  Price  Amount  Due  Rate  Yield 


$  7,615,000    1991      83/4%    100%,                $  21,700,000  2003  10i/4%  100% 

13,010,000    1995     9V2       100                      84,425,000  2010  10i/2  100 

24,785,000    2000      10        100                     107,965,000  2015  9  10.50 

(Accrued  interest  to  be  added) 


The  Bonds  have  been  approved  by  Baker  &  Daniels,  Indianapolis,  Indiana,  Bond  Counsel.  Certain  legal 
matters  in  connection  with  the  Bonds  have  been  passed  upon  for  the  Underwriters  by 
Chapman  and  Cutler,  Chicago,  Illinois,  Counsel  to  the  Underwriters. 

Smith  Barney,  Harris  Upham  &  Co.  City  Securities  Corporation 

Incorporated 

Bache  Halsey  Stuart  Shields        Barr  Brothers  &  Co.,  Inc.         Bear,  Stearns  &  Co.        A.  G.  Becker        William  Blair  &  Company 

Incorporated  Warburg  Panbas  Becker 

Blyth  Eastman  Paine  Webber  Alex.  Brown  &  Sons  Clayton  Brown  &  Associates,  Inc.  Dillon,  Read  &  Co.  Inc. 

Incorporated 

Donaldson,  Lufkin  &  Jenrette  Drexel  Burnham  Lambert  Ehrlich-Bober  &  Co.,  Inc.  The  First  Boston  Corporation 

Securities  Corporation  Incorporated 

Glickenhaus  &  Co.       Goldman,  Sachs  &  Co.        E.  F.  Hutton  &  Company  Inc.       Kidder,  Peabody  &  Co.       Lazard  Freres  &  Co. 

Incorporated 

Lehman  Brothers  Kuhn  Loeb  Matthews  &  Wright,  Inc.  Merrill  Lynch  White  Weld  Capital  Markets  Group 

Incorporated  Merrill  Lynch.  Pierce.  Fenner  &  Smith  Incorporated 

W.  H.  Morton  &  Co.    John  Nuveen  &  Co.     L.  F.  Rothschild,  Unterberg,  Towbin    Salomon  Brothers    Shearson  Loeb  Rhoades  Inc. 

(Div.  of  American  Express  Co.)  Incorporated 

Stephens  Inc.  Summers  &  Company,  Inc.  Thomson  McKinnon  Securities  Inc.  Traub  and  Company,  Inc. 

Van  Kampen  Fiiken  &  Merritt  Inc.       Weeden  Municipal  Securities  Inc.        Wertheim  &  Co.,  Inc.        Dean  Witter  Reynolds  Inc. 

Div.  of  Moseley.  HaMgarten.  Estabrook  &  Weeden  Inc. 

Collett  &  Company,  Inc.     American  Securities  Corporation      Robert  W.  Baird  &  Co.     Bevill,  Bresler  &  Schulman  Securities  Inc. 

Incorporated 

Blunt  Ellis  &  Loewi  Boettcher  &  Company  Bonniwell  &  Co.  J.  C.  Bradford  &  Co.  Brislin,  Stanley  &  Woram 

Incorporated  Incorporated  Incorporated 

Butcher  &  Singer  Inc.        Dain  Bosworth         A.  Webster  Dougherty  &  Co.        A.  G.  Edwards  &  Sons,  Inc.        Fahnestock  &  Co. 

Incorporated  Incorporated 

First  of  Michigan  Corporation  Foster  &  Marshall  Inc.  J.  B.  Hanauer  &  Co.  J.  J.  B.  Hilliard,  W.  L.  Lyons,  Inc. 

Howard,  Weil,  Labouisse,  Friedrichs  Janney  Montgomery  Scott  Inc.         McDonald  &  Company         E.  A.  Moos  &  Co.,  Inc. 

Incorporated 

The  Ohio  Company  Oppenheimer  &  Co.,  Inc.  Prescott,  Ball  &  Turben  Raffensperger,  Hughes  &  Co. 

Incorporated 

Rauscher  Pierce  Refsnes,  Inc.  The  Robinson-Humphrey  Company,  Inc.  Rogers  &  Lamb  Wm.  C.  Roney  &  Co. 

Roosevelt  &  Cross  Seattle-Northwest  Securities  Corporation  H.  B.  Shaine  &  Co.,  Inc.  Herbert  J.  Sims  &  Co.,  Inc. 

Incorporated 

Stern  Brothers  &  Co.     Swiss  American  Corporation       UMIC,  Inc.      Underwood,  Neuhaus  &  Co.      Wheat,  First  Securities,  Inc. 

Incorporated 

September  26,  1980 
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Energy 


Since  1949,  the  Annual  Report  on  American 
Industry  has  provided  Forbes  readers  with  the 
most  complete  single  reference  on  the  man- 
agement performance  of  the  country's  leading 
companies.  The  upcoming  33rd  yearly  edition 
will  again  reportthis  information  by  ranking 
and  comparing  over  1 ,000  U.S.  corporations 
and  more  than  30  industry  groups  using 
Forbes'  yardsticks  of  profitability,  growth  and 
stock  market  performance. 

Using  these  revealing  measurements, 
Forbes  will  compare  each  company  against 
competitors  within  its  own  industry  as  well  as 
against  all  other  companies  measured.  Indus- 
try groups  will  also  be  ranked  and 
compared  against  each  other. 

For  current  trends,  the  issue 
tracks  these  data  for  the  latest  1 2 
months.  For  a  longer  view, 
Forbes  presents  these  measure- 
ments over  the  past  five  years  to 
provide  a  true  index  of  a  com- 
pany's management  perform- 
ance over  the  long  haul.  It  will  also 
provide  insights  into  how  a 


"A 


32nd  ANNUAL 

REPORT 
ON  AMERICAN 
INDUSTRY 


company  or  industry  is  likely  to  perform  in 
the  future. 

An  outstanding  advertising  medium 

Year  after  year,  America's  top  executives  rely 
on  the  Forbes  Annual  Report  on  American 
Industry  to  determine  who's  where  in  Ameri- 
can big  business.  It's  the  reference  volume 
they  turn  to  time  and  time  again  throughout 
the  year.  This  affords  advertisers  the  oppor- 
tunity for  added  exposure  to  the  high-powered 
executives  who  comprise  Forbes'  regular 
readership — those  who  own  and  run  American 
business. 


Plan  now  to  advertise  in  the 
Forbes  33rd  Annual  Report  on 
American  Industry — the  most 
complete  rundown  on  corporate 
America  available  anywhere.  For 
more  information,  consultyour 
local  Forbes  Representative  or 
contact:  Stephen  G.  Nicoll,  Direc- 
tor of  Advertising,  Forbes  Maga- 
zine, 60  Fifth  Avenue,  New  York, 
New  York  1 001 1 ,  (21 2)  620-2228. 


no  cm  tucM  cxw  cn*non 


CHEVROLET 
W\S  HERE. 


FORD 
HERE. 


JEEP 
WAS  HERE. 


PONTIAC 
WAS  HERE. 


DODGE 
VA5  HERE. 

VHERE  VERE  YOU  LA5T  VEEK? 

What  drives  car  advertisers  to  The  New  Yorker? 
Car  buyers.  People  who,  though  limited  in  number,  are  not 
so  limited  in  purchasing  power.  People  who  can  buy 
the  model  they  want,  when  they  want  it. 
Making  The  New  Yorker  one  of  Detroit's  most 
efficient  vehicles  . 

YES,  THE  NEV  YORKER 


Flashbacks 


lore  things  change"  . . .  Items  from  past  issues  of  Forbes. 


zhemefor  an  in- town  New  York  airport  on  34th  Street  between  5th  and  6th  avenues 


i  years  ago  in  Forbes 

{  aiders  are  busy  in  the  cotton  belt 
jg  and  destroying  and  threatening 
;  rorizing  with  a  view  to  coercing 
Is  not  to  market  their  cotton  until 
irtificially  inflated  price  is  brought 
.and  the  Wheat  Growers'  Associ- 
:f  the  United  States,  composed  of 
Ifarmers,  are  launching  a  bold  proj- 
jonspiracy  to  hoard  wheat  until  $3 
i;l  can  be  realized.  Nothing  could 
ie  futile,  nothing  more  untimely, 
e  more  fraught  with  danger  to  the 
ators.  Leaving  aside  any  ethical 
II  considerations,  such  action  is 
;.ly  short-sighted  since  it  is  bound 


ou  recall  that  not  so  long  ago  the 
is  all  of  $100  suits  this  fall  and 
$20  shoes,  50-cent  cotton,  30- 
igar,  $3  wheat,  higher  prices  for 
>biles  and,  in  fact,  almost  every- 
lse?  Well,  these  prices  have  not 
dized.  You  can  buy  good  suits  for 
n  $50  instead  of  $100;  shoes  have 
arked  down  and  will  probably  go 
A^er;  cotton  is  around  20  cents  a 
nstead  of  50  cents;  sugar  is  below 
30  cents  a  pound;  wheat  has 
t  no  $3  a  bushel;  automobiles 
:en  substantially  cut  in  price,  and 
many  other  things. 

:ompanies  which  have  attempted 
-ambitious  program  of  production 
ion  find  themselves  in  rather  deep 
s,  now  that  the  buying  demand 
nped  badly.  This  is  especially  true 
ers  of  low-priced  cars  which  felt 


the  full  force  of  the  jolt  Henry  Ford  gave 
the  automobile  industry  when  he 
dropped  prices  back  close  to  the  prewar 
level.  Those  companies  which  are  in  the 
best  position  now  are  the  ones  which 
manufacture  a  limited  number  of  cars  of 
such  quality  and  appearance  that  a 
steady  demand  has  been  built  up  for 
them  sufficient  even  in  times  like  the 
present  to  take  care  of  output.  They  did 
not  lose  their  heads  during  the  boom  and 
they  are  likely  to  keep  them  now.  The 
Chandler  Motor  Car  Co.  and  the  Hupp 
Motor  Car  Co.  are  such  concerns,  with 
yearly  production  running  between 
20,000  and  30,000  cars. 

Fifty  years  ago 

Whether  a  girl  is  married  or  single,  the 
principle  involved  is  the  same,  namely, 
that  every  human  being  should  be  a  pro- 
ducer, and  that  a  system  which  singles 
out  any  group  to  be  producers  and  makes 
the  rest  of  the  group  dependent  upon 
them,  is  fundamentally  cruel  and  un- 
sound. .  .  .  The  world  is  striving  for  an 
economic  system  which  will  give  every 
individual  an  opportunity  to  be  indepen- 
dent and  be  a  constructive  producer,  re- 
gardless of  his  sex  or  color  or  what-not. 

Illustrative  of  the  depths  to  which  con- 
fidence— or  lack  of  confidence — has 
sunk,  many  well-known  stocks  have  re- 
cently sold  at  less  than  half  the  price 
they  touched  even  this  year.  Not  a  few 
have  sold  at  one-fourth  of  their  last 
year's  peak.  Today  as  unsound  reasoning 
is  in  vogue  as  was  in  vogue  before  the 
boom  collapsed.  The  popular  practice 


then  was  to  figure  the  market  worth  of 
stocks  on  the  1929  rate  of  earnings — 
and  then  to  add  a  handsome  amount  for 
"expectations"  notwithstanding  that 
1929  earnings  were  wholly  abnormal,  in 
most  instances  the  highest  ever  at- 
tained. The  common  practice  now  is  to 
base  the  market  worth  of  stocks  on 
their  current  earnings — and  then  to  de- 
duct a  drastic  amount  from  the  total  for 
possible  contingencies.  .  .  . 

The  decision  of  the  Illinois  Commerce 
Commission  granting  the  petition  of  a 
gas  company  to  bill  its  customers  on  the 
basis  of  heat  units  consumed,  instead  of 
on  the  number  of  cubic  feet  of  gas  used,  is 
of  epochal  importance  in  the  natural  gas 
industry.  ...  If  precedent  is  followed,  the 
new  unit  of  measurement  will  be  general- 
ly adopted,  making  economically  feasible 
the  construction  of  natural  gas  pipelines 
to  every  section  of  the  United  States. 

TWenty  five  years  ago 

President  Eisenhower's  heart  attack  has 

focused  public  attention  on  one  of  our 
gravest  problems.  Heart  disease  among 
executives  has  been  immensely  costly  to 
their  companies  and  stockholders.  During 
1946  there  were  nearly  5,000  strikes  in- 
volving 4'/2  million  workers  with  a  total 
loss  of  116  million  man-days  of  employ- 
ment .  .  .  yet  during  this  year  150  million 
man-days  will  be  lost  from  heart  disease, 
and  the  same  comparable  loss  has  been 
experienced  for  the  past  several  years. 

Six  months  ago  I  [Editor  Malcolm  S. 
Forbes]  listed  here  the  50  most  popular 
stocks  among  investors  using  the 
Monthly  Investment  Plan  to  buy  stocks 
with  a  regular  monthly  expenditure  from 
$40  upwards.  .  .  .  The  latest  list  of  the 
favorite  50  below  shows  some  interest- 
ing shifts  in  the  past  six  months. 

General  Electric  is  still  number  one, 
widening  its  lead  over  RCA.  Substantial 
jumps  upward  have  been  recorded  by 
American  Airlines  from  25th  place  to 
17th;  American  Can  from  39th  to  29th; 
and  Olin  Mathieson  from  24th  to  20th. 
Long  Island  Lighting,  Greyhound, 
showed  drops  in  public  favor  while 
Atchison,  Topeka  and  Santa  Fe,  Good- 
year and  Safeway  Stores  failed  to  remain 
in  the  top  50  listing.  Newcomers  include 
Sperry  Rand,  now  12th,  General  Dynam- 
ics and  Pfizer.  More  than  50%  of  the  list 
consists  of  utilities  (8  companies),  elec- 
trical and  electronic  (7),  chemicals  (6) 
and  oils  (6).  Utilities  have  suffered  some- 
what of  a  loss  in  favor  during  the  past  six 
months  with  this  group  of  investors 
while  the  electricals  and  electronics  re- 
flect a  growing  popularity. 
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Thoughts 

on  the  Business  of  Life 


All  the  strength  and  force 
of  man  comes  from  his  faith 
in  things  unseen.  He  who 
believes  is  strong;  he  who 
doubts  is  weak. 
James  Freeman  Clark 


The  same  God  that  has  endowed 
us  with  sense,  reason  and 
intellect  did  not  intend  us 
to  forego  their  use. 
Galileo 


How  many  things  that  were 
articles  of  faith  yesterday 
are  fables  today. 
Michel  de  Montaigne 


Epochs  of  faith  are  epochs 
of  fruitfulness;  but  epochs  of 
unbelief,  however  glittering, 
are  barren  of  all  permanent  good. 
Goethe 


A  Text . . . 

Tomorrow  I  will  stand 
on  the  top  of  the  hill 
with  the  rod  of  God 
in  mine  hand. 
Exodus  17:9 


Sent  in  by  Gwynda  Myers,  Whittier,  Calif. 
What's  your  favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life  is 
presented  to  senders  of  texts  used. 


God  respects  me  when  I  work 
but  he  loves  me  when  I  sing. 
Rabindranath  Tagore 


Be  like  the  bird,  who  halting 
in  his  flight  on  limb  too  slight, 
yet  sings — knowing  he  has  wings. 
Victor  Hugo 


Nature  is  a  source  of  strength. 
We  know  the  sunshine  and  touch 
the  earth.  We  have  ears  to 
listen  to  the  secrets.  We 
need  only  to  learn  how. 
Arthur  Dobrin 


Pity  the  human  being  who 
is  not  able  to  connect  faith 
within  himself  with  the  infinite 
He  who  has  no  faith  has  ego — 
ego  swollen  to  the  nth  degree. 
And  that  never  has  a  happy 
ending.  He  who  has  faith 
has  also  hum  Hit}'.  He  has  an 
inward  reservoir  of  courage, 
hope,  confidence,  calrmiess, 
an  assuring  trust  that  all 
will  come  out  well. 
B.C.  Forbes 


Humbleness  is  always 
grace;  always  dignity. 
James  Russell  Lowell 


Victorious  living  begins 
with  a  close  daily  walk  with 
the  Author  of  our  life. 
Ralph  De  Vriers 


We  must  have  courage  to  bet  on 
our  ideas,  to  take  the  calculated 
risk,  and  to  act.  Everyday  living 
requires  courage  if  life  is  to  be 
effective  and  bring  happiness. 
Maxwell  Maltz 


It  is  always  the  secure 
who  are  humble. 
G.K.  Chesterton 


Man  is  not  naturally  a  cynic; 
he  wants  pitifully  to  believe, 
in  himself,  in  his  future,  in 
his  community  and  in  the  nation 
in  which  he  is  a  part. 
Louis  Bromfield 


More  than  3,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $11.95.  Send  check  and  order 
to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  appropriate  sales  tax  on 
New  York  State  orders. 


We  are  establishing  an 
all-time  world  record  in 
the  production  of  material 
things.  What  we  lack  is 
a  righteous  and  dynamic  faith. 
John  Foster  Dulles 


Don't  let  your  life  be  sterile. 
Be  useful.  Blaze  a  trail. 
Shine  forth  with  the  light  of 
your  faith  and  of  your  love. 

JOSEMARIA  ESCRIVA 


When  work  is  soulless, 
life  stifles  and  dies. 
Albert  Camus 


Human  beings  can  alter 
their  lives  by  altering 
their  attitudes  of  mind. 
William  James 


What  I  ask  for  is  absurd:  that 
life  shall  have  a  meaning.  What 
I  strive  for  is  impossible:  that 
my  life  shall  acquire  a  meaning. 
Dag  Hammarskjold 


Nothing  which  is  true  or 
beautiful  or  good  makes 
complete  sense  in  any 
immediate  context  of  history; 
therefore  we  must  be 
saved  by  faith. 
Reinhold  Niebuhr 


Hope  is  the  parent  of  faith. 
Cyrus  A.  Barthol 


The  mind  is  its  own  place,  and 
in  itself  can  make  a  heaven  of 
hell,  a  hell  of  heaven. 
John  Milton 


Our  duty  is  to  believe  that 
for  which  we  have  sufficient 
evidence,  and  to  suspend  our 
judgment  when  we  have  not. 
John  Lubbock. 


Put  your  trust  in  God,  my  boys, 
and  keep  your  powder  dry! 
Valentine  Blacker 
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>  Gold  Coi?i  Watch.  An  authentic  twenty  dollar  gold  piece.  Electronic  quartz.  Water-resistant.  Authoritative. 

Completely  handcrafted  in  Switzerland  With  an  18  karat  gold  bracelet  Patented  For  more  information  write  Corum,Dept  FB  650  Fifth  Ave  ,  N  Y.  N  Y  10019 


How  do  you  make  cash 
more  profitable  when  you've  already 

done  all  you  can? 


The  Chemical  Solution: 


ChemSphere: 


ChemSphere  works  with  successful  cash 
managers  to  make  them  even  more  successful. 

When  your  cash  is  already  making  a  good  profit,  it 
takes  a  close,  hard  look  at  your  global  treasury  operations 
to  show  you  an  even  bigger  profit. 

So  Chemical  Bank  developed  ChemSphere,  a 
unique  combination  of  services,  systems,  and  people  that 
helps  you  explore  all  of  cash  management's  possibilities. 
Including  the  possibility  of  something  new.  It  has  made 
Chemical  Bank  the  leader  in  cash  management. 

ChemSphere  solutions  are  already  working 
for  thousands  of  organizations  worldwide. 

Companies,  financial  institutions,  and  governments 
in  over  30  countries  are  already  profiting  from  ChemSphere 
services  like  ChemLink,®  Portfolio  Management  System, 
Foreign  Exchange  Advisory  and  Foreign  Regulations 
Services,  Consulting,  and  a  complete  range  of  collection 
and  disbursement  services. 

You  can  profit  from  them,  too,  no  matter  how 


unique  or  complex  your  cash  management  needs  are. 
A  team  of  bankers  providing  solutions 
to  all  your  cash  management  problems. 

ChemSphere  encompasses  the  globe.  In  the  U.S., 
Europe,  Latin  America,  the  Far  East,  and  elsewhere, 
hundreds  of  experts  ofTer  you  their  experience,  energy, 
and  insight. 

If  they  can't  completely  answer  your  needs  with 
existing  methods,  they'll  find  a  new  way  to  do  it. 

Tell  us  about  your  cash  management  needs. 
We'll  tell  you  about  the  Chemical  solutions. 

Chemical  Bank  has  become  the  worldwide  leader 
in  cash  management  by  planning  for  tomorrow  in  the 
solutions  we  provide  today.  Mention  ChemSphere  to 
your  Chemical  account  officer.  Or  write  W  D.  Baird,  Jr. 
Senior  Vice  President,  Chemical  Bank,  20  Pine  Street, 
New  York,  N.Y  10087.  Or  call  (212)  770-3600.  We'll 
tell  you  more  about  how  cash  management  problems 
disappear  when  you  apply  the  Chemical  solution. 


ChemicalBaink 

Leader  in  worldwide  cash  management. 


_ 


